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SALARIES AND EXPENSES 


Amounts available for obligation 


1952 actual 1953 estimate | 1954 estimate 


Appropriation or estimate... ; cd $5, 813, 480 $5, 245, 080 $6, 000, 000 

Reimbursements from other accounts re ‘0 87, 260 | 65, 720 | 65, 720 

Total available for obligation - - . sil Pee 5, 900, 740 5, 310, 800 | 6, 065, 720 
Unobligated balance, estimated savings -_- ‘ —2, 040 |_. s 

a . oy . nd Seana hk. aiding date 

ed Ses eeeeres | 5, 898, 700 5, 310, 800 6, 065, 720 
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Obligations by activities 
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Obdligati é¢ Out of Reimbursements From Other Accounts 

1. Administration of full disclosure provisions of the securities 
laws A 
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Obligations by objects 


Object classification 


Summary of Personal Services 


Total number of permanent positions 
Average number of all employees 


A verage Salaries and grades 
General 


Average salary 
Average grade 





schedule des 





Personal] service obligations 
Permanent positions 
Regular pay in excess of 52 
Payment above basic rates 


weck base 


Total personal service obligations 


Direct Obligations 
01 Personal services 


02 Travel 


03 Transportation of things 
04 Communication services 
05 Rents and utility services 
06 Printing and reproduction 
07 Other contractual services 
08 Supplies and materials 

09 Equipment 


Taxes and assessments 


15 


Total direct obligations 
Obligations Payable Out of Peimbursements From Other 
Accounts 
01 Personal services 
02 Travel 
Total obligations payable out of reimbursements from 
mnts 


other accou 


Obligations incurred 


1952 actual 


950 | 
930 
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5. 481, 840 
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1953 estimate 
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4, 943, 000 
101, 250 
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17, 000 
30, 000 
13, 485 
57, 745 
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1954 estimate 


$1, 419, 850 


2. 202, 660 


281, 685 
516, 540 
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Analysis of expenditures 


1952 actual | 1953 estima 1954 est 
Unliquidated obligations, start of year $466, 330 $460, 530 $387, 800 
Obligations incurred during year 5, 898, 700 5, 310, 800 6, 065, 72 
6, 365, 030 71, 330 6, 453, 520 
Deduct 

Reimbursable obligations 87, 26K 65, 720 | 65. 720 
Unliquidated obligations, end of year 460, 530 387, 800 380, OOO 
Unobligated balance carried to certified claims account 18, 615 15. 000 15.000 
Total expenditures 5 798. 625 5. 302. 810 5 909 800 

Expenditures are distributed as follows 
Out of current authorizations 5, 407, 052 4,950, 000 | 5, 662, SOK 
Out of prior authorizations.. s 391, 573 352, 810 330, 000 


Mr. Corron. The committee will please come to order. 

We are glad to have with us the Securities and Exchange Commis- 
sion. You will note that the chairman of this committee, Mr. Phillips 
of California, is unable to be here today, so it devolves on me to 
handle the hearing. 

Before we call on you, Mr. Chairman, for any preliminary remarks 
that you may desire to make, I would like to say that we have two new 
members on our subcommittee since you have been with us, Con- 
gresman Jonas, of North Carolina, and Congressman Krueger, of 
North Dakota. I think for their benefit, as well as for the benefit of 
the rest of us, I would like to ask you to do this: 


BACKGROUND OF COMMISSION MEMBERS 


For years I have sat here on this subcommittee and I found it 
hard to identify people who were here. I wonder if you, Mr. Chair- 
man, would just briefly, in a sentence, tell us the names of the Com- 
missioners of your Securities and Exchange Commission and just 
a word about their background, and then indicate to us the rest of 
the gentlemen who are here today from the Commission, so we can 
identify them. 

Mr. McEnrvrre. I will be very happy to do that, Mr. Chairman. 

As far as the Commissioners that are here today, there are three 
of us. 

Commissioner Paul R. Rowen, sitting the second to my left, who 
has been a member of the Commission for approximately 414 years 
now, is an attorney by profession, from Boston, Mass. Before becom- 
ing a member of the Commission, in addition to private practice, he 
spent a number of years on the staff of the Commission and was, im- 
mediately prior to his appointment, the Regional Administrator in 
the Boston regional office of the Commission. 

Next to Commissioner Rowen is Commissioner Clarence H. Adams, 
of Connecticut, who has been with the Commission just under a year, 
who prior to coming with us spent 19 years as the Securities Admin- 
istrator of the State of Connecticut. 

As for myself, my name is Richard B. McEntire. I am also a lawyer 
by profession. Prior to coming with the Commission I was chair- 
man of the Kansas Corporation Commission, which is a regulatory 
body encompassing not only securities but also public utilities, rail- 
roads, and similar subjects. 
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Mr. Krurcer. You are from Kansas, then? 

Mr. McEntire. I am from Kansas. I am a Jayhawker. I appear 
today as Acting Chairman of the Commission and senior Commis- 
sioner present. 

There is one vacancy on the Commission at the present time, and 
the other member is Donald C. Cook, Chairman of the Commission, 
who, as perhaps you know, has submitted his resignation, although 
it has not yet taken effect. 

I do not know if that is enough about our backgrounds, or whether 
vou would like to have more facts. 

Mr. Corron. Thank you. 

Mr. McEntire. In connection with the members of our staff present, 
Byron D. Woodside is Director of our Division of Corporation 
Kinance, one of the three operating divisions of the Commission. 
Next to Mr. Woodside is Mr. William E. Becker, Director of Per- 
sonnel for the Commission. And here on my immediate left is Mr. 
Riordan, whom I assume you all know; James J. Riordan is the 
Budget Officer for our Commission. 

Mr. Corron. We know him. 

Mr. McEntire. On the other side of the reporter is Mr. Anthon H. 
Lund, who is Director of our Division of Trading and Exchanges, 
And at the far end of the table is Mr. Jerome S. Katzin, who is Director 
of the Division of Public Utilities. 

Mr. Corron. Thank you, Mr. Chairman. 

Now, I assume you have a preliminary statement you would like 
to make. Do you want to insert it in the record and talk from it, 
or do you want to read it all? 

Mr. McEntire. I have a very brief statement, Mr. Chairman, which 
I think I can read in just a matter of a very few minutes, and then 
1 have a few random comments I hope will also be very brief. 

Mr. Corron. Go right ahead, Mr. Chairman. 


GENERAL STATEMENT 


Mr. McEntire. The 1954 budget provides $6 million for the sal- 
salaries and expenses of the Securities and Exchange Commission. 
This is $754,920 more than the current year’s appropriation of 
$5,245,080. It provides 977 positions, with average employment of 
37 during the year. It also includes funds for travel, printing, 
purchases, “and other costs. However, 92.7 percent of the amount 
requested for 1954 is for personal services. 

We have submitted written justifications to the committee which 
contain a detailed descr iption of the work performed by each division 
and office of the Commission’s organization. Also workload figures 
are given. for fiscal 1952, and where possible, work pending at the 
end of the year is shown. We have included similay figures for the 
current, fiscal year and for fiscal 1954, The latter ficures, of course, 
are estimated on the basis of experience, current trends, and the avail- 
ability of personnel to clear the work. You will note that in the 
operating divisions and regional offices the workload figures show 
that there are substantial backlogs of uncompleted work. 

I do not propose to repeat or even summarize the detailed material 
given in the justifications. I suppose that the members of the com- 
mittee have many questions to ask about particular activities and costs 
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and the personnel we have requested for 1954. The Commissioners 
who are here, the staff members, and I will do our best to give you all 
of the information you may want. However, I would like to refer 
to the table on page 5 of the justifications which shows, by divisions 
and offices, the employment and costs for fiscal 1952, the personnel 
and money allotments for 1953, the increases requested for 192 4, and 
the totals for 1954. 

No doubt, the most important figures in the table are those in 
column 4, which indicate the distribution of the additional funds we 
are requesting for 1954. 

The requested 1 increase tot als $754,920. Of this amount $619,920 is 
for “Personal services,” which provides for 145 new positions; and 
$135,000 is for “Other obligations.” I believe that the justifications 
spell out in detail where and why we need this additional money. 
[ will speak in more general terms about the urgent need for the 
appropriation we have requested. 

I should like to bring up to date certain employment figures that 
were mentioned by Chairman Donald C. Cook when he appeared 
before this subcommittee on January 16, 1952, with respect to the 

1953 budget estimate. In speaking of prior years’ employment, Mr. 
Cook stated : 

The highest employment level was reached in 1941 when we had 1,723 em- 
ployees. Since then, our personnel has decreased every year except 1951, when 
we had an average employment of 1,040. 

This retrenchment has contined through the 1952 fiscal year and in 
the current fiscal year, due to further appropriation cuts. 

The average employment for the 1952 fiscal year, which ended last 
June 30, was 929; and during the current year the average employ- 
ment should be about 800. Thus, there is a decline of 25 percent in our 
employment within the 1952 and 1953 fiscal years. 

In these 2 years we have had to reduce our staff three times by 
reduction-in-force methods; we have placed a strict ban on filling 
positions that are vacated from time to time; and all costs have been 
greatly restricted. As a result, we have had to further restrict our 
basic activities and we have reached the point where we cannot give the 
securities markets and applications and documents filed with us the 
surveillance that the Congress apparently intended when the statutes 
were adopted. 

I will state frankly—and I believe that I speak for the other Com- 
missioners in this respect—that, because of the necessity of curtailing 
our operations to the extent that we have, the Commission is not able 
to do an adequate job in administering the seven statutes entrusted 
to it. As you know, these statutes are: the Security Act of 1933, as 
amended; the Securities Exchange Act of 1934, as amended; the 
Public Utility Holding Company Act of 1935; the Trust Indenture 
Act of 1939; the Investment Company Act of 1940; the Investment 
Advisers Act of 1940; certain provisions of chapter X of the Bank- 
ruptey Act, as amended. 

We cannot absorb appropriation reductions by the elimination of 
functions because practically all of the work we do stems from spe- 
cific provisions of these statutes. We must endeavor to perform these 
functions with whatever funds are appropriated to us. There were 
only a limited number of activities and services we could abandon. 
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We have discontinued some services despite protests from the public. 
For example, we have abandoned the daily publication of securities 
registered under the Securities Act of 1933; reports on odd-lot trading 
in the New York Stock Exchange; facilities for the registration of 
securities in the San Francisco region; branch offices in Tulsa, Okla., 
St. Louis, Mo., and Albuquerque, N. Mex.; quarterly reports on the 
“cost of flotation”; a statistical series of reports showing, by company 
and by industry groups, data as to sales profit, return on investment, 
and so forth; and many vital research activities which are needed by 
and should be available to the Commission and the staff in con- 
nection with the regulation of the securities industry. We have sim 
plified forms and reporting requirements to reduce the amount of 
examination required; we have under the Holding Company Act 
eliminated certain reports completely ; we have to every possible extent 
dispensed with formal hearings and rely increasingly on informal 
proceedings; and we are taking every shortcut we can think of in 
handling our day-to- ds ay work. 

Current operating difficulties, and the sharp limitations which must 
be placed on all activities in the face of an increased workload, have 
proved that the reductions in the 1952 and 1953 appropriations, ap- 
proximating 10 percent each year, in addition to the reductions made 
in prior years’ appropriations, have been too severe. That complet es 
my prepared statement, and I would like to comment on just 2 or | 
factors very briefly that I think probably go to the heart of some of our 
problems. 

In the first place, I want to make it clear we all appreciate and 
realize very distinctly the problem that you gentlemen have. 

I know that undoubtedly every group that comes before you thinks 
its work is important. Indeed, we think ours is. I am sure you 
do not want folks working for the Government if they do not think 
what they are doing is important. 

But we have had an overall reduction since 1941 of over 50 percent 
of our staff. To be exact, we had 1,723 employees in 1941. We now 
have about 784 today. 

As against that, the ultimate responsibilities of the Commission 
have just increased by leaps and bounds. 

There is no one overall indicator that I can give you of the financial 
activities that are subject to the Commission’s jurisdiction, but there 
are several that are pretty sensitive barometers. 

Probably the best are the volume of registrations under the Secu- 
rities Act of 1933 and the volume of trading on the exchange markets. 

As to the number of registration statements filed under the Secu- 
rities Act of 1933, for the fiscal year ending June 30, 1941, there were 
337; for the fiscal year ending June 30, 1952, there were 665—an in- 
crease of 97.3 percent. 

The dollar volume of the securities registered under those state- 
ments jumped from $3,410,000,000 in 1941 to $9,040,000,000 in fiscal 
1952, an increase of 165 percent. 

In terms of dollar value, trading on exchanges increased from 
$7,200,000,000 in fiscal 1941 to about $19,500,000,000 in fiscal 1952, an 
increase of.170.8 percent. 

The number of shares of stock traded on exchanges increased from 
260,000,000 in 1941 to 689,000,000 in 1952, or an increase of 165 per- 
cent. 
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And, while there is no comparable figures that I can give you for 
over-the-counter trading, I would say that our experience is that 
there has been an increase there comparable to that for exchange trad- 
ing. If anything, perhaps it has increased a little more. 

Therefore, however the comparison is made, the business activity 
in the fields covered in 5 statutes of the 7—making up 90 percent of 
our work—have more than doubled, and our staff has been cut in 
half. 

You may consider this as not too surprising, since we all are learn- 
ing something as we go along. ‘The tact that we have streamlined 
our operations and we are able to handle the work somewhat more 
efliciency than we did when the Commission was in its early ex- 
perience, of course, is normal. But we, frankly, have not learned 
how 800 people can do 2 or 3 times the work that 1,700 people for- 
merly did and do anything that even approaches a thorough job. 

Let us take just an example or two. The Division of Corporation 
Finance is now about 2 years in arrears with the work which we 
denominate as non-time-limit work. It has devoted pr actically all 
of its time to clearing registration statements, proxy materi: ils, and 
other documents that have statutory time limits for clearance, with 
a result that, even in spite of putting off everything that does not 
have a time limit—sometimes much to our regret and sorrow, | might 
add—but even doing just the immediate things, there are delays in 
registrations and other required clearances, to a point that we are 
meeting with increased objections on the part of the securities indus- 
try and others with whom we deal. 

Further than that, the unexamined material may, and we are sure 
does, contain and include violations of the law, and of rules and regu- 
lations, which we have constructive notice of because it is filed with 
us, but which, in fact, we never know about until trouble occurs and 
someone has been hurt. by the violation. 

It is only natural and obvious when someone, pursuant to law, files 
reports with us, he assumes that if he does not hear from us to the 
contrary that it is all right. And we find those embarrassing and 
difficult situations occur rather frequently. 

Now of particular importance, I think, is the increase in assets and 
size of investment companies. During this 10- or 12-year period the 
investment companies in this country, the open-end so-called mutual 
funds, have increased from assets of about $400 million to something 
over $4 billion. 

The closed-end companies, of course, are also troublesome, but the 
open-end companies are increasing in assets and in the number of 
investors at a terrific rate. 

That is one comparison of the increase in our workload that I have 
not given you. 1 do not have it expressed in percentage figures, but 
activit les of a eee are about 10 times as great as they were 
back in *40 and ’ 

You ge rs may be interested to know that after a long period of 
negotiations we finally were successful last year in concluding a treaty 
with Canada whereby we can extradite fraud artists from there and 
bring them back here to stand trial. There is no doubt but that is 
going to result in increased financial activity with Canada and will 
increase our work rather markedly. We will have that obligation to 
meet. 
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Turning from the Corporation Finance Division work for the mo- 
ment to the Division of Trading and Exchanges, where we keep under 
surveillance trading on the securities markets, we have had to curtail 
the coverage. We used to keep a daily tab on about 500 of the most 
active stocks and about 8,000 stocks on a weekly basis. Today we are 
not doing anything on a daily basis and nothing on a weekly basis. 
There are about 3,000 stocks that we cover every 2 weeks, and we have 
a monthly review of about 4,000 more. We believe that is worthwhile 
doing, although on fast-moving stock transactions, getting around to 
them 30 days after they occur and then trying to figure out what 
happened, could be like having the horse stolen, the body buried, and 
the things long since gone before the police hear about it. 

We have only 59 field security investigators to cover the entire 
country in investigating fraud in sale of securities. For that reason 
we are able to look into only the most obvious cases that seem to involve 
the most serious violations. We simply do not have the manpower 
to go into many cases where, as a practical matter, we are quite sure 
that there is fraud. But we just do not have the manpower to do the 
job. 

In the broker-dealer inspection field, we have only 42 inspectors to 
cover the entire country with about 4, 000 broker- dealers, some of which 
are really huge organizations. 

It looks like this year, if we are lucky, we may make about 500 in- 
spections of these 4,000 broker-dealers. At least in the first half of the 
year we made 251 inspections. 

Now I might say last year, with a little more help, we made 827 
inspections. This morning I calculated of those 827 inspections we 
found over a thousand—to be exact 1,080—different violations of law 
or important rules and regulations. I am not talking about just the 
little infractions but things that were important enough to receive 
our attention. Many of them led to formal proceedings, and involved 
real violations. 

We are not going to uncover as many this year. We simply do not 
have the manpower to get around as much as we should. 

I want to suggest that we have been subjected to criticism—while 
I have always attempted to defend and explain our actions—we have 
nevertheless been subjected to some pretty direct criticism by a sub- 
committee of the House Interstate and Foreign Commerce Committee 
because our inspections were not complete and because we did not make 
more of them. They asked why we were not on the job. 

While I do not want to pose as a prophet, I am fearful we may have 
some more pretty bad financial crackups where public investors are 
going to get hurt and get hurt rather badly. 

But again, I can only answer to those criticisms the way I have. 
We do not have the manpower to do the job. That is a little bit like 
the old story of don’t shoot the piano player, he is doing the best he 
can. 

We have only 42 inspectors to cover the entire country. That is 
cutting it too thin. 

Our. operations are further curtailed and limited by the restriction 
on travel costs. About 80 percent of the amount of money that is 
available to us for travel for this current year has been allotted to 
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our regional offices. They are the folks that we expect to get out over 
the country in inspection and investigative work. 

Notwithstanding that, the Denver office, which has about one- 
fifth of this country to handle, has $5,500 for travel this year, which 
means that it can keep on the average just one man on the road. 
We have had in that region within the last year or so two very serious 
broker-dealer defalcations that show the need for increased sur: 
veillance in that area 

We are faced frequently with situations in our work under Chapter 
X of the Bankruptcy Act, where we act as advisers to the courts, when 
judges ask us to have men present when they are hearing some of 
these cases, and we have to say that we are sorry, but we simply do 
uot have the funds available for the travel. 

Of course, I could talk along this line much longer than this com- 
mittee has the time or the p: utience to hear me. However, I do want 
to make this one general point and then go into any questions that are 
of particular interest to you. 

We have no desire to be empire builders. We have told the Inter- 
state and Foreign Commerce Committee, in response to their sug- 
gestions for amendments to our statutes that would expand our 
jurisdiction somewhat, that we felt that it was futile to consider them 
unless more money was to be available; that we were already slight- 
ing our responsibilities, responsibilities that we presently had; and 
in the mes intime, they should not ask us to do anything more. 

Maybe that is a common problem insofar as Government agencies 
are concerned. We are trying to do the job just as efficiently as we 
know how. We recognize that there is protection contemplated under 
the statutes in the form of our surveillance in many different areas 
that we are simply not giving. We are doing the very best we know 
how, but we do not have the manpower to “do it all. That is tho 
reason in the face of the recognized need for economy that we are 
bold enough—maybe I should say brash enough—to come in here 
to you respectfully requesting that we be given just a little more lee- 
way to come somewhat nearer to being able to cover the field that we 
are responsible for. 

Mr. Corron. Thank you, Mr. Chairman, for a very full and illu- 
minating statement. 

ORIGINAL BUDGET REQUEST 


We will insert in the record at this point the table found on page 5 
(The table is as follows:) 
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Mr. Corron. Mr. Chairman, as you have already pointed out and 
this table shows, your total request in dollars over last year’s appro- 
priation is $754,920. Correct? 

Mr. McEntire. That is right, 


REVISED BUDGET ESTIMATES 


Mr. Corron, There has been a request from the new Budget Di- 
rector, I assume, to you, as to other departments, to reexamine your 
requests and resubmit them. Is that true? 

Mr. McEntire. That is true. 

Mr. Corron. And have you completed your reexamination, and 
does this amount that you are asking today represent your first re- 
quest or represent your request after you have reexamined and com- 
municated with the Director of the Budget! 2 

Mr. McEntire. We have said that it is the very best that we can 
do. 

Mr. Corron. That is you have made no changes or reductions as 
a result of the request by the Director of the Budget ? 2 

Mr. McEntire. That is correct. 

Mr. Corron. But you have not received the formal approval of the 
new Budget Director to this request ? 

Mr. McEntire. No, we have not. 

(The following revised budget justificatidn was received subse- 
quent to the committee hearing: ) 


EXPLANATION OF THE REVISION OF THE 1954 Bupcet EstiMaTe From $6,000,000 
TO $5,600,000 


It is recommended that the appropriation of $6 million proposed for the 
Securities and Exchange Commission in the 1954 budget be reduced by $400,000 
to $5,600,000. This recommendation is the result of the recent review by the 
Bureau of the Budget of the Commission’s activities and the work program 
proposed for 1954, which was made in order to reappraise the Commission’s 
financial needs for 1954 in the light of the budgetary policies of the President. 

All of the activities of the Commission were reviewed. These activities are 
explained in detail in the budget justifications heretofore submitted to the 
Appropriations Committees and they were discussed at length during the hearing 
held on March 2, 1953, by the Subcommittee on Independent Offices of the 
House of Representatives. There have been no material changes in the condi- 
tions explained in the justifications and discussed at the hearing. 

In reviewing the activities of the Commission consideration was given to the 
fact that practically all of the work which the Commission does stems froin 
specific provisions of the seven statutes it administers, and for this reason, the 
Commission cannot eliminate any of its major functions which occupy the greater 
portion of time of its employees; nor can the Commission control the volume of 
incoming work which originates through the operation of these statutes. 

The severe reductions in the Commission’s staff in recent years have required 
that all of the activities of the Commission be curtailed, some of them to a 
dangerous degree. For example, only the most essential functions in connection 
with the publie disclosure of information concerning issues of securities to be 
sold to the public can be performed. Even with this limitation on the work, it 
is necessarily performed at a rate which has caused delays in time schedules 
of companies proposing to market securities, solicit proxies, or otherwise engage 
in business transactions which are subject to the provisions of the statutes. 
Inability to meet such time schedules, without compromising the public interest 
and without endangering standards of disclosure is a source of irritation and 
unnecessary expense and delay to industry. 

The surveillance of trading in the securities markets has been curtailed from 
a weekly review of about 8,000 stocks to a biweekly review of about 3,000 and a 
monthly review of another 4,000. 


| 
| 
| 
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It is necessary to confine investigations of apparent violations of the securities 
laws involving fraud in the sale of securities to the public to cases where the 
violations are apparent and are of a serious nature. The Commission does not 
now have the facilities to undertake cases that require extensive investigation 
and the resultant continuous use of Manpower on a particular case. 

The number of broker-dealer inspections which can be made is continually 
decreasing, thereby lessening the efforts toward the prevention of fraud. 

These and other facts, such as the probable further increase in the work 
load coming to the Commission in fiscal 1954, make it inadvisable to recommend 
1 reduction in the original budget estimate in excess of $400,000. The revised 
estimate would provide personnel for 1954 below the 1952 level. In 1952 the 
average employment was 929.6 as compared with an average of 868.2 now pro- 
posed for 1954. 

The table appearing on the next page indicates, by divisions and offices, the 
original 1954 request; the reductions under the original request; the revised 
request; the 1953 allotments; and a comparison of the revised estimate for 1954 
with the 1953 allotments. 
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The functions and work of each of the divisions and offices shown in the 
preceding table are explained in detail in the original budget justifications and 
much data are supplied as to workload, costs, personnel assignments, and the 
proposed additional personnel and other facilities originally requested for fiscal 
1954. Inasmuch as the revisions proposed apply only to the increases involved 
for 1954, it would appear necessary, for the purpose of this submission, only 
to explain the revisions made in the estimates for each activity. 


DIVISION OF CORPORATION FINANCE 


The original estimate provided 139 positions for the 12 examining groups 
of this division, which is 36 more than the 1953 position allotment of 103 for 
these groups. The revised estimate provides for 117 positions for fiscal 1954, 
or an increase of 14 positions over the 1953 level. 

In fiscal 1952, there were 117.1 man-years devoted to this work. The revised 
1954 estimate would permit employment at the 1952 level. A revised descrip- 
tion of the additional positions now proposed for the 12 examining groups is 
as follows. 


litle of position Grade Salary rate| Number Average 
cost 
Attorney . . sie GS-12 $7, 040 2 $14, 080 
Corporation analyst e ~ GS-12 | 7,040 4 25, 160 
Do : ia : GS-11 5, 940 4 23, 760 
Clerk-stenographer_-- : # GS 3, 175 4 12, 700 
ae 14 78, 700 


Potal : See nene 


The original estimate provided for 7 additional positions at an annual cost of 
$42,870 for assignment to work under the Investment Company Act. Because of 
the tremendous growth of these companies in the last 10 years and the substantial 
investor interest involved, no adjustment is recommended for this activity. The 
work proposed to be undertaken in fiscal 1954 is explained on pages 16 to 26 of 
the original justifications. 


DIVISION OF TRADING AND EXCHANGES 
The difference between the additional positions requested in the original estti- 


mate for each branch of the Division of Trading and Exchanges and those con- 
ained in the revised estimate is shown in the following table: 


| 








ss | Original | : Revised 
Branch estimate Reductions edtimate 
Sonia ipsinienicillacesecalitieasteiieiatiaiasvesasmnenaliatigiajininn aiding oben wena 
| 

Branch of enforcement and interpretation...--......--..--.-.-------- | 7 4 3 
Branch of over-the-counter markets aie ccekenneees 5 2 3 
Branch of trading practices and exchange markets--~.........--- 5 2 3 
Branch of industry and financial analysis---._-..._-.-- ane 8 8 0 
Total... sista diniins sts desc eeinsligsitaps nice sid cdmmintanian 25 16 9 


The reduction of 4 positions in the Branch of Enforcement and Interpre- 
tation and 2 positions in the Branch of Over-the-Counter Markets is made 
because of the reduction of the number of field securities investigators and 
broker-dealer inspectors provided for in the revised estimate. 

The reduction of 2 positions in the Branch of Trading Practices and Ex- 
change Markets, which were intended for the surveillance of trading on securi- 
ties markets, is a part of the overall reduction of $400,000. 

Three of the eight positions originally proposed for the Branch of Industry 
and Financial Analysis were for the studies of certain phases of stock markets 
and capital markets, which are explained on pages 54 to 57 of the original 
justifications. While these studies should be made as promptly as possible to 
keep the Commission informed as to the changes and new developments which 
have occurred in these markets in recent years, it is felt that there is more urgent 
need for personnel for other operational activities of the Commission and be- 
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cause of this need, the three additional positions requested in the original esti- 
mate have been eliminated from the revised estimate. 

The Securities and Exchange Commission and the Federal Trade Commis- 
sion have been designated by the Bureau of the Budget to prepare and publish 
a continuing series of current business statistics as a part of the Federal sta- 
tistical program. Under the same program the Bureau of the Budget has desig- 
nated the SEC to collaborate with the Department of Commerce in the com- 
pilation of statistics on plant and equipment expenditures. Five additional posi- 
tions were requested in the original budget estimate to expand the present cov 
erage. However, due to the present situation with respect to the necessity of 
curtailing expenditures, these five positions have been eliminated from the re- 
vised estimate. 

The description of the nine additional positions requested for the Division 
of Trading and Exchanges in the revised estimate is as follows: 


| | 





Title Grade Salary rate Number — : 
elicitin ANG toc dE aca 
Branch of Enforcement: | | 
Attorney ; : = Se GS-11 $5, 940 | 2 $11, SRC 
Clerk-stenographer. _. a ee ..| GS 3,175 1 3,175 
ON soi casei cage Thenbaaene — “ 3 15, O55 
Branch of Over-the-Counter Markets: 
Accountant ; aie GS-9 5, 06 l 5, 060 
Attorney ; | GS-7 4 1 4, 205 
Stenographer--_- ne cals . GS 3, 1 3,175 
i eee aa 3 12, 440 
Branch of Trading Practices and Exchange Markets 
Fanancial Analyst : GS-11 5, 940 1 5, 940 
Do. Gs-9 5, 060 l 5, 060 
Clerk-stenographer -_. . GS-4 3,175 1 3, 175 
dtr tiivacitamndingcaantirinamadiiatiialia —_ Sade pisnmaeuias 3 14, 175 


DIVISION OF ADMINISTRATIVE MANAGEMENT 


The justification of the original estimate indicated that Docket, Mail, and 
Files Section of the Division of Admintstrative Management was about 20 man- 
years in arrears in filing and servicing the many documents required to be filed 
with the Commission by corporations subject to its jurisdiction, and that the lack 
of personnel in the section to care for the incoming work, and the inadequate 
messenger staff, have caused loss of time of the professional staff of the operat- 
ing divisions. 

In the original estimate it was proposed to add 28 additional positions in the 
Docket, Mail, and Files Section and 2 new positions in the Public Reference 
Section, _The revised estimate would provide 18 new positions in the Docket, 
Mail, and Files Section. While the conditions described in the original justi- 
fications and discussed at the March 2 hearing still exist, the number of addi- 
tional positions requested for this Division have been reduced from 30 to 18 
as a part of the overall reduction in the original estimate. 


REGIONAL OFFICES 


A total of 44 additional positions were requested in the original estimate for 
the regional offices as compared with 20 additional positions provided in the 
revised estimate. The difference between the additional positions in the original 
and the revised estimate, by functions, is as follows: 


Original Revised 


Function i Reduction ee 
(new posi- (new posi 
tions) } tions 
Broker-dealer inspections bid ‘ 13 5 s 
Securities investigations 19 il 8 
Clerical 12 x 4 


Total 44 24 20 





The work of the regional offices is explained on pages 123 to 134 of the 
original budget submission, and the data supplied in the justification of the orig- 
inal estimate applies in a greater degree to the revised estimate. The elimina 
tion of 24 of the 44 additional positions originally requested for the regional 





offices is a part of the overall reduction in the budget estimate. 
The description of the 20 additional positions retained in the revised estimate 


is as tollows: 





Title of position Grade Salary rate; Number Annual cost 
Securities investigator GS-11 $5, 940 16 $95, 040 
Clerk-stenographer GS-4 2 6, 350 
Do GS-3 | 2 5, 900 
PR cntabtnscacoiins adits wading sieetoncheentintdivkadere DS aiaraiabes 20 107, 290 

| 


The assignments by regions of the above-described 


additional positions are 


Broker- | Securities 
Region | dealer in- | investiga- Clerical Total 
| spection | tion 
| | = 
New York, N. Y | 2 4 2 | 8 
Boston, Mass_. 1 | l 
Atlanta, Ga 1 1 
Chicago, Tl 1 1 1 } 
Fort Worth, Tex l 1 
Denver, Colo | 1} l 
San Francisco, Calif 1 1 2 
Seattle, Wash 1 1 1 ; 
Total 8 8 4 Pa 


OTHER OBLIGATIONS 


The original estimate provided a total of $437,080 for “Other Obligations” as 
The reductions of 


compared with $358,330 provided in the revised estimate. 


$78,750 were made in the following four items. 


Item 


Original 
estimate 


Reduction 


Revised 
estimate 





Travel $156, 250 $6, 250 $150, 000 
Printing 86, 000 56, 000 30, 000 
Supplies 66, 745 | 9, 000 57, 745 
Equipment 16, 000 7, 500 8, 500 
‘ —_——_-|—-—_— 
Total reduction 78, 750 
! | 








The estimates for travel expenses, the purchase of supplies, and the purchase 
of equipment were changed to conform these items to the revised estimate. 

Funds were requested in the original estimate under the “Printing” category 
to print four volumes of the Commission’s decisions in 1954 at a cost of $14,000 
per volume and a total cost of $56,000. This printing cost has been eliminated 
from the revised estimate. 


PERSONAL SERVICES 


Mr. Corron. I note that you have asked for 130.6 new positions. 

Mr. Rrorpan. That is man-years net. 

Mr. Corron. How many new positions? 

Mr. McEntire. 145. 

Mr. Corton. 145 new positions. And, incidentally, in order to get 
this straight in the record and in our minds, you had in the present 
year, fiscal 1953, authority for how many positions? 
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Mr. Riorpan. 832. 

Mr. Corton. I believe you have already testified that you have at 
present 784 actual employees? 

Mr. Riorpan. May I say, sir, that beginning July 1 we had 866 em- 
ployees on our rolls. We went into that year overobligated and we 
had to reduce our staff. It went down from 866 in July to 850 in 
August, 831 in September, 830 in October, 824 in November, 800 in 
December, 792 in January, 786 February 1, and is 784 today. 

Mr. Corron. What is your average for the year in number of em- 
ployees ¢ 

Mr. Rrorpan. The average will be around 800. 

Mr. Corton. Now there has been a freeze order—— 

Mr. Rrorpan. Yes, sir. 

Mr. Corron. In the matter of new employees pending a reappraisal 
and reexamination by the new Director of the Budget. 

Mr. Rrorvan. As a matter of fact that freeze has been on in the SEC 
since last August because of the necessity of reducing our own obliga- 
tions. 

Mr. McEntire. We had our own freeze order first. 

Mr. Corton. And your request for additional positions has not yet 
been cleared by the new ee, ‘tor of the Budget ? 

Mr. McEnrme. No, si 

Mr. Corron. Now just 1 or 2 matters before I hastily go through the 
divisions with you. 


FEES AND CHARGES 


I want to refer just for a moment to page 152. That is fees. 

Is this total of $1,390,000 a total including all the fees that you fx ave 
collected or your estimate of what you will have collected at the 
end of the present fiscal year? 

Mr. Rrorpan. Yes, sir. The first column there is $1,364,447, the 
actual fees we collected last year. 

Mr. Corron. I understand that. 

Mr. Riorpan. And the 1953 estimate on the basis of present charges 
in effect. That is what we expect to collect this year. 

Mr. Corron. Now, on that page you make the statement that the 
figures are based on the fees and charges currently in effect and do 
not reflect new fees which might later be levied under the provisions 
of title V of the Independent Offices Appropriation Act 1952 

Are you contemplating the increase of fees or levying of new fees 
during 1954? 

Mr. McEntire. As to that, we are in this situation, Mr. Chair- 
man: We promulgated for comment a new schedule of fees pursuant 
to title V. 

Mr. Corron. You are now referring, among other things, to the 
suggested scale of fees for registering brokers? 

Mr. McEntire. In part. The particular fees, I am sure you have 
in mind, were the subject of a bill introduced in the last session of 
Congress. I do not know the number of the bill, but it was the Busbey 
bill. We can provide it for you if you want it for the record. It 
was the subject of hearings before the subcommittee of the Inter- 
state and Foreign Commerce Committee, and they came to the con- 
clusion in their report recommending and virtually directing us to 
do nothing further in that connection. 








530 


Mr. Corron. That is an order to desist, in other words? 

Mr. McEnrtie. Yes; cease and desist. 

Mr. Corron. Just roughly for the record, what was that scale? 
Could you insert that proposed scale of fees? 

Mr. McEnrire. Yes; I can give it to you right this minute if you 
want it. 

Mr. Corron. I am referring to those broker fees. 

Mr. McEnrime. Yes. The fees contemplated were as follows: 

A $25 charge for letters of notification and other exemptive filings 
under section 3 (b) of the Securities Act; a $100 charge for qualifica 
tion of trust indentures covering securities required to be registered 
under the Securities Act; an annual registration fee payable by 
investment companies ranging from a minimum of $30 for companies 
having gross assets of $300,000 or less to a maximum of $2,500 for 
companies having gross assets in excess of $200 million; an annual 
registration fee payable by brokers and dealers of $50 plus $10 for 
each oflicer, partner, employee, et cetera, engaged in selling securities 
or supervising such activity; an annual registration fee payable by 
investment advisers in the amount of $50; an annual registration fee 
payable by public utility holding companies of one two-hundredth of 
1 percent of the assets of the system with a minimum of $500 and a 
maximum of $25,000; and an annual fee for certain conditionally 
exempt public utility holding companies of one two-hundredth of 1 
percent of the system assets with a maximum of $500, 

Mr. Corron. You have not put that schedule into effect? 

Mr. McEntire. No, sir, we have not. 

Mr. Corron. As a matter of fact, as one member of this committee, 
I recall the discussion that took place before that provision was written 
into the independent offices bill. It is my impression these are pretty 
heavy, much heavier fees than this committee ever contemplated. 

I know this is a rehash of what you have been over in other commit- 
tees, but I want this record to show very briefly what services your 
Commission performs for the brokers, or what you confer upon them 
that justifies as heavy a scale of charges as that. 

Mr. McEntime. Well, as to “services,” I really would suggest that 
the philosophy of this fee did not depend upon that particular word. 
It was more the registration or franchise concept that is also covered, 
if you recall, in the language of title V. 

We, of course, grant registration to brokers and dealers. We do, 
from time to time, inspect them to see if they are abiding by the law 
and the various rules and regulations made pursuant thereto. 

Now I think that largely covers it outside of, of course, interpretive 
matters. ‘They frequently are in touch with us asking questions, and 
we receive from them their financial statements once a year which we 
have to examine. 

I think the basis for that schedule, speaking very frankly, was prob- 
ably twofold, Mr. Chairman. 

In the first place, it was an attempt to in some manner approximate 
a reasonable percentage of the cost of maintaining the office. And, 
secondly, while I was not present myself, I had the distinctive im- 
pression that the thought was, as communicated (informally, per- 
haps) from this committee to us, that a total of somewhere in the 
neighborhood of between 2 and 214 million dollars should be raised. 
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This was practically the only way we could ascertain to accomplish 
that. 

Mr. Corron. Well, Mr. Chairman, I was not chairman of this 
committee last year and I am not now, but it is news to me it was 
suggested to any department that there was any fixed sum that this 
committee expected or hoped that they would collect by this system. 
It was my distinct ree -ollection from all diseussion we had that it was 
the idea of the Inde ‘pe ndent Offices Subcommittee in preparing this 
writeup, submitting it, that private individuals and corporations who 
in dealing with all Government agencies, were receiving something 
of actual value, or who were requiring specific services, such as having 
litigation before these departments, should pay a reasonable sum 
toward it so it would not come all on the general taxpaying public to 
render these services. 

And just for the purpose of the record—I think the record should 
show I am speaking for myself only, but I think I voice the opinion of 
many members of the subcommittee. We want the record to show 
it is not the desire of this subcommittee that you should in this coming 
year at any time attempt to levy fees in any such scale and proportion 
as these you have just put in the record. 

Mr. McEntire. May I say something off the record ? 

Mr. Corron. Yes. 

(Discussion off the record.) 

Mr. Corron. In reply to the statement I have just made, do you 

care to comment on what your intentions are in the coming fiscal year 
if the law remains the same? 

Mr. McEntire. Let me say, Mr. Chairman, that is a little difficult 
for me to say until the new Commissioners take office. You under- 
stand that I am in the position of appearing here in something of a 

caretaker capacity. I do not doubt that when the Commission is re- 
constituted it will address itself to this problem, of course. 

Mr. Corron. I do not want to take too much time on this, but let’s 
have the record straight. 

Under this provision that this committee was instrumental in get- 
ting into the Independent Offices Act many departments have been 
able to colllect very reasonable fees that have helped carry some of the 
services rendered and have not been burdensome to the public or 
occasioned undue protest. 

Speaking as one member, I think it would be a little unfortunate if 
we had to abolish that attempt we made, because I think it has had 
some beneficial results. But if you or any other department are 
going to use it—and I am sure you did it with the best of motives and 
in the performance of your duties as you saw it; I am not trying to 
administer any reprimand—but if you or any other department were 
going to make use of that authority to levy fees in any such scale as 
you have outlined it on any segment of the public to pay that amount 
for being regulated, I think we would have to seriously consider with- 
drawing or abolishing that power, which I feel would be most unfor- 
tunate. That is why | I was hoping you would be able to say you did 
not contemplate going to that length. But I realize you e: innot speak 
for the Commission. 

Mr. McEntire. May I say, speaking as one member of the Com- 
mission, if I may be entitled to do it? 


Mr. Corron. Yes. 
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Mr. McEntire. I feel that the schedule promulgated is too heavy. 
And I must also comment that I feel we are in a singularly bad posi- 
tion to avail ourselves of title V because we are not, in the common 
meaning of the word, a service organization. The amount of service 
we render people is pretty negligible. 

Mr. Corron. I realize it might be of some value to a broker to have 
on his stationery and letterhead that he is approved and licensed by 
the Security and Exchange Commission. 

Mr. McEnvire. I doubt if that is of much weight, since under the 
law, he has to have that if he wants to do business. 

Mr. Corron. Do either other members of the Commission now 
present, speaking for themselves, care to make any comment on what 
this committee might expect would happen regarding this particular 
scale of charges in the fiscal year 19544 

Mr. Rowen. I would like to ask a question, Mr. Chairman. Will 
that same provision be in the independent offices bill for 1954 as pro- 
vided in 1953 ? 

Mr. Corron. As I just said to the Chairman, speaking for myself, 
the purpose of my question is to try to find out whether we dare to 
leave it in there. If you are going to make use of it to levy any such 
charges as this, we might have to consider taking it out of there, which 
I hope we will not have to do. 

Mr. Rowen. I would make a recommendation, Mr. Cotton, that 
there be more definite standards provided for. There has been criti- 
cism that I have heard that the standards were a little indefinite. 

Mr. Corron. I gather from what you say that there is at least a 
possibility if the language is left the same that you might effect this 
scale of fees that has been —— 

Mr. Rowen. No, sir; I feel those are a little heavy 

Mr. Corron. Thank you. 

Mr. Apams. I was not a member of the Commission when these 
proposed fees were sent out for comments. It is to my way of think- 
ing a serious problem when we act as a sort of policem: an, as we do in 
the case of broker-dealers, and ask them to pay for it. I think it is a 
policy matter for Congress as far as I am concerned and before I 
would vote for levying fees on broker-dealers and others that would 
have to be gone into very, very carefully. My general offhand opinion 
at this time is that I would be opposed to the proposed schedule of fees 
in its present form. My feeling is that if there are to be changes or fees 
such as proposed they should be fixed in specific legislation ‘passed by 
Congress. 

Mr. Corron. In order that we may clarify one point, because appar- 
ently you have received from some source somewhere some impression 
of this subcommittee in title V. I have a distinct recollection, Mr. 
Chairman, that when we were discussing this matter of fees and of 
giving legislation that would permit the charging of fees and the 
suggesting that the fees be charged, that in this committee it was 
likened to a situation of a litigant who files a civil suit in the court, 
who files his writ and his pleading and pays a certain sum—sometimes 
$3 or $4 or $5 or even $10—which covers some of the clerical work of 
the processing of his litigation. In such cases nobody has ever sug- 
gested that litigants should be compelled to finance the courts to pay 
for all of the costs of the judges and clerks and all the rest. It was 
merely a service charge comparable to the filing of a suit. 
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That was a discussion, as I remember it, in this subcommittee, and 
that in itself—and let the record show that itself should indicate that 
we never contemplated charges that would reimburse the Government 
for the activities of any Commission in regard to regulation of any 
particular industry. 

Mr. McEntire. May I say, Mr. Chairman, those comments are very 
helpful to us. I appreciate on behalf of the Commission receiving 
them. 

May I further say that this matter is one that has given us a lot of 
concern and a lot of unhappiness, and it is not a task, of course, that is 
particularly to our liking, but we are perfectly willing to accept 
whatever mandate the Congress sees fit to give us, and we will endeavor 
to work along those lines. 

We appreciate the ciarification which I think, is as I have said, 
most helpful to us. 

Mr. Corron. Let it be clear that I am giving you my recollection of 
the discussion of this committee. I have not been authorized to 
clarify this to you other than that information. 

Mr. McEnvine. We understand that. 





DIVISION OF CORPORATE FINANCE 


Mr. Corron. Let us return please to the table on page 5. 

I note that the first, and perhaps the largest, increase that you asked 
for in positions and in money is the examining sections of the Division 
of Corporation Finance, in which you ask for 36 additional positions 
at an additional cost of $203,790. Is that correct ? 

Mr. McEntire. Yes, sir. 

Mr. Corron. Of these positions under last year’s act which would 
be 103 and you wish to increase to 139, how many of them are in 
Washington and how many of them are in the field? 

Mr. McEntire. They are all in Washington. 

Mr. Corron. They are composed large sly of examiners? 

Mr. Rrorpan. The breakdown is on page 15. There are 20 exami- 
ners, 6 attorneys, and 10 clerk-stenographers. 

Mr. Corron. In the middle of the page, page 11, is an analysis of 
the volume of workloads of this Division. Correct? 

Mr. Rrorpan. Yes. 

Mr. Corron. We will insert this table in the record at this point. 

(The table is as follows :) 


Overall volume of examining work 


ae } Actual, Estimate, Estimate, 
Total volume fiscal 1952 fiseal 1953 fiscal 1954 
Volume of workload: 

Pending at beginning of year 3, 001, 845 4,035, 645 5, 636, 845 
Additional work received during year : 5, 895, 435 6, 165, 200 6, 510, 900 
Total assigned during year-- 8, 987, 280 10, 200, 845 12, 147, 745 
Cleared during year de 4, 951, 635 4, 564, 000 5, 796, 000 
Pending at end of year_............--..- 4, 035, 645 5, 636, 845 6, 351, 745 


Mr. Corron. Does the field of enforcement work of the States in 
any way parallel the work of the Division of Corporation Finance? 
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Mr. McEntire. Only very generally, Mr. Chairman. For the most 
part, the States—and I was a State administrator as part of my duties 
at one time—generally take the situation after it has been registered 
with the SEC and has gone through there, and they work from the 
registration statement and the prospectus prepared in connection 
therewith. 





INVESTMENT COMPANY SECTION 


Mr. Corron. Turning to the page under the Investment Company 
Section of your Division of Corporation Finance, you are asking for 
7 positions at an additional cost of $42,870. Right? 

Mr. McEntire. Yes, sir. 

Mr. Corron. On page 18, where you are dealing with these invest- 
ment trusts, mutual funds, you mentioned the literature which in 
some cases has been at least misleading, perhaps deceptive. 

Mr. McEntire. Yes. 

Mr. Corron. Your activity in this is designed to correcting the 
matter of issuing prospectus and other pamphlets? 

Mr. McEnrire. And supplemental selling literature; yes, sir. 

Mr. Corron. Does your work in that respect par: allel the work of 
the Federal Trade Commission in dealing with deceptive advertising? 

Mr. McEntire. As near as I know, the Federal Trade Commission 
does nothing in this field at all. Ours here is a job given us under 
the statute of polic ‘ing this selling literature. It is filed with us in 
great quantity. This is the area that I spoke of that has increased 
tenfold. 

Mr. Corron. Let me ask you, in both of these items, the Examining 

Section and the Investment Company Section of the Division of Cor- 
poration Finance—and incidentally are those seven positions all in 
Washington ? 

Mr. McEntire. Yes; those would be. 

Mr. Corron. If some of these provisions were diffused, spread 
throughout your branch regional offices, would not that facilitate 
your investigations and at the same time "reduce your travel ? 

Mr. McEnttre. No; I do not think so. As a matter of fact, I 
believe, or we believe, that would be the least efficient way to handle it. 

All of these filings are presently required to be made in Washing- 
ton. They are used nationwide in most all of these cases. We do 
not have investment companies that deal for the most part in any one 
particular part of the country. It is part of the overall selling ltera- 
ture used by a company all over the country. 

We did have a registration section in San Francisco, we had one in 

‘leveland, to try and regionalize some of that work. We found that 
it was not as efficient to do the registration work in regional offices as 
it was to do it all in one place, and under the press of appropriation 
reduction we cut out those registration units in those regional offices. 

Mr. Corron. You had 163 positions in fiscal 1953 in that Division 
as against 206 you are asking for. You had, roughly, an average of 
how many actual employees in this Division ? 

Mr. Rrorpan. In the whole Division, that includes the Examining 
Section and Auxiliary Section, you are talking about this year? 

Mr. Corron. Yes. 

Mr. Rrorpan. We have about 151 today. 
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Mr. Corron. What proportion of those employees in this Division 
co out traveling into the field investigating these cases; any of them ¢ 

Mr. McEntire. Virtually none. 

Mr. Corron. They examine the reports and the registrations that 
come in? 

Mr. McEntire. That is right. 

Mr. Corron. Examine the financial structure and the set-up of the 
corporations and securities. being sold? 

Mr. McEnrime. Yes. That is one way of putting it. What they 
do is examine the filings that come to us to see if the facts are reason- 
ably disclosed. 

Mr. Corron. If they are not reasonably disclosed, you ask them to 
file additional facts? 

Mr. McEntire, That is right. 

Mr. Corron. And that is done by mail? 

Mr. McEntire. That is right. 

Mr. Corron. In these cases in this Division, suppose the additional 
facts are not satisfactory. What do you do; just deny them their 
privileges, or do you investigate further ? 

Mr. McEntire. We can do only one of two things, Mr. Chairman, 
under the law. We can, if they do not as a result of correspondence or 
conference straighten it out, start under section 8 (d) of the Securi- 
ties Act of 1933 what we call “stop order proceedings.” 'That is the 
administrative hearing held before a trial examiner, generally in 
Washington. . 

There are occasions where those hearings are held elsewhere. 

The other step possible is to go to the Federal courts for injunctions 
in certain cases. 

Mr. Corron. For what purpose in that division do you have travel- 
ing¢ Who travels and where? 

Mr. McEnrire. We have some small amount of traveling in that 
division in connection with investigations leading up to “stop orders.” 

Mr. Woonsipr. There have been a few instances in the last year 
where we sent examiners, attorneys, and accountants, to New York 
to examine the books of a company as part of an administrative pro- 
ceeding. 

Mr. McEntire. A very minor part of our work. It is negligible. 

Mr. Corron. Then is there some place in the justification that you 
show the amount of travel that you have required and are asking for 
for this particular Division of the Corporation Finance ? 

Mr. Rriorpan. No, sir, we haven’t broken our travel costs down ex- 
cept between regional offices and headquarters. Eighty percent of all 
travel is for the regional offices. In the central office some staff mem- 
bers of our Operating Division would travel. The Public Utility 
Division does very little. The Division of Corporation Finance does 
some. The General Counsel travels in connection with court cases 
frequently. The executive staff performs some travel, which is very 
minor. The Trading and Exchanges Division also incurs travel costs. 

Mr. Lunp. We do most of the travel for the central office. 
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DIVISION OF TRADING AND EXCHANGES 


Mr. Corron. Very well, let us go on to Division of Trading and Ex 
changes, Branch of Enforcement and Interpretation, asking for seven 
new positions at a cost of $36,050. 

Mr. McEntire. Right. 

Mr. Corron. Now, on the bottom of page 28, I was rather interested 
in reading vour justifications when you list the chief functions of the 
Branch of Enforcement and Interpretation, and you get down to (e) 
and you say “to render interpretative advice to investors and others 
concerned with statutes administered by the Division.” What do you 
mean by “advice to investors” ¢ 

Mr. Lunp. We have a great many telephone calls or calls where 
people want advice or information about various matters. As an 
example, people want to know what they can do with the rights to 
purchase additional securities which they have in their hands and 
which they have received in the mail. Others want advice as to 
whether they were charged too much in connection with a transaction 
by the broker, and so forth. 

Mr. Corron. You are talking about people who have bought 
securities ? 

Mr. Lunp. Yes, or who are anticipating the purchase of securities 
and come in and ask our advice. 

Mr. Corron. Do they ask your advice about whether to buy o1 
not? j 

Mr. Lunp. They ask that. but we do not give that type of advice. 

Mr. Corron. You refrain from that type of advice? 

Mr. Lunp. We refrain from giving that type of advice, but many 
times they come in and ask what they should do with a handful of 
rights which they have received from other holdings. How can they 
dispose of them? They come to us with that type of question. Or 
where can they go to sell them ? 

Mr. Corron. What do you mean? You are now talking to a man 
who never had any money and very few investments in his life. What 
do you mean by “handful of rights” ¢ 

Mr. Lunn. A man has stock in a company and possibly the board 
or the stockholders vote to issue additional shares at a lesser price 
to enable stockholders to participate—— 

Mr. Corron. The privilege to buy? 

Mr. Lunp. The privilege to buy, a right or a warrant. 

Mr. Corron. ‘They come to ask whether they should buy or not? 

Mr. Lunp. To ask whether they should exercise these rights or 
warrants. 

Mr. Corron. Do you advise them on that? 

Mr. Lunv. No. But I say we have constant calls asking for in- 
formation. That was just one example of what the public asks us. 

Mr. Corton. What proportion, roughly, of the calls you get from 
the general public—I am now referring to the investment public, not 
brokers, not security dealers. 

Mr. Lunp. Yes. 

Mr. Corron. What proportion of them are actually on subjects that 
you can legitimately answer and respond ? 
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Mr. Lunp. I think, on 95 percent we can give a legitimate response. 
We give no investment advice. We never suggest to a person what 
they might do, but we tell them 

Mr. McEntire. You mean what they “should” do. 

Mr. Lunn. We never tell them what they should do, but we do 
give them some of the facts of life so they understand what their 
choices are—— 

Mr. Corron. In other words, when they come with the handful 
of rights you have mentioned, you explain to them what they are 
and what their option is 4 

Mr. Lunp. Tell them what their choices are and what they may do. 

Mr. Corron. Then the second question from someone who did not 
know always would be whether they should exercise those rights or 
not. Where do you send them then ? 

Mr. Lunp. We tell them we cannot give them any such advice, 
that they can go to an attorney or go down to a banker, or an estab- 
lished broker and ask for advice there. 

Mr. Corron. How many people are tied up giving that advice? 

Mr. Lunp. We have two people who are, in part, giving that type 
of advice. - 

Mr. Corron. And are any of this additional seven going to be on 
that ? 

Mr. Lunp. No, no. The seven would be on enforcement work 
exclusively. 

Mr. McEntire. I would like to supplement that, and I am sure 
Mr. Lund would have it in mind to say—— 

Mr. Corron. Yes. 

Mr. McEntire. We do get, of course, a constant stream of corre- 
spondence, telephone calls, and all that, complaining about some trans- 
action that they had, asking whether or not it was handled in the 
way it should or whether they were dealt with fairly, and things 
of that sort. They come to us expecting us to know what the rules 
of the game are. 

Mr. Corron. But that occupies a very minor number of your 
employees? 

Mr. McEnrire. Indeed it does. 

Mr. Corron. Practically negligible? 

Mr. McEntire. Practically negligible; yes. 

Mr. Corron. On the same subject, on page 29, in that table of work- 
load you get down to the bottom, “Interpretations rendered.” Now 
briefly, in just a word, what do you mean by “Interpretations ren- 
dered,” and to whom ? 

Mr. Lunp. That becomes a rather different matter. We have all 
kinds of brokers, underwriters, dealers, and issuing companies, who 
ask us for information as to what the law requires they do, or that 
they refrain from doing, in connection with a distribution of secu- 
rities, things of that nature, where we are constantly asked for inter- 
pretations of the requirements of the law. : 

Mr. McEntire. “Must this be registered? Or can we put it out 
without registration? When can we start trading this? What hap- 
pens if we trade it now as against some other time?” That kind of 
question. 
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Mr. Corron. Before we go further, we will insert the table which 
starts at the top of page 29 and goes over to nearly the bottom of page 


30 at this point in the record. 
(The table is as follows:) 


WORKLOAD 


The following workload data are supplied for fiscal 1952 and the estimated work 


for 1953 and 1954: 


A. ENFORCEMENT AND LITIGATION 


I. Investigations of violations of the Securities Act: 
Pending at beginning of year 
Cases opened during year 


Subtotal 
Cases closed during year 


Backlog at end of year 
II. Status of investigations at end of year 
Cases under investization by regional] offices 
Cases pending review by home office 
III. Average employment 
Branch chief = 
Professional 
Clerical 


Total _- 
RB. INTERPRETATION 


I. Interpretations rendered 
Backlog of unreviewed interpretative memorandums submitted by 
regional offices 


Interpretative memorandums submitted by regional offices 


Subtotal ° — 
Interpretative memorandums reviewed by staff 


Backlog at end of year 
Interpretative letters received by staff 
Interpretative letters answered by staff_..................---.------- 
Interpretative conferences vt, at ed fa I I 
II. Average em»loyment 
Professional 
Clerical 
Total ‘ 
C. UNLISTED TRADING PRIVILEGES AND TERMINATION OF SECURITY 
REGISTRATIONS 
I. Work performed 
Applications for unlisted trading privileges __-__.-_- abun 
Applicatior s for termination of registration... .-.........- 
II. Average employment 
Professional ‘ wisdie anaes ade As ; 
Clerical _._..- intel tecinbekn, Maid aie iiihaok aera 


WO asncs se wo ase 


D. LITIGATION AND ENFORCEMENT DOCKET SECTION 


I. Work performed: 
Corres »ondence processed -- Vitel enededcaedyhoutns 

Cases handled for others outside Division _ - ae ; arabe 
Inquiries for enforcement information. --._............-........-------.-- 

II. Average employment: Clerical._..................-- 


1 Includes investigations conducted by regional offices and home office. 
. 


1952 


1945 


376 


"430 | 


891 


16, 2 


110 
13 


1.0 
1.0 


28, 928 
329 
29, 643 





2.0 


1953 


| 


3.0 


14.0 | 


5 | 1,602 


4,000 


| 5, 


3, 600 





29, 
| 29, 


8.5 | 


2, 002 


602 


175 | 
150 | 
600 | 


1.0 


000 





290 
000 
7.0 


1954 


SY 


450 


21.0 


2, 002 
4, 000 
6, 002 
4, 000 
2, 002 
200 
175 
600 


30, 000 
415 
32, 000 
7.0 
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Mr. Corron. I notice on this “Interpretive letters received by staff,” 
on page 30, you have listed the number of them, letters answered by 
staff, interpretive conferences. Are those the matters that you have 
just described to me? 

Mr. Lunp. These fall largely in the latter category, sir 
public. 

Mr. Corton. Roughly, how many employees’ time is taken han- 
dling these requests for interpretations ¢ 

Mr. Lunp. These are the same two, sir, who also handle the occa- 
sional public inquiry. 

Mr. Corton. Still negligible? 

Mr. Lunp. That is right, still negligible. 

Mr. Corron. Most of the work, I take it, and most of the travel 
and most of the time of the employees is actually on the litigation 
and enforcement part of this Division ? 

Mr. Lunp. That is right, sir, 

Mr. Corron. Would it be correct to say that the heaviest travel in 
your entire agency is in this Litigation and Enforcement Section of 
this Division ¢ 

Mr. McEnrire. No, not at all. The heaviest is in the regional 
offices. 

Mr. Corron. That is on this subject. I am getting back to some- 
thing I guess you do not have, and that is you do not split up your 
travel by functions; you have it split up by offices. 

Mr. McEntire. You are right. You are talking now about the 
amount of travel done by the headquarters office. 

Mr. Corron. I am talking about the amount of travel done by your 
agency, either here or in the field. I am trying to find out what 
most of the travel is occasioned by. 

Mr. McEnvire. Most of the travel is occasioned by two things: 
Investigation of fraud cases, and inspection of broker-dealers. The 
overwhelming preponderence of it. 

Mr. Corron. Both of those come under the Division of Trading 
and Exchanges ? 

Mr. Lunp. To a slight extent. 

Mr. McEntire. Most of them come under the field offices with 
supervision in the home office. That is, 90 percent of the regional 
offices’ travel is for those two purposes. 

Mr. Corron. One more point takes my eye. It is probably negli- 
gible too, but down at the very bottom of that chart you have “In- 
crease of enforcement information.” What is that ? 

Mr. McEntire. Do you want to answer that, Mr. Lund ? 

Mr. Lunp. Yes. This is a total of all correspondents asking for 
some kind of information or another. 

Mr. Corron. You mean you had 29,000 such inquiries in the pres- 
ent fiscal year ? 

Mr. Lunp. That is right, sir. 

Mr. Corron. And anticipate : 32,000 next year ? 

Mr. Lunp. Yes, sir. 

Mr. Corron. By whom are these inquiries largely made? 

Mr. Lunp. These inquiries come igto the home » office here from ail 
over the United States. 


: not the 








540 


Mr. Corron. Made by investors who want to know if they have been 
cheated, or brokers who want to know how far they can go under 
the law? Which? 

Mr. Lunp. They are both. But let me point out, for example, the 
magazines here sometime back ran some articles on certain Canadian 
frauds, certain Canadian security transactions. We received on an 
average of 600 letters per day for some weeks from people all over 
the United States who would say “Look. I bought some ABC stock 
from Mr. So-and-So in Canada. Was I swindled? How do I get my 
money back?” That is going on constantly. We get bundles of mail 
every day requiring handling, answering, and many of the pieces of 
mail give us leads to possible frauds that are going on and require 
investigation. 

Mr. Corton. This is not negligible; this takes some time. 

Mr. Lunp. This is important. 

Mr. Corron. How many employees would you estimate use their 
time dealing with these inquiries ¢ 

Mr. Lunp. I think we have probably 6, 7, 8, somwhere in that ar 

Mr. Corron. I formerly was a district attorney, and sediabinthy 
would come along every once in a while asking if it was legal to do 
something. We did not tell him it was legal to do it. 

Mr. Lunp. We do tell whether it is legal. We have that duty. We 
do not tell whether it is advisable, whether it is good practice or the 
wise thing to do. But we must advise whether the proopsed activity 
is legal or illegal. We do that all the time. 

Mr. Corron. I mean by that, when I said we did not tell them, we 
did not assume to give them permission to do something. We did not 
guarantee the immunity if they did it. 

Mr. Lunp. Iam sorry, Mr. Cotton; I misunderstood you. We never, 
of course, give immunity or tell a person that what he proposes to do 
is approved. 

Mr. Corron. You will interpret the law for any fellow who wants to 
know how near the line he can go? 

Mr. Lunp. That is correct. 

Mr. Karzin. Only our own statutory law, not the general common 
law. The statutes and regulations. 

Mr. Corron. I see. And you have a great many inquiries of that 
kind ? 

Mr. Lunn. Oh, yes. 

Mr. McEntire. A tremendous number. We have folks in the reg- 
ional offices who constantly answer the telephone calls from brokers 
and others all day long. 

Mr. Corron. Just as a matter of curiosity, what percentage of those 
would you say are from brokers who honestly want to make sure they 
are conforming to every legal requirement and how many from fel- 
lows who want to find out how near the line the »y can shave? 

Mr. McEntire. The big portion of them are brokers that honestly 
want to know how to do business. There is some of the other, and 
I do not say it is not a significant amount, but the bulk of it is from 
legitimate operators who are troubled about this, that, or the other, 
and how to proceed. . 

Mr. Corron. You think most of the brokers want to keep their 
distance—do not want to call your attention to them ? 
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Mr. McEnrire. Most of them try to keep just as far away from us 
as they can. 

Mr. Corron. On page 35, where you have applications for broker- 
dealer registration, are those incidentally some of the applications 
which we were discussing in connection with the scale of fees? 

Mr. McEntire. Yes; those are new applications that come in, Mr. 
Chairman, 


BRANCH OF OVER-THE-COUNTER MARKETS 


Mr. Corron. The Branch of the Over-the-Counter Markets, you 
are asking for 5 new positions at a cost of $18,340 extra? 

Mr. McEntire. That is right. 

Mr. Corron. Just in a word, without going into detail, what is the 
necessity of those additional positions? 

Mr. Lunp. We are a little over a year behind in examining the re- 
ports that are filed by broker-dealers on an annual basis, also by in- 
vestment advisers. I think 3 of the 5 people would be used in that 
field. We also need a couple of additional attorneys to keep up with 
our broker-dealer work. 

Mr. Corron. And in the Branch of Trading Practices and Ex- 
change Markets you are asking for 5 more at a cost of $23,440? 

Mr. Lunp. That is right. 

Mr. Corron. Just br riefly recapitulate the justification for that 
request. 

Mr. Lunp. Briefly that problem is this: We have been trying to keep 
a coverage over the active securities traded in the United States and 
have formerly watched around 8,000 on a weekly basis. We have had 
(o drop our coverage down to 3,000 every 2 weeks, with another 4,000 
once a month, and we feel that our present coverage is very inadequate. 

Mr. Corron. You mean that*is in the nature of spot coverage ? 

Mr. Lunp. Primarily spot coverage of the market places to cut out 
manipulation and fraudulent, artificial practices. 

Mr. Corron. Then you think your spotting is too spotty? 

Mr. Lunp. It is too spotty, and will be with 5 or 50 new people 
actually, sir. 

Mr. Corron. In other words, if you were going to really enforce this, 
you would have to have a small army to do it ? 

Mr. Lunp. We would need a lot of people because at least 80,000 
securities are traded every day in the markets of the United States, 
and we are just trying to watch eight or nine thousand of the most 
active, 

Mr. Corron. Do you think the addition of five new employees will 
make an appreciable difference in the thoroughness ? 

Mr. Lunp. It will give us at least 50 or 60 percent better coverage 
than we have today, and we feel that is a ver y minimum. 

Mr. Corron. Wait a minute. Five new ones will give you 50 or 60 
percent better coverage ? 

Mr. Lunp. Yes, sir. Among other things, we get more timely cover- 
age, wider coverage, and can get back to the weekly basis. 

Mr. Corron. How many are on the job now? 

Mr. Lunp. Nine. 

Mr. Corron. And 5 additional gives you 14. 

Mr. Lunp. We can get about 50- percent increase of coverage. 
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Mr. Corron. Of course, you have authority for 20 now on that. 

Mr. Lunp. They do a number of other things also, sir. We have, 
for example, about 12,000 to 15,000 stabilizing reports each year that 
must be studied. 

Mr. Corron. These five would be on the activity you just mentioned / 

Mr. Lunp. Largely that line of work; yes, sir. 


BRANCH OF INDUSTRY AND FINANCIAL ANALYSIS 


Mr. Corron. On the Branch of Industry and Financial Analysis, 
you ask for 8 new positions at $35,650 extra ¢ 

Mr. Lunp. Yes, sir. 

Mr. Corron. Is that a fact-finding activity ? 

Mr. Lunp. Brie fly, sir, we have the largest warehouse of informa- 
tion in the world. We have 55 percent of American industry report- 
ing to us on annual reports or some type of report required 3 in connec- 
tion with other requirements of the SEC. We are trying to process 
those data and hand them over to Government agence ies, ‘part of our 
findings to help in the overall Government statistical program. We 
are also trying to study some of those findings for our own house- 
keeping and informative purposes. 

Mr. Corron. You know I just cannot help saying to you that what 
you have just told me cannot be so. I am not questioning your word. 

Mr. Lunn. Yes. 

Mr. Corron. But we had an agency in here this morning that says 
it has the greatest fact-finding organization in the world. Pretty 
quick we are going to have the Tariff Commission in here and they 
will have the Br eatest fact-finding organization in the world. 

Mr. Lunp. I did not say, Mr. Chairman, we have the greatest fact- 
finding organization; I said we have the greatest w arehouse of in- 
formation in the world. We have 55 percent of American industry 
over in our building on an annual basis. 

Mr. Corron. I am speaking a little bit facetiously. 

Mr. Lunp. Yes, sir. 

Mr. Corron. But you understand this fact-finding business has been 
growing all through the Government and every agency that comes 
in here wants additional money and additional positions for the 
matter of research and compiling statistics and sending them out. 

Mr. Lunp. Yes, sir. 


FINANCIAL REPORTS PROGRAM 


Mr. Corron. Now at this point I would like to ask about this: The 
Securities and Exchange Commission is now collaborating with the 
Federal Trade Commission in a quarterly financial report? 

Mr. Lunn. Yes, sir. 

Mr. Corron. How much money and how many employees do you 
use in your contribution to this particular activity ? 

Mr. Rrorvan. Six or eight. 

Mr. McEntire. We have 2 cooperative studies, Mr. Chairman, 1 
with the Federal Trade Commission and 1 with the Department of 
Commerce. The 2 of them will take about from 6 or 8 man-years 
during the current fiscal year. 

Mr. Corton. I am referring to the quarterly financial report that 
TI have in my hand. Is that one of them? 
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Mr. McEntire. That is one of them. 

Mr. Lunp. One of the two projects; yes, sir. 

Mr. Corron. That takes how much money and how many employees 
from your agency each year? 

Mr. Lunn. I was trying to get it straight, and I got it straight the 
wrong way. Probably 5 or 6 man-years, with not more than $35,000. 

Mr. Corron. $35,000 ? 

Mr. Lunp. That is right. 

Mr. Corron. And how many emplovees ¢ 

Mr. Lunp. Around 5 or 6 man-years. 

Mr. Corron. And that is on Federal Trade? 

Mr. Lunp. Yes. 

Mr. Corron. How much on other obligations, printing and binding, 
travel and transportation, and communications ¢ 

Mr. Lunp. There are practically no travel or other obligations. 

Mr. McEnvire. Printing and binding in this case is done by thie 
Federal Trade Commission. We do not do that. We just furnish 
them the material. We have undertaken this work at the specific re 
quest of the Bureau of the Budget, both as to one with the FTC and as 
to the one with which we are cooperating with the Department of 
Commerce. We at times have felt in our financial stringencies that we 
would like to be relieved of it. The Bureau of the Budget has made 
the strongest representations and the greatest insistence that we con- 
tinue to do it as the most efficient way of getting it done, something 
that they, in the last analysis, have the overall supervision of. 

Mr. Corron. Did they urge appropriations on to you for it? 

Mr. Riorpan. They allowed us some additional positions, allowed 
five positions at $20,475 for the financial report program of the FTC. 

Mr. Corron. That-is the old Bureau of the Budget. I am not get- 
ting partisan, but that was the old Bureau of the Budget. 

Mr. Riorpan. Yes. 

Mr. Corron. When the new Director held up proceedings and asked 
you to reappraise the situation, reexamine your budget and see where 
changes could be made, did you suggest to the new Director that per- 
haps in your opinion there were other activities that were more sensi- 
tive than this one? 

Mr. McEntire. I can say to you that we said that was a matter 
which we had undertaken at the request of the Bureau; we felt they 
were in the best position to judge; and we were making no affirmative 
representations in connection therewith. 

Mr. Corron. You did not indicate if you could have those employees 
and money, you could find other places to use them a lot better? — 

Mr. McEntire. There may be various ways to read it, but if I 
were reading the reply we sent, I think that I might draw that con- 
clusion. 

Mr. Corton. Is that your feeling? 

Mr. McEntire. You probably know how a lawyer is apt to feel 
about analysts. Maybe I am prejudiced. 

_ Mr. Corron. You have said enough, Mr. Chairman; I understand 
just what you mean. 

At this point we will insert the table at the bottom of page 63. 
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(The table follows :) 


ADDITIONAL PERSON NEL-——-FINACIAL REPORTS PROGRAM 


1 analytical statistician, GS-12______-- $b tis aed SA eda eee $7, 040 
i sl cihilemieliganerd cane Sihiainnscubeieaaie 3, 410 
2 accountants, GS-5 ome sper nc atts andl teccincie , ated atieded edna 6, 820 
1 statistical clerk, GS—4__________ a ats ex iimentdivabay autem dvd teva tatadiils 8,175 

EE cinta hi since ta ee a eb 1 ptihigben niece 20, 445 


DIVISION OF PUBLIC UTILITIES 


Mr. Corron. Now let’s go to the Division of Public Utilities. You 
have not asked for any more there. 


DIVISION OF ADMINISTRATIVE MANAGEMENT 


Now here is another, the branch of the administrative service. You 
want 30 additional positions at a cost of $83,712. That is a substan- 
tial amount. Will somebody go into that for us a bit ¢ 

Mr. Riorpan. There are 30 new positions, There are 22 positions 
we need to service our docket, mail and file section, as we call it. 
That section today is 20 man-years behind in their filing. That causes 
unreasonable delay to the examining staff who need and should have 
the material as soon as it comes in. 

Not so long ago we figured perhaps we might be wasting as much 
as 10 man-years of the professional staff by our lack of file clerks. 
Many times the examiners have to go to the Docket Section to find 
the material. 

In addition to that we do not have the messengers to distribute the 
documents after we file them. We are asking for six messenger po- 
sitions, 

We are asking for two more positions for what we call the Public 
Reference Section. That is where the public either comes in or writes 
in for copies of documents or reports in our files. Last year we re- 
ceived over 11,000 such requests in addition to another twelve 
or fifteen thousand requests for material which we had published. 
These requests came from people throughout the United States. We 
need two more clerks in our Public Reference Section to send to the 
public reasonably promptly the material they request. 

That generally is the justification for these 30 new positions. 

Mr. Corron. Are most of these additional employees, these 30 you 
have asked for—you say 2 of them are distinctly to be used to answer 
these inquiries from the public? 

Mr. Rrorpan. Yes, sir. 

Mr. Corron. The other 28 are more or less keeping track of the 
cases / 

Mr. Rrorpan. No, sir. They will file and service the registration 
statements under the 1933 act, filings under the Public Utilities Hold- 
ing Company Act, annual reports, and proxies statements, all of which 
are received in the Docket, Mail and File Section. In regulatory 
agencies, such as we are, they must be recorded, dockets maintained 
on every filing, and in our particular case most of the filings received 
are used right away. 

Mr. Woodside will probably bear me out on this. 
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Mr. Woopsipe. I would like to make a comment there. This is very 
close to the operations of our division and I would like to add a little 
bit to what Mr. Riordan said. 

Over half of the work which comes to the Corporation Finance Di- 
vision is work filed under statutory provisions that impose a time 
limit, and companies that file the material are engaged in business 
oper ations in which time is important. 

We are now under the necessity of employing professional personnel 
to act as messengers and file clerks in many instances in order to move 
the work that should come to us, in order to meet the time schedules 
we are called upon to meet. That present situation is wasteful, un- 
economic, an increases the cost of the operation of the entire agency. 

In addition to which, when the agency was returned to Washington 
from Philadelphia in 1948, we were put in two buildings so that 
our operations are divided physically, and it is no mean source of 
interruption to the flow of work to have trained technical people 

traveling back and forth between buildings to keep our work flowing. 

So the addition of these personnel would reflect itself in far greater 
saving in overall efficiency and operation of the agency than ‘the in- 
creased cost of the clerical personnel we have requested. 

Mr. Corron. How many of the 30 positions are contingent on the 
approval of other increases in staff requested in this budget? 

Mr. Riorpan. In the first place, we are 20 man-years behind 
the filing operations and I would say that not more than 2 of the 
docket clerks would be involved in that way. 

Mr. Corron. Two out of 304 

Mr. Rrorpan. Yes. 

Mr. Corron. Then if this committee denies every increase, you 
would still need 28 of the 30 to do your present work ? 

Mr. Riorpan. Yes. 

Mr. Becker. The latest reports from this section show that we 
have a backlog of over half a million documents to be recorded, dock- 
eted, and filed. 

Mr. Corron. Do those documents have to do with cases that are 
still in litigation, live cases, or are they records of cases that are 
closed? And if they are both, what proportion of each? 

Mr. Becker. I think they are both. I do not know the proportion. 

Mr. Rrorpan. Most of our docket files are live files. As soon as 
they become obsolete, a certain number of years old, we send them to 
the Archives. That is an important program right there. 

So many papers come to us during the year that we have to have a 
good disposal program, and unless we dispose of almost as much 
records in a year as comes in, we just would not have space to put 
them. So one ties in with the other. 

Mr. Woopsipe. May I add one thing to that ? 

Mr. Corron. Yes. 

Mr. Woopstpr. The Commission’s jurisdiction over a great many 
of the companies that file under the various sections is a continuing 
jurisdiction, so that in a very real sense material which has been 
filed which may not up until now have been put into a proper file 
jacket is material which will have to be examined and have to. be 
considered in connection with the Commission’s work as it moves 
along with that particular company from time to time. 
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Mr. McEnvire. Mr. Chairman, I just want to say the best way in 
the world you can characterize our present state of our dockets files is 
that they are in very poor shape because of the lack of personnel to 
service them. 

Mr. Corron. Do you regard this as the most necessary of all your 
additional requests ? 

Mr. McEnvire. From a housekeeping function, yes. You ask a 
very difficult question, Mr. Chairman, when you put that against the 
policing of fraud. Now comparing those two things is like averaging 
cats and dogs, and I dislike to try to do it. 

Mr. Corron. The impact on the publie would be more in the fraud 
case ¢ 

Mr. McEntire. I would say so. But I do not want you to think 
that these housekeeping functions do not have any impact. Just the 
other day I saw a letter criticizing us that some highly paid lawyer 
waited 2 or 3 days in order to find a file and get everything put 
together. 


EXECUTIVE AND STAFF OFFICES 


Mr. Corron. The Office of General Counsel, 3 new positions at a 
cost of $13,295. Will someone very quickly justify that? 

Mr. McEntire. That is to take care of the litigation load that we 
have, which is very, very heavy. We are in courts all over the 
country. We have simply got our legal staff down to a point that 
they are not able to do the kind of work that we want and need. 

I just had the other day a request from a judge for a memo of law 
on a matter and it has taken me 3 weeks to get it, and I am almost 
ashamed now to send it to the judge at this late date. 

Mr. Jonas. You ought not to have to send the judge a memo on 
the law. Why does he not ask the lawyers in the case for it? 

Mr. McIntire. We are one of the moving parties. 

Mr. Jonas. I know, but you have a lawyer there. He ought to 
have that memo prepared before he goes into court, should he not ? t? 

Mr. McIntire. The Commission had been requested by a committee 
of the Congress to make available to it certain grand jury matters 
which had already been made available to the parties to private Liti- 
gation, and had also been made available to the Commission for the 
limited purpose of enabling it to identify and return certain exhibits 
which had come originally from the Commission’s files. It was neces- 
sary to obtain broader authorization from the court before we could 
make the minutes available to the committee. Since the judge was 
a personal friend of mine, and there were no adverse parties, I under- 
took to handle the matter by telephone. The judge saw no policy 
objections to their release but thought there might be a question of 
law as to his authority to release them for a legislative as distinguished 
from a judicial purpose. He said, “I want you to send me a memo 
to cover this point; whether or not we can do it this way.” It has 
taken 3 weeks to get a simple memorandum prepared. 

Mr. Corron. Just for my information, do you do all your own pros- 
ecuting or is there a certain type of your cases that reach a certain 
point where they are turned over to the U aiid States district attorney ¢ 

Mr. McEntire. There is. 

Mr. Corron. When they reach that final stage where they are turned 
over, do your attorneys sit in and go through with them? 
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Mr. McEnvire. No; not often. Occasionally a district attorney 
will ask us to. 

Mr. Corron. What proportion, roughly, ever get to that advanced 
stage where they receive the attention of the Department of Justice ¢ 

Mr. McEntire. That is only in criminal cases, of course, and I will 
try to get you a percentage. 

Mr. Corron. Insert it at this point. 

Mr. McEnrirr. Yes, sir. 


(The information is as follows:) 


Only a very small percentage of the cases which are investigated by the 
Commission ever reach the stage of a recommendation for reference to the 
Department of Justice for criminal prosecution. Thus, in the past fiseal year 
there were 18 such cases, of which 14 were referred to the Department of Justice 
for prosecution. These amount, percentagewise, to approximately 2 percent of 
the cases which were the subject of formal, as distinguished from preliminary, 
investigation during the same period. 

Insofar as the question relates to the subject of additional attorneys in the 
General Counsel's Office, it should be pointed out that the functions of that 
Office include a certain amount of advisory work in connection with investiga- 
tions, including occasional subpena enforcement litigation, as well as advisory 
work in connection with other legal problems arising in the Commission, ete. 
\ workload summary for the 1952 fiscal year for the General Counsel’s Office 
is set forth at pages 113 and 114 of the Commission's budget estimate for fiseal 
year 1954. 

The litigation function of the General Counsel’s Office, which is only one of 
several functions of that Office, includes responsibility for all litigation in the 
ppellate courts in which the Commission participates, as well as supervision 
over contested district court injunction proceedings, ete. The appellate litiga- 
tion function relates to appeals in the United States courts of appeals and in the 
Supreme Court from Commission orders in administrative proceedings, orders 
of district courts in enforcement proceedings instituted by the Commission, and 
orders of district courts in proceedings to which the Commission is a party 
under chapter X of the Bankruptcy Act or otherwise participates. In these 
cases the General Counsel’s Office bears the responsibility for all arguments 

resented, except that in the Supreme Court of the United States the Commis- 
sion’s litigation activities are subject to clearance through the Office of the 
Solicitor General. Contested enforcement proceedings in the district courts are 
handled for the most part by the Commission’s regional offices under the general 
supervision of the Office of the General Counsel, which, by reason of its more 
extensive experience can often provide assistance to lessen substantially the 
regional attorney's load in each case. In all cases where criminal reference 
to the Department of Justice for prosecution is recommended the attorneys 
in the Commission’s regional offices render assistance to the United States attor- 
neys responsible for the prosecution of the case, which varies in degree from case 
to case, but may include active participation in the trial. The Office of the 
General Counsel handles necessary consultations with the Department of Justice, 
renders asssistance to the United States attorneys through the regional offices 
similar to that provided in contested enforcement cases, and on occasion presents 
appellate briefs and oral argument for the United States attorney. Some assist 
unce is rendered by the General Counsel's Office in practically every criminal 
case. The Supreme Court cases and the criminal cases, the only classifications 
where outside agencies participate with the Commission in its litigation, con- 
stitute less than half of the litigation cases and represent only a comparatively 
small percentage of the litigation workload of the General Counsel's Office 


REGIONAL OFFICES 


Mr. Corron. Let the record show you are asking in regional offices 
for 14 new positions at New York City, at $72,100. In other words, 
you would advance from 122 positions to 136 in New York? 

Mr. McEntire. That is right. 

Mr. Corron. And 3 in Boston, advancing from 9 to 12? 
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Mr. McEntire. Yes. 

Mr. Corron. And 3 in Atlanta, advancing from 11 to 14; 3 in 
Cleveland, advancing from 19 to 22; 6 in Chicago, advancing from 
49 to 55; 3 at Fort Ww orth, advancing from 16 to 19; 4 at Denver, 
advancing from 16 to 20; 3 at San Francisco, advancing from 27 to 
30; 4 at Seattle, advanci ing from 14 to 18; and 1 at Washington, ad- 
vancing from 11 to12. Is ‘that correct ? 

Mr. McEntme. That is correct. 

Mr. Corron. In brief, what is the necessity of 14 new ones in the 
New York area? 

Mr. Riorpan. I would refer you to a summary on page 134. 

Mr. Corron. We will insert page 134 in the record at this point. 

(The table is as follows :) 


ADDITIONAL CLERICAL POSITIONS, 1954, REGIONAL OFFICES 


In order to provide the necessary stenographic, typing, and clerical assistance 
in 1954 for the regional offices, funds are requested to establish 12 new steno- 
graphic and clerical positions distributed to regions as shown below. 


Number of new 
clerical positions 


Region: requested 
New York_-_-_- AERA SF ER BERS scapubninlape aebiit Gin cchdsseetas abiedacsaeglneietiasinaeelitE aia 
a Le a aa ec a 1 
a aca Reem Be ae chiles ncaa tas E Se eae anes 1 

a ci i ca a a ten ta shalt ah 1 
Chicago — acs enna ica hc el ct 1 
Fort Worth__ ices eS i hla Clie scavenge a aula cineca te Ohne tedden endl eaten ne 1 
Denver ciel cdiplnhiiii nesta caee aapdiiaseia seit alameda hake ptoptalks Aaamaddiadaioiaia mas amie Pe | 
a a a a 1 
I a a i ci it a a 1 

a Em salient Miheceshi nai Pa aia le ae 


The description of the proposed additional positions is as follows: 





Description of position Grade Salary rate| Number |Annual cost 


' | 
Clerk-stenographer.__.- ‘ ...| GS+4 | $3,175 12 $38, 100 


SUMMARIZATION OF ADDITIONAL POSITIONS, 1954, REGIONAL OFFICES 


The following is a summarization, by regions and functions, of the additional 
positions requested for the field service for 1954. 





| | 
Broker-dealer_ | Securities | | 
inspectors | investigators | Clerical Total 
Regior ne . . i—_— —— 
Num- | Annual | Num-/| Annual | Num- | Annual | Num- | Annual 
ber | cost ber cost ber cost ber | cost 
| 
«4 
New York 5 | $29, 700 | 6 $35, 640 | 4 $12, 700 | 15 | $78,040 
Boston l 5, 940 1 5, 940 1 3, 175 | 3 15, 055 
Atlanta 1 5, 940 | 1 5, 940 1 3,175 | 3 15, 055 
Cleveland I 5, 940 | 1 5, 940 I 3,175 3 15, 055 
Chicago 2 11, 880 3 17, 820 | l 3,175 6 32, 875 
Fort Worth 1 5, 940 1 5, 940 | 1 3,175 | 3 15, 055 
Denver | 2 11, 880 | 1 3,175 3 | 15, 055 
San Francisco 1 5, 940 1 5, 940 | 1 3,175 | 3 15, 055 
Seattle 1 5, 940 | 2 11, 880 | 1 3,175 4 | 20, 995 
Washington, D.C. 1 5, 940 | 1 5, 940 


ER isosed 13 77, 220 19 112, 860 12 38, 100 | 44 228, 180 
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Mr. Riorpan. That generally indicates where we want them. In 
all we ask for 13 additional broker-dealer inspectors to increase the 
staff from 42 to 55. We are asking for 19 securities investigators to 
increase our staff from 56 to 75. We ask for 12 additional clerical 
employees. ‘There are a total of 44 new positions for the regional 
oflices. 

Mr. Corron. Off the record. 

(Discussion off the record. ) 

Mr. Corron. That means that your request, if granted, would give 
you 100 new positions at W ashington and 44 in the field? 

Mr. Riorpan. That is right, sir. 

Mr. Corron. One of the field offices is in Washington ? 

Mr. Riorpan. That is right. 

Mr. Corron. You at present have 538 in Washington and 294 in the 
field ? 

Mr. Riorpan. That is on the position basis. 

Mr. Corron. You have already given it to us, I think, but would 
you very quickly tell us at present the number of employees you have 
at Washington and in the field ? 

Mr. Rrorvan. Yes, sir. Today we have 507 employees in Wash- 
ington and 277 in the field, for a total of 784. 


OTHER OBLIGATIONS 


Mr. Corron. May I direct your attention for a moment to other 
obligations. 
TRAVEL 


On travel you complained of the limitation and asked for $55,000 
additional travel. How much of that did you say was Washington 
and how much in the field ? 

Mr. Rrorpan. I said 80 percent is for the field and 20 percent is for 
Washington. 

Mr. Corron. That would mean that you are asking for a total of 
$156,250 for travel? 

Mr. Riorpan. That is right. 

Mr. Corron. I got the distinct impression that a very large per- 
centage of your cases involved the sifting and studying of reports in 
W ashington, in addition to that, that you have a ‘considerable staff 
working on this analyst business and factfinding. So will you in just 
2 or 3 brief sentences tell us what division does the main traveling in 
your agency and on what kind of cases and for what purpose? 

Mr. Riorpan. May I say the Division of Trading and Exchanges 
has to do with enforcement. Will you explain something about that, 
Mr. Lund? 

Mr. Lunpv. The enforcement work is done almost exclusively in the 
10 field offices. The broker-dealer inspection work is done almost 
exclusively in the 10 offices. 

The Trading and Exchange Division here at home in Washington 
supervises and aids the regional offices, and occasionally finds it neces- 
sary to send a man or two out into the field. I think in the past few 
years we have run directly from the home office some 10 or 15 large 
investigations where no one field office could cover the ramifica 
tions—the Kaiser-Frazer-Otis case, for example. That investigation 
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was seattered throughout the United States, and we handled it largely 
from the home office. 

Basically we do very little travel out of the home office. It is 
almost exe ‘lusively in the field. 

Mr. Rrorpan. And the staff of the Public Utilities travel. 

Mr. Karzin. In the enforcement of section 11 cases. Mostly the 
travel is in connection with court cases. Occasionally we have an 
investigation of apparent violations or where companies have not 
registered. 


RENTS AND UTILITY SERVICES 


Mr. Corron. Now the rents. There is no increase asked for rents. 
That is mostly IBM tabulating machines you have? 

Mr. McEnvtre, Yes, sir. 

Mr. Corron. Mostly on the marshaling of statistical facts just 
mentioned ? 

Mr. Riorpan. Not all of it, sir. Some of it is in connection with 
the budget estimates we prepare, Some more is in connection with 
accounting for our withholding taxes, and other administrative work 
is done by use of those machines. 


PRINTING AND REPRODUCTION 


Mr. Corron. “Printing and reproduction” is $56,000 extra. What 
is that for? 

Mr. Rrorpan. All of that is needed to print the decisions of the 
Commission. We have asked $54,000 to print 4 volumes in fiscal 1954. 

Mr. Corron. Are those volumes sold to the public ? 

Mr. Rrorpan. Yes, sir; they are sold to the public by the Superin- 
tendent of Documents. 

Mr. Corron. And the money they get does not come to you, it goes 
back into the General Treasury ¢ 

Mr. Rrorpan. Yes. 

Mr. Corron. Do you have any information about how much is 
recovered under those sales? 

Mr. Rrorpan. The last volume in print was volume 16. We sold 
592 copies at $2.75 a copy. That is somewhere between 16 and 17 
hundred dollars. 

Mr. Corron. It strikes me that instead of making the brokers pay 
these sums of money, if you would just increase the price on some of 
this it would be more legitimate. 

Mr. Rrorpan. The agencies are required to pay the cost of the print- 
ing, and after the document is printed we are charged with the cost 
of setting up the type and so forth. Then the Superintendent of 
Documents runs copies from the type already set up and the cost 
to the public is based on the cost of printing the copies. ‘The agency 
pays the greatest cost of putting the materi: al in print. 

Mr. McEnrmr. We would be happy to do that, but unfortunately 
it is something we have nothing at all to say about. 


EQUIPMENT 


Mr. Corron. Under equipment you are asking for $15,000 more, 
$9,000 in supplies and materials. Is that correct ? 

Mr. Rrorpan. Yes. That is chiefly because of the shortage of money 
this year we have to let our inventories run down. 
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Mr. Corron. How long since you have made a survey of your inven- 
tory of your supplies and material on hand ¢ 

Mr. Rrorpan. That was done a few months ago in cooperation with 
the General Services Administration and General Accounting Office. 

Mr. Corron. $15,000 for equipment. What page did you itemize 
that on ¢ 

Mr. Rrorpan. Page 146. 

Mr. Corron, That is mostly steel cabinets, steel shelving, and furni- 
ture for additional employees too. If you do not get the additional 
employees, you do not need the furniture ¢ 

Mr. Rrorvan. That is correct. 

Mr. Corron. Any automobiles ¢ 

Mr. Riordan. None to be purchased. We have one now in use. 

Mr. Corron, Here in Washington ¢ 

Mr. Rrorpan. Yes, sir. 

Mr. Jonas. Do you engage in a lot of travel by car ¢ 

Mr. McEntire. Not very much except in some of our regional 
offices oe out-of-the-way points cannot be reached any other way. 

Mr. Corron. What mileage do you pay them ¢ 

Mr. McEnrirr. Seven cents a mile, and so far this year, to January 
1, 1953, $5,716.19 was spent for the field automobile travel. 


LEGISLATIVE AUTHORITY 


Mr. Corron. You received a letter, did you not, from the chairman 
from this subcommittee asking you to furnish the subcommittee with 
information showing the statutory authority for each of the activities 
that your Commission engages in / 

Mr. McEntire. We did. 

Mr. Corron. Have you prepared that ‘ 

Mr. McEntire. That will be in your hands tomorrow. 

Mr. Corron. Now did you include in that not only the functions 
that are distinctly laid down and laid upon you by the Congress, that 
they say you sh: all do, but did you differentiate the functions C ongress 
said you may do? And did you list anything that you are doing by 
executive order¢ Did you include these things that have been laid 
upon you by the Director of the Budget in his infinite wisdom ? 

Mr. Rrorpan. We will show that. 

Mr. Corron. Will you break that down so we can know what you 
are doing that Congress says you must do, what you are doing that 
© ongress says you may do, what you are doing because the President 
or the Bureau of the Budget or some executive department asks you 
to do it? 

Mr. Rrorpan. Yes. 

Mr. Corron. That will be filed when / 

Mr. Riorpan. Tomorrow. 

Mr. Corron. Thank you. 

(The information is as follows :) 

SECURITIES AND EXCHANGE COMMISSION 
Washington, March 4, 1958. 
Hon, JOHN PHILLIPS 
Chairman, Subcommittee on Independent Offices Appropriations, 
louse of Representatives, Washington, D. C. 

Dreark Mr, Putiirpes: This is in reply to your letter of February 24, 1953, in 

which you request information as to the legal or other authority for each 
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activity of the Securities and Exchange Commission for which funds are re- 
quested in the 1954 budget estimate. 

All of the activities of the Commission, with the exception of the two con- 
tinuing financial reports series described below, are performed under the au- 
thority of the statutes administered by the Commission, which statutes and 
citations thereto are as follows: 

The Securities Act of 1933, as amended (15 U.S. C. secs. 77a through 77aa) ; 

The Securities Exchange Act of 1934, as amended (15 U. 8S. C., secs. 78a 
through 78jj) ;: 

The Public Utility Holding Company Act of 1935 (15 U. S. C., sees. 79 
through 79—2-6) : 

The Trust Indenture Act of 1989 (15 U. S. C., sees. T7aaa through T7bbbb) ; 

The Investment Company Act of 1940 (15 U. 8. C., secs. 80a-1 through 
80a—52) ; 

The Investment Advisers Act of 1940 (15 U. S. C., secs. 80b—-1 through 
80b—21) ; 

Chapter X of the Bankruptcy Act (11 U. S. C., sees. 501 through 676). 

In addition the Commission has some limited functions under the Bretton 
Woods Agreements Act and the Internal Revenue Code. 

With respect to the financial reports mentioned above, the Bureau of the 
sudget has designated the Secrrities and Exchange Commission jointly to 
prepare and publish two series of financial reports, one with the Federal Trade 
Commission and the other with the Department of Commerce. 

The authorities for this work, as stated in the publication of the Bureau of 
the Budget, Statistical Services of the Government, revised edition June 1952, 
page 7, are as follows: 

Executive Order 8248 (September 8, 1939): Planning and promoting the 
improvement, development, and coordination of Federal and other statis- 
tical services. 

Federal Reports Act of 1942 (5 U. S. C. A., sec. 139-f): Eliminating 
duplication in the collection of information from the public, reducing 
the cost of Federal reporting services, and minimizing the burden to the 
publie of furnishing information to Federal agencies. 

Executive Order 1003 (February 8, 1949): Coordinating the handling of 
statistical inquiries to the United States from international organizations. 

Budget and Accounting Procedures Act of 1950, section 103 (31 U. S. C. A., 
sec. 18—b) and Executive Order 10253 (June 11, 1951): Developing pro- 
grams and issuing regulations and orders for the improved gathering, 
compiling, analyzing, publishing, and disseminating of statistical informa- 
tion by Federal agencies. 

The SEC and the Federal Trade Commission have been designated by the 
Bureau of the Budget, under the authorities quoted above to collaborate in 
the preparation and publication of a continuing series of current business 
statistics as a part of the Federal statistical program. These reports have been 
compiled since 1947. They present a balance sheet and income account data 
for United States manufacturing corporations, classified by size of the company 
and various industry groups. The SEC has the responsibility for collecting 
and compiling current financial statistics for corporations registered with it 
from the periodic reports filed, and the Federal Trade Commission compiles 
similar statistics for corporations not registered with the SEC. The reports 
are printed and published by the Federal Trade Commission. 

These reports are designed to meet the needs of the Government agencies 
and the general public. Approximately 4 man-years will be spent on this work 
by the staff of the SEC during the current fiscal year. 

The Bureau of the Budget has also designated the SEC to collaborate with 
the Department of Commerce in the preparation and compilation of statistics 
on plant and equipment expenditures. The reports cover actual expenditures 
for 1 quarter and the anticipated expenditures for the next 2 quarters. In 
addition, annual forecasts are presented in the beginning of each year based 
on data collected in January. The series of reports has provided a useful index 
of the present and future activities in the capital markets and business in 
general. During the current fiscal year approximately 2 man-years will be 
expended by the SEC in preparing these reports. 

The data contained in both series of reports are also used by the Securities 
and Exchange Commission in connection with the administration of the statutes 
assigned to it, and they are of assistance to investors and others interested in ° 
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the securities markets in that they supplement the information regarding par 
ticular companies that is available in the Commission's public files. 
Sincerely yours, 
DoNALp C. Cook, Chairman. 


REIMBURSEMENTS FROM OTIHLER AGENCIES 


Mr. Corvon. Have you received during fiscal 1953, payments from 
other agencies for anything you have done for them, working funds? 

Mr. Rrorpan. So far we have either received or through agreement 
will receive $70,020. 

Mr. Corron. Where does that show in the budget ? 

Mr. Riorpan. It does not appear in the justification. 

Mr. Corron. In the justification ¢ 

Mr. Riorpan. It is in the printed budget. 

Mr. Corron. Where ¢ 

Mr. Riorpan. As reimbursements. The budget shows $69,000, but 
since it was prepared the figure has increased to $70,020. 

Mr. Corron. What departments do they come from ¢ 

Mr. Riorpan. The Veterans’ Administration, $20,180 for 2 hearing 
examiners we loaned them. Subversive Activities Control Board, 
$18,209 for lawyers we loaned them. 

The Defense Production Administration, $4,150. United States 
Senate Committee on Privileges and Elections, $4,008. Federal Re- 
serve System, $1,500. Economic Stabilization Agency, $11,500. Re- 
negotiation Board, 2 items, 1 of $1,330, 1 of $2,195. Wage Stabiliza- 
tion Board, $1,494. The House of Representatives, Appropriations 
Committee, $2,879. Department of State—— 

Mr. Corron. What is that? 

Mr. Riorpan. House of Representatives, Appropriations Commit 
tee, $2,879. 

Mr. Corron. Paying you? 

Mr. Rrorpan. Yes, sir. 

Mr. McEntire. We loaned an employee. Mr. Cummings. 

Mr, Riorpan, The Department of State, $1,846; the Department of 
Commerce, $328. 

United States Senate Preparedness Committee for telephone serv- 
ice—they used our telephones, $385. 

Mr. Corron. Have you listed anywhere in the justifications before 
us What you anticipate in the line of payment or reimbursement for 
services of other departments of Government for fiscal 1954? 

Mr. Riorpan, Yes, sir. That is carried over to the next column in 
the budget, which shows the same amount for 1954 that is shown for 
1953, 


PERSON AL SERVICES 


Mr. Jonas. You are asking for 93 new employees; is that correct ? 

Mr. Rrorpan. We are asking for a total of 145. 

Mr. Jonas, 145? 

Mr. Riorpan. Yes. 

Mr. Jonas. I have difficulty keeping all these figures together. You 
said you have 784 now ? 

Mr. Rrorpan. Yes. 

Mr. Jonas. I understood you were asking for 977 for 1954. Then 
another place I saw the other figure. This is 144 new positions? 
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Mr. Rrorpan. 145. There are two things involved, sir; a position is 
one thing and man-years another. A position means that we have a 
job set up. Some time during the year that position might become 
vacant. Every 26 working days that the position is vacant represents 
one-tenth of a man-year during which the salary is not paid. An 
agency with 977 positions is bound to have a certain number of posi- 
tions vacant from time to time. 

Mr. Jonas. That explains it. 

Can you without too much trouble supply for the record the number 
of GS-11’s and above? 

Mr. Rrorpan. Yes, sir. 

Mr. Jonas. 11’s, 12’s, 13’s, and 14’s, 

Mr. Rrorpan. That we have on the rolls today ? 

Mr. Jonas. Or in these new positions contemplated. 

Mr. Rrorpan. We can do either or both. 

Mr. Jonas. Would that be worth anything, Mr. Chairman? 

Mr. Corton. I think it is very good. 

Mr. Jonas. I would like to have it. 

Mr. McEntire. Which way would you like to have it, sir? 

Mr. Jonas. You could just count up and list the totals now on the 
rolls and then break down the 145 new ones. 

Mr. McEntire. You are not speaking of the entirely new positions? 

Mr. Jonas. Yes. Your lawyers would be above that, would they 
not ¢ ; 

Mr. Rrorpan. Yes. 

Mr. Jonas. 11’s and 12’s? 

Mr. Rrorpan. Yes. 

(The information is as arn 

















| Addi- | Addi- 
On r ol tional On rolls tional 
Grade Feb. 28, | positions | Grade | Feb. 28, | positions 
1953 requested | | 1953 bere 
ce for 1954 | | | for 1954 
al inipnccisiniliaiilba titi spetnlntinttiil Rael nie degedicelioneill i pesdilahiostin tlesthdlniaiatieh Mibiapepereigeed jedhonnneilh keel b a iniall 
¢ 
Departmental | | Field: | 
GS-16 | 5 | GS-15 3 
GS-15 6 | j GS-14 10 |} 
GS-14 | 2 | | GS-13. 21 | 
GS-13 72 1 GS-12 62 
GS-12 73 21 GS-11. 44 | 32 
GS-11 29 17 - —_—_ 
} —— Total, field. ‘a 140 32 
Total, departmental } 227 | 39 re |x = 
| Grand total. -- 367 | 71 


Mr. Jonas. Do you have any unobligated funds or will you have 
at the end of June 30? 

Mr. Riorpan. No, sir. Our obligations should be as close to even 
with the appropriation as we possibly can get them. We will have to 
eliminate some present obligations between now and the end of the 
year. 

Mr. Jonas. You do not mean to imply you make a desperate effort 
to spend all the money you get? 

Mr. Rrorpan. We make a desperate effort to keep costs within 
what we have. 

Mr. McEntire. I might add, Mr. Chairman, “desperate” is the 
word for it. 
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Mr. Jonas. Did you have any extra money last year? 

Mr. Riorpan. We had an unobligated balance of $2,040. 

Mr. Corron. In 1952¢ 

Mr. Riorpan. Yes. 

Mr. Corron. How about 1951 4 

Mr. Rrorpan. $48,180. 

Mr. Jonas. In these new 145 positions, do you have in the justifi 
cations a chart somewhere showing which division or subdivision 
of the agency they are to go in? 

Mr. Rrorpan. P: age 5, sir. That table already is in the record. 

Mr. McEntire. Column 4 on page 5. 

Mr. Rrorpan. That shows the number of positions and total costs. 

Mr. Jonas. Would you care, either on the record or off the record, 
to make any gradation of the importance of these new positions in your 
own thinking‘ In case the House, in its wisdom, should not see fit 
to give you as much additional money as you ask for, would you care 
to make any gradations in their importance? 

Mr. McEntire. I think in part, Mr. Congressman, this gets back 
to the answer I made in a sai limited connection to the chairman 
when he was talking about the problem of these housekeeping func 
tions that we had. 

There are three basic problems that we have. 

We consider the situation in our regional offices for which we have 
asked for 44 new positions as critical, very critical, because they are 
the folks that are out on the firing line going into the offices and 
conducting the fraud investigations. 

Mr. Jonas. You would say that would be No. 

Mr. McEnvire. Well, probably. And the second one, the next one, 
is probably positions asked for in our offices here for examination 
and other work in the Division of Corporation Finance and the 
Division of Trading and Exchanges. As between those two it is 
almost impossible to break those apart because they are the sur- 
veillance, the examination of materials coming in, the surveillance 
of the markets, and that type of work. And the administrative 
management work of filing these docket clerks, and so forth, to be 
uble to keep house, not in perfect order, but in something that approxi 
mates it, is important. 

Now I recognize, when I have said that, I have covered peas 
all the things for which we have asked increases, and I can only 
explain that by saying in all seriousness we feel we have fat been 
padding things when we asked for this. 

We have not sought to ask this committee or the Congress for 
anything we did not figure we needed and needed ac utely, and not 
just something to waste money or something that would be nice to 
have. We think these things are necessary. 

Mr. Jonas. In my own thinking, I would like to see the Commis- 
sion extend its principal effort in protecting the public as distin- 
guished from your desire to make your facilities or your dockets 
or your information more available to the lawyers and brokers that 
vou referred to a minute ago. 

Mr. McEntire. May I say, Mr. Congressman, that is the philosophy 
we have, too, although let me point out that when we are making 
this material available to the law yers; that is, in many cases the direct- 











506 


est kind of help to the public. These are not necessarily big cor- 
poration lawyers. They may be lawyers from some little town that 
is representing some private individuals who have been taken or 
feel that they have been taken. So it is not quite as simple as saying 
that one is all for the public and the other is all for the vested 
interests. 


INSPECTION OF BROKER-DEALERS 


Mr. Jonas. Now, you have a pretty big group of inspectors looking 
in on brokers’ offices scattered all over the country. 

Mr. McEnrire. That depends on what you call big. We have 42 
oi them. 

Mr. Jonas. That is nearly one for every State. Do you really think 
you accomplish a whole lot in that activity ? 

Mr. McEnvine. Yes; I do. If I can refer back to what I said to 
start with, we have 4,000 broker-dealers registered with us. Those 
will run from little one-man shops into huge organizations that are 
stretched all over the country. 

Let’s take any of the big stock exchange houses, for example. One 
cf them has well over a hundred branch offices. Last year we made, 
as I said, eight-hundred-some inspections. 

Mr. Jonas. What does an inspection of an office involve? 

Mr. McEntime. One of our broker-dealer inspectors, 1 of these 42, 
goes in; he looks at the setup of the office; he spot checks—but only 
spot checks the records of the office. 

Mr. Jonas. And do you do that periodically in the absence of 
complaints ? 

Mr. McEntire. Yes, sir. Under the statute we are instructed to do 
it. We are required to make these inspections just as the bank exam- 
iners are required to go in and examine banks. Only we, of course, 
do not have the force to do it nearly as frequently or nearly as com- 
pletely as they do. The brokers hold the customers’ securities. They 
have the customers’ money. The average brokerage house holds both 
money and securities of its customers, and in many respects it is a 
bank. 

Mr. Jonas. Last year did you discover anything of benefit ? 

Mr. McEntme. Yes, sir. In those 800 some cases, 1,080 violations 
of law or important rules and regulations. I.am not talking there just 
about routine little mishaps that went on. 

Mr. Jonas. Were there many prosecutions? 

Mr. McEntire. Oh, no. It did not get nearly to that, but there were 
1,080 instances where we had to point out to brokers and dealers that 
they were doing things that were wrong, that they had to straighten 
this up, that the ‘y had to change that or had to do something else, or 
they were or might get in very serious trouble. 

Mr. Jonas. Have there been any instances where on recurring 
examinations you have found the same situation ? 

Mr. McEntime. Yes; there are. Generally speaking, I think just as 
in every other line of business most of these broker-dealers are hon- 
orable people, and they want to do the right thing. They are in a 
highly complex business. There are very few things much more com- 
plicated than our securities market. 
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Sometimes we do pay a return visit and find things not corrected, 
sometimes sufliciently important that we have to start broker-dealer 
proceedings to revoke their registration. 

Mr. Jonas. After having inspected one office several times and find- 
ing nothing wrong, you do not find it necessary to go back ¢ 

Mr. McEntire. Oh, no. 

Mr. Jonas. You might ultimately get around to visiting that office 
again. ; 

Mr. McEntire. We are ultimately trying to get around; yes; and 
I think we probably have now gotten around fairly well to most of 
them in one way or another. 

Mr. Jonas. You ought to have a pretty good idea, in your files at 
least, of the places that need more attention. 

Mr. McEntire. Better than that is the judgment of our regional 
administrators, upon whom we have to rely very heavily. They have 
a pretty good feel of what goes on. 

I want to point out, in spite of that, as I mentioned to you, we have 
been severely criticized for not doing a better job of that kind by the 
subcommittee report of the subcommittee of the Interstate and For- 
eign Commerce Committee, insisting that we had to improve, we had 
to step up this program. We are perfectly—I testified on behalf of 
the Commission last week before them—— 

Mr. Jonas. Of course, the answer to that is that if you had enough 
inspectors to make an inspection once a month of every office in the 
country you could not control wrongdoing. 

Mr. McEntTIRre. That is right. We are not, of course, asking for 
that. 

Mr. Jonas. You could not eliminate wrongdoing entirely if you had 
a policeman on every corner of every city. 

Mr. McEntire. That is right. And we certainly are not asking for 
that. But we do just say with 4,000 brokers and dealers we got to 
look into some of these giant organizations, and 42 men are just not 
enough Indians to get around. That is all there is to it. 


PUBLIC IMPORTANCE OF SEC ACTIVITIES 


Mr. Krurcer. The curtailment of your activities because of the fact 
that you have not sufficient funds, does the public suffer much on 
account of that? 

Mr. McEntire. Well, I can give you this example that we were 
chastised for. A broker-dealer whom we did not look at very care- 
fully, carefully enough, we did not have but a touch-and-go look 
somebody was in his shop, but because of the press of other business 
and because we did not have money enough, it was a touch-and-go 
look. This fellow happened to be in Salt Lake City, and the nearest 
office was Denver. They did not have money enough to do anything 
but walk in and take a quick look. And the public lost something over 
$600,000 in that situation because that man misappropriated and then 
blew his brains out. 

I want to also say this is a matter of more than casual concern to us. 

You must understand we have been operating here in the last few 
years in a time of rising market prices. How long that goes on, I do 
not know. 
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But, come a period of any falling down or slipping away and falling 
away of those prices, I do not know what is going to happen, I do not 
know how serious losses might be, because human nature is the same 
in the brokerage business as any place else. These folks have a certain 
amount of confidence, and we try to set up all the safeguards we can. 
But if we come to bad times they will, you know, just misappropriate 
for a little bit, not for themselves, necessarily, but thinking, “Oh, 
well, the market will come back.” Then we reap the whirlwind. 

Mr. Krurcer. I am thinking about this proposition. The Govern- 
ment has to pay for these examinations that you make. 

Mr. McEntire. That is right. 

Mr. Krunrcer. I used to be insurance commissioner of my State, and 
when we examined insurance companies, we had them pay the bill. 
Could you have that done so they would pay for the examinations? 

Mr. McEntire. That is one of the things we felt we could do under 
this schedule of fees that we proposed under title V, but I do not know, 
sir, whether you received any protests or not, but I want to tell you 
we received dozens of protests from them. I do not know how many 
the other commissioners had, but between 30 and 50 Members of Con- 
gress called me personally objecting to the schedule of fees we pro- 
posed, suggesting that they were too high. And I personally felt they 
were too high and became more convinced of it as I listened to what 
folks had to say. However, then those fees would not pay the costs 
of the inspections. And if you levy high enough fees to do that—and 
that maybe one method of approaching things. As a matter of fact, 
many of the States do just that in administering the State security 
laws. For instance, in the State of Kansas, where I hail from and 
where I administered the State law, we had a statutory schedule of 
fees passed in the legislation that the dealers had to pay. They did 
have to pay for examinations. But the States, it seems to me, feel 
that is a method of levying fees or of taxation that ought to be reserved 
for the States and not for the Federal Government. 


REPORTS RECEIVED BY SEC 


Mr. Jonas. How many different periodic reports do you require 
from business ? 

Mr. McEnrire. Annual. 

Mr. Jonas. Only annual? 

Mr. McEntire. Yes. 

Mr. Lunp. And in addition, supplemental reports in the event of a 
rather marked change in the operations. 

Mr. McEntire. That is if it goes along, unless some change in the 
organization or something. 

Mr. Jonas. You do not follow the practice the Comptroller of the 
Currency does of asking banks to make reports? 

Mr. McEnrire. Only in rare instances where we feel there is some 
particular reason do we call for supplemental reports. We can do 
that and do use that, but not frequently. 

Mr. Jonas. You called for some elaborate report last December. I 
had a long letter from a dealer in Charlotte protesting about it. I 
did not bring it with me today. I was wondering if you remember 
what it was. 
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Mr. Lunp. I am not familiar with it, but we have had two or three 
oceasions of a sharp market breaks, as there was in 1946, or when the 
when-issued broke rather badly, we did call on certain dealers we knew 
were heavily interested in the when-issued market for additional 
reports. 

Mr. McEntire. May I suggest, Mr. Congressman, if you furnish us 
the name of the company, we will be glad to tell you specifically what 
was called for. 


NATURE OF OFFENSES DISCOVERED BY SEC 


Mr. Yates. What is the nature of the offenses that your inspectors 
turn up on these broker-dealer investigations ¢ 

Mr. McEntire, Just a minute and | will give it to you exactly. 

Mr. Yates. The ones you said were serious. 

Mr. McEntire. That is on page 124. 

Mr. Yares. Of the justification ? 

Mr. McEntire. Yes. In the 827 inspections made for the fiscal 
year ending June 30, 1952, 15 of the inspections required further 
investigation due to the seriousness of the offenses involved. ‘Thirty- 
one firms were found to be deficient in the net capital. 

Mr. Yates. Excuse me a moment. When you say they required 
further examination, what was the nature of that offense / 

Mr. McEntire. Those were probably 15 différent kinds of offenses. 
Mr. Lund, do you have them in mind exactly ¢ 

Mr. Lunp. Well, for example, we found some “churning” where 
accounts were turned over rather freqently. 

Mr. Yates. What do you mean by “churning” ¢ 

Mr. McEntire. That is a word we use. 

Mr. Yates. You are not talking about butter, obviously. 

Mr. McEntirg. It is just about that. That is encouragement or 
urging in getting customers to engage in a frequent series of trans- 
actions—buy and sell, buy and sell, buy and sell—in order to make 
commissions for the salesmen. In other words, inspiring market ac- 
tivity for the purpose of earning commissions on it rather than the 
best interest of the customers. 

Mr. Yares. You mean this is like champerty in law ¢ 

Mr. McEntire, Precisely the same thing. 

Mr. Yates. And this would be an example—— 

Mr. McEnrirz. Of those kind of violations. 

Mr. Yates. Is this a violation of a regulation of yours or of the 
code of the broker-dealers ? 

Mr. McEntire. Our regulations. 

Mr. Lunp. Under the statute it says there shan’t be practices which 
are manipulative, fraudulent, or deceptive to the customers. 

Mr. YArTeEs. I must confess, while I can see reason for the rule 
against champerty in the law profession, why should the same rule 
be present in the securities business ¢ 

Mr. Lunp. Assume an 80-year-old woman has an account left by 
her husband 10 years earlier, and now a salesman comes along and 
finds if he can sell all of her securities and buy additional securities 
he has made $1,600. 

Mr. Yates. That is right. 
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Mr. Lunp. So he does it every month and a half or two months to 
this customer, and at the end of the year maybe 40 or 50 percent of his 
total commissions from all his business comes from this one woman. 
We find that kind of scheming often. Often, I should say, on oc- 

casion, we find that in our inspec ctions of broker-dealers. 

Mr. Yares. I agree that this is a reprehensible action, but how does 
your regulation read in prohibiting such an offense ? 

Mr. Lunp. We have a regulation against deceptive practices by 
brokers and this would be deceptive if we find the customer knew 
nothing of what was going on, did not know the effect of the con- 
stant purchasing and selling of securities. 

Mr. McEnrire. You understand, for example, we have these kind 
of cases, Mr. Congressman, where these mutual funds, investment 
trusts, sell, of qe, on a somewhat higher commission than others 
generally. It is 714 to 8% percent. We will find cases at times where 
broker-dealers se fF ‘all the securities a person has and puts them into 
one of those funds and take a 714-percent bite right there. Sixty or 
ninety days later he will tell them they have got to get rid of all of 
that fund they have and get some other fund at another 714-percent 
bite, and that may go on 3 or 4 times. The result is obviously that 
the customer has less money, sometimes loses half of his principal, 
and it is all over here in the broker-dealer’s pocket in the form of 
commissions. 

Now. of course, if customers know what they are doing, want to 
play the market, want to speculate, that is O. K., but generally speak- 
ing. this abuse is found in these cases with the complete placing by 
the customer of their trust and confidence in the broker-dealer or in 
the broker-dealer’s representative. 

Mr. Yates. How much policing of this practice is done by the Na- 
tional Association of Broker-Dealers? 

Mr. McEnttre. Very considerable amount. And there is no doubt 
about that. Until it borders on fraud, we have nothing to do with 
it. We leave it to them as a question of the ethics of business. If it 
was not for what they did, I would say that our inspection program 
would not only be not adequate, it would be just laughable. 

Mr. Yarrs. Take the case of the old woman who is a victim of a 
“churning” offense. Would you find ordinarily that the National As- 
sociation of Broker-Dealers had been first to catch that violation ? 

Mr. McEntire. No, I think generally we catch it. 

Mr. Yares. Why would not the National Association of Broker- 
Dealers be the one to catch it? 

Mr. Lunn. I think the answer is it has a limited group of about 16 
inspectors. 

Mr. Yates. They have 16 inspectors ? 

Mr. Lunp. And we have 42. I think we cover more ground than 
they do, considerably more. 

Mr. McEnttrr. Yes. 

Mr. Yares. The reason I ask these questions is that T remember in 
the argument that prevailed last year on the question of fees to be 
charged by the Commission, that the national association stated it was 
policing its brokers-dealers and therefore there was no need to pay 
fees to the Commission for that purpose. Is my memory correct? 

Mr. Lunn. You are right. 

Mr. McEntire. I think that is what they said: ves, sir. 
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Mr. Yates. What is your viewpoint on that matter ¢ 

Mr. Lunp. I do not think that argument was well founded. 

Mr. Yates. In other words, there is a function for the Commission 
to perform ? 

Mr. McEntire. I believe there is; yes, sir. I do not want to be 
misunderstood. 

Mr. Yates. Then make yourself clear, Mr. Chairman. 

Mr. McEnrire. I think there is a function for the NASD, and I 
think they do perform that function, and I do not think they are over- 
lapping. I think the two areas and the two activities are comple- 
mentary. 

There are certain kinds of cases where—how much of a markup 
should a broker-dealer take? We used to find where they took 20 per- 
cent or 50 percent. That is obviously outright fraud. 

Mr. Yates. A markup on what? 

Mr. McEnrire. Securities. 

Mr. Yates. Sales of securities? 

Mr. McEntire. Yes. In the old days. We are not finding that 
now. In the old days sometimes Joe Blow out in Kokomo would not 
have any more idea what the stock was worth than the man in the 
moon, and he would buy it, and they would sell it to him for twice 
what they paid for it. That is fraud. 

Mr. Yates. That is right. 

Mr. McEntire. That is something that ought to be dealt with. 

Mr. Yarrs. Do you find that happening to any great extent today? 

Mr. McEntire. Not now. That is a very fine example, I think, and 
that is the reason I offer it, why there is a place for self-policing by the 
industry. They have now what they call their 5-percent philosophy ; 
that is, a 5-percent markup is about the maximum that ought to 
be taken except in rare cases. But that is not fraud. That isa business 
concept; that is an ethical concept of the business and something that 
properly ought to come from the self-regulation of the industry. 

Mr. Yates. What proceeding does the association take with respect 
to violators of either your rules or its code? 

Mr. McEntire. Of their code, they have their own disciplinary 
procedures. 

Mr. Yates. What does the disciplinary procedure consist of? 

Mr. McEnrtre. It may be a fine, it may a a suspension, or it may 
be the revocation of their membership. 

Mr. Yates. And what is the result of the revocation of membership 
in the association ? 

Mr. McEntire. Other members are not permitted to do business 
with nonmembers except on a retail basis. 

Mr. Yarrs. May a nonmember nevertheless obtain public trade? 

Mr. McEnttre. Yes; but he is limited to dealing with others. 

Mr. Yares. To another dealer who is a nonmember as well? 

Mr. McEntire. Yes. 

Mr. Yates. In other words, members will not do business with 
them ? 

Mr. McEntire. They will do business but only at the retail price. 

Mr. Yates. EF; xplain that further, Mr. Chairman. 

Mr. McEntire. Let’s say this: Anybody expelled from the NASD 
cannot take part in any underwriting, and of course that is a very im- 
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portant thing, that is, if he is in underwriting, he has to pay the same 
price for the stock that any member of the public does. 

Mr. Yares. I see. 

Mr. McEntire. And consequently he is out. He cannot do business. 

Mr. Yares. I see. 

Mr. McEntire. He does not get what is called the dealer concession. 

Mr. Yates. What procedures do you have for a violation of the law 
or a regulation insofar as broker-dealers are concerned ¢ 

Mr. McEntire. We have one of three possibilities: Either admini- 
strative proceedings to revoke or suspend his registration, or expel 
him from an exchange, or from the NASDA, or suspend them from 
them for a period of time. In other words, something we do—— 

Mr. Lunp. May I supplement, we often go to court for an injunc- 
tion—— 

Mr. McEntire. Waita minute. Iam talking about’the first. That 
is the second. 

The first one is administrative proceedings whereby we suspend or 
revoke their right to do business or—I beg your pardon. That is not 
technically correct. We can only revoke, but actually we do with 
leave to reapply in 6 months, or 3 months, or something of that sort. 
So it is that sort of thing where we take disciplinary proceedings based 
upon their registration with us or their membership in some trade 
association. 

Secondly, we can, if the case warrants it, go into court and seek an 
injunction against the practices that are reprehensible. 

Or the third is, if the facts warrant it. we refer to the Department 
of Justice with the recommendation that the man be prosecuted 
criminally. . 

Mr. Yares. There is nothing in the law which would permit you to 
recover on behalf of a person who has been defrauded by a broker- 
dealer the sum of money that has been lost? 

Mr. McEntire. There is no such provision. 

Mr. Yates. What jurisdiction do you have over others in the in- 
dustry than broker-dealers who are subject to your disciplinary ac- 
tion ? 

Mr. McEwnvire. That is a very good question. I could have an- 
swered it last week with more certainty than I can this week, Actu- 
ally the only others in the industry would be those that are registered 
representatives of broker-dealers. 

Mr. Yares. Are they not considered a part of the broker-dealer 
function ? 

Mr. McEntire. Yes, they are. And, of course, the doctrine of 
respondent superior applies and the broker-dealer is subject to pen- 
alties for failure to properly supervise his representatives. 

As I say, up until last week I could have answered with more 
definiteness because we have been, over a long period of time, proceed- 
ing in a method to invoke a provision of the statute which prohibits 
persons -from registering as broker-dealers who have been either 
disciplined—that is revoked or suspended or enjoined—or convicted, 
within a period of 10 years, or someone who has been found to be a 
cause of some other broker-dealer’s revocation. 

Mr. Yarrs. Subjected to one of these penalties ¢ 

Mr. McEnrire. Subjected to one of these penalities. In other 
words when we started a broker-dealer administrative proceeding 
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in these matters, we have named the parties that are suspected of 
being the guilty salesmen, naming them as additional respondents in 
the proceedings. And when we have made our findings we have found 
the ultimate facts and who are the “causes” of it. We felt that 
was a very practical way of implementing that provision of the law, 
and we felt it the proper way. 

The Court of Appeals for the District of Columbia disagreed with 
us just last week and said that that was not the proper way to do it. 
Frankly, it presents a terrific problem to us. We do not know just 
exactly how to proceed, May ] go off the record ? 

Mr. Corron. Yes. 

(Discussion was had outside the record.) 

Mr. Yatrs. What happened to the dispute on the proposed schedule 
of fees ¢ 

Mr. McEntire. We did, of course, make minor adjustments in some 
of the fees. ‘That does not amount to very much. The rest of it 
we have taken no official action yet. We just indicated in response 
to questions earlier, when I think you were out of the room, that we 
did not intend to promulgate the schedule that is presently out of 
comanent, 

As to what we actually will do, we were helped by some personal 
observations of the Chair here today. And as I further indicated 
at that time, it will be our hope that when the Commission gets re- 
constituted and back hitting on all five cylinders, we will address our- 
selves to the problem. 

I did not finish telling you about these other violations. If you 
are interested, I will be glad to do it. 

Mr. Yarers. I am interested for my own information, and I will 
refer-tothe page of the justification which you called to my attention. 

Mr. McEnrire. Very good. 

Mr. Corron. Thank you, gentlemen. The hearing is adjourned. 
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Wepnespay, Marcu 4, 1953. 
TARIFF COMMISSION 
WITNESSES 


OSCAR B. RYDER, CHAIRMAN 

LYNN R. EDMINSTER, VICE CHAIRMAN 

DONN N. BENT, SECRETARY 

LOYLE A. MORRISON, CHIEF, DIVISION OF INVESTIGATION 
LOUIS S. BALLIF, CHIEF, TECHNICAL SERVICE DIVISION 
BEN DORFMAN, CHIEF, ECONOMICS DIVISION 

PAUL KAPLOWITZ, GENERAL COUNSEL 


SALARIES AND EXPENSES 
Amounts available for obligation 


1952 actual 1953 estimate | 1954 estimate 





Appropriation or estimate $1, 250, 600 $1, 201, 375 $1, 392, 000 
Reimbursements fron non-Federal sources 600 
Reimbursements from other accounts 36, 909 26, 000 6, 000 
Total available for obligation , 287, 509 1, 317, 975 1, 398, 000 
Unobligated balance, estimated savings 75 
Obligations incurred 1, 287, 434 1, 317, 975 1, 398, 000 
Notr.— Reimbursements from non- Federal sources shown above are from the proceeds of sale of equip- 
I i 
ment (5. U. 8. C. 118 (d 1U.8. C. 686 


Obligations by activities 


Description | 1952 actual 1953 estimate | 1954 estimate 

1. Research, investigations, and reports on international 
trade. tariffs, and commercial policies $1, 058, 352 $1, 104, 600 $1, 171, 800 
2. Executive direction and administration 229, OS2 213, 375 226, 200 
Obligations incurred 1, 287, 434 1, 317, 975 1, 398, 000 


Obligations by objects 


Object classification 1952 actual 1953 estimate | 1954 estimate 












Total nun rm i ! ions 211 209 222 
Average number of all ployees 201 204 216 
A i Salaries ar 
(y ral s lul 

A eaenan $5.9 $6, O71 $65, 052 

A verage 1 GS-8.7 GS-8.7 GS-8.7 
1 « Ss 

I nn nt positions $1, 230, 353 $1, 261, 451 $1, 335, 700 

Regular pay in excess of 52-week base 4,271 4, 52 4, 800 

Payment above basic rates 1,074 ww) 

Payments to other agencies for reimbursable details 400 

Total personal services ; 1, 235, 698 1, 266, 875 1, 340, 500 

2 Travel 19, 43 13, 500 17, 000 
03 Transportation of things 12 0 50 
04 Communication services 4,386 4, 400 4,950 
06 Printing and reproduction 10, 690 10, 000 10, 000 
07 Other contractual services 1, 233 2, 000 2, 000 

Services performed by other agencies 9 O55 1,300 3, 000 
08 Supplies and materials.__ 11, 840 12, 500 14, 000 
09 Equipment 1, 788 6, 850 5, 500 
15 Taxes and assessments 298 500 1 


, 000 


Obligations incurred 1, 287, 434 1,317,975 1, 398, 000 
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Analysis of expenditures 


1952 actual 1953 estimate 1954 estimate 


Unliquidated obligations, start of year $79, 204 $80, 143 $88, 840 
Obligations incurred during the year ; 1, 287, 434 1,317, 975 1, 398, 000 
1, 366, 638 1, 398, 118 1, 486, 850 
Deduct 

Reimbursable obligations 36, 909 26, 600 6, 000 
Unliquidated obligations, end of year 80, 143 88, 850 96, 607 

Adjustment in obligations of prior years 140 
Total expenditures inthis: Ppicdit 1, 249, 446 1, 282, 668 1, 384, 243 


Expenditures are distributed as follows: 
Out of current authorizations 1, 170, 868 1, 198, 044 1, 205, 893 
Out of prior authorizations 78, 578 84, 624 8S, 350 


Mr. Puuurres. We have with us this morning the representatives 
of the United States Tariff Commission to present their request for 
appropriations for 1954 for that agency. We have present Mr. Ryder, 
the Chairman of the Commission, and Mr. Edminister, Vice Chair- 
man. Mr. Brossard phoned me and said he had a very urgent ap- 
pointment and asked if he might come in later today, and Mr. McGill 
is sick. Also we have Mr. Bent, secretary; Mr. Morrison, Mr. Ballif, 
Mr. Dorfman, and Mr. Kaplowitz. ~ 

Mr. Ryder, do you want to make a general statement ? 

Mr. Rypver. No. I have nothing much to add to our justifications, 
which I think state our case pretty completely. 

I would like to emphasize that if the Tariff Commission is to be 
expected to handle expeditiously and effectively all of the cases under 
the escape clause and section 22 of the Agricultural Adjustment Act 
as well as the other work we are required to do by law, it must have 
an appropriation of at least as much as we have asked for. With 
our present staff we are not able to do that work as expeditiously and 
thoroughly as it should be done. The small increase we are 
asking 

Mr. Puitures. You are asking for $1,392,000, and you had for the 
current year $1,291,375 or, roughly, you are asking for $100,000 of 
additional money. 

Mr. Ryper. We are asking for a small increase of staff to enable 
us to handle the greatly increased volume of work we have. 

Mr. Putures. Your addition to the staff is 13 new positions, and 
the average would be 12 employees for next year? 

Mr. Rypver. That is right. 





REVISED BUDGET ESTIMATES 


Mr. Puivires. You have what is familiarly called the freeze order 
from the Bureau of the Budget. 

Mr. Ryver. That is right. 

Mr. Pures. You also have in addition to that a request from 
the Bureau of the Budget to make a reanalysis of your budget re- 
quest. Have you done that? 

Mr. Ryper. We have done that. 

Mr. Puitures. Were you able to make any changes? 

Mr. Ryper. No; we were not able to do so, and we have filed with 
them a statement of the reasons why it was not possible for us to do so. 
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Mr. Pinus. Did you get clearance from them for these additional 
employees / 

Mr. Ryprr. We have not heard from them yet. As I understand, 
they are giving us an informal hearing tomorrow. 

Mr. Benv. That is correct. I think the Chairman was speaking 
of 1954? 

Mr. Puuuirs. I am talking about 1954, but also the freeze order 
applies to the last quarter of 1953. On that understanding, we have 
done nothing about additional employees in any of the agencies until 
we get a further statement from the Bureau of the Budget. 

(The following revised budget justification was received subsequent 
to the committee hearing :) 


Unirep Srates ‘TARIFF COMMISSION, 
OFFICE OF THE CHAIRMAN, 
Washington, D. C., March 28, 1953. 
Hon. JOHN PHILLIPS, 
Chairman, Subcommittee on Independent Offices, 
Appropriations Committee, House of Representatives 

Drar Mr. PHILLips: Attached is a copy cf a letter sent to the Tariff Commis- 
sion on March 13, 1953, by the Director of the Bureau of the Budget. The letter 
indicates that, as a result of the recent review and hearing conducted by the 
Bureau, the Commission’s appropriation request for 1954 has been reduced by 
$65,000, from $1,392,000 to $1,327,000. 

In complying with the Budget Bureau's request that your committee be ad- 
vised of the Bureau’s action, we have consulted informally with the committee 
staff. In accordance with their suggestions, we are attaching a table showing 
by object classes the changes effected in our appropriation request by the Bureau’s 
action, and will briefly explain such changes in the following paragraphs. 

In order to make the table comparable with the materials previously furnished 
to your committee, the total of $6,000 in reimbursements estimated to be received 
in 1954 has been added to both the original and the revised appropriation request 
shown in the Budget Bureau letter. 


GENERAL COMMENT 


The reduction of $65,000 in the Commission’s 1954 budget request results, of 
course, from the overall policy of the present administration to effect substantial 
curtailment of Government expenditures. In accordance with this policy, the 
Commission has endeavored to apportion the assigned reduction so as to carry 
out its functions as effectively as possible. 

In the nature of the Commission’s work, as explained in our justifications, it 
is difficult or impossible to forecast precisely the effects of the reduction in terms 
of particular activities during a future year. 


MISCELLANEOUS OBJECTS 


As the table indicates, two items of miscellaneous expenditure have been 
curtailed. 

02 Travel.—This item has been reduced from $17,000 to $14,500. The cut 
will be made possible in part by a reduction in the number of technical personnel 
available for travel. The cut will, however, bring the margin available for 
travel on “escape clause” and other investigations to an extremely low level 
in view of the anticipated volume of work in that capacity. 

08 Supplies and materials.—This item has been reduced from $14,000 to the 
1953 level of $12,500. 

Comment on miscellaneous objects.—The reductions indicated above bring the 
total of miscellaneous expenditures down to 4 percent of the total appropriation 
request, an extremely low percentage. The remaining items are of a continuing 
nature, which cannot well be reduced below the amounts originally estimated. 

01 Personal services.—ASs shown in the attached table, the original total of 
$1,340,500 for personal services has been reduced to $1,279,500, and the corre- 
sponding average employment from 216 to 204. Thus, the revised average em- 





567 


ployment of 1954 corresponds in total, and for the two major activity break 
downs, with that estimated for the fiscal year 1953 

The overall effect of this reduction is thus to continue the Commission’s aver- 
age employment at the rate provided for the present year. In the Commission's 
earlier justification, the basis for anticipating an increased workload in 1954, 
and the resulting need for a reasonable increase in the Commission's staff, are 
set forth in detail. It is evident that the reduction will curtail the Commission's 
effectiveness in meeting these increased responsobilities, both as to the prompt 
ness and quality of its performance. The Commission will, of course, do every 
thing within its power to carry out its statutory functions to the best of its 
ability with the resources available. 

+ * + o o 7. om 

The Commission will be glad, of course, to supply any additional informatio 

which will be of assistance. 
Sincerely yours, 
EpGar B. Brossarp, Chairmar 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 


Washington, D. C.. March 13, 19523 
lion. EpGAR B. Brossarp, 


Chairman, Tariff Commission, Washington, D. C 
Dear Mr. Brossarp: The report on your review of the 1954 budget estimates 
for your agency has been received and carefully considered in relatior 
administration’s stated policies and budget objectives. 
To meet these objectives, the following reduction in your appropriation will 
be necessary. You are expected to adjust your recommendations accordingly and 
present these revisions to the Appropriations Committees. 


to the 


Reduction in Appropriation for 1954 
Salaries and expenses, Tariff Commission : 
Amount in 1954 budget__ a ; $1, 392, 000 
Revised amount 


327, 000 


Reduction___—-_ a 65, 000 
Detailed information as to the reduction set forth above will be communicated 
to your agency through the Budget Bureau staff. 
Sincerely yours, 
Jos. M. Donae, Director 
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GENERAL JUSTIFICATION 


I think, Mr. Ryder, if you are making no additional statement, we 
might put in pages 1, 2, 3, 4, and the paragraph on page 5 of the 
justifications at this point in the record. 

(The matter above referred to follows :) 


GENERAL JUSTIFICATION 
I. INTRODUCTORY SUMMARY 


The appropriation estimates for the Tariff Commission for the fiscal year 1954 
total $1,398,000. The amount requested for personal services is $1,340,500, which 
will provide an average annual employment of 216. This is slightly higher than 
the average employment of 201 in 1952 and the estimated 204 for the current 
fiscal year. It is the minimum necessary if the Commission is to keep up its 
basic fund of information and is to meet the increasing demands upon its services 
resulting from recent statutory requirements and increasing competitive imports. 

The activity groupings adopted for 1952 are carried forward in the present 
estimates. Estimates for the two activities may be summarized as follows: 

Activity I is stated: “Research, investigations, and reports on international 
trade, tariffs, and commercial policies.” This covers all substantive work of the 
Commission, as well as all miscellaneous expenses. The total requested for this 
activity is $1,171,800. Of this amount, $1,114,300 is for personal services at an 
average annual employment of 178. The balance of $57,500 provides for all mis 
cellaneous expenses. 

Activity II is entitled: “Executive direction and administration.” It includes 
the Commissioners’ offices and the administrative services. The total request for 
this activity is $226,200, for an average annual employment of 38. Apart from 
the offices of the Commissioners, whose salaries are fixed by law, the estimate for 
administrative services totals $108,025 for an average annual employment of 26 
This amount is 7.7 percent of the total appropriation, a slightly smaller propor- 
tion than in the current and previous years. 

The bases for the foregoing estimates are analyzed in detail by major cate 
gories of work under later sections of this justification. In this summary we shall 
discuss briefly certain considerations which are essential to an understanding of 
the situation facing the Tariff Commission and of the reasons for its estimates for 
the fiscal year 1954, 

As shown in the average employment table on the following page, successive 
reductions in personnel since 1944 have reduced the Commission’s staff from an 
annual average of over 300 in immediate prewar and war years to an estimated 
average of 204 for the current fiscal year. This drastic reduction has occurred 
n the face of increasing demands for the performance of duties which fall in 
escapably in the field of the Tariff Commisison. In consequence, the Commission 
has been unable to cover adequately the field prescribed for it under its general 
powers. It has thus had to leave undone many of the duties it is charged with 
and which if performed would have been of real assistance to those charged with 
making the commercial policies of the United States in the postwar period. The 
Commission has been forced to confine its activities largely (1) to work re 
quested by the President or the Congress, or required in connection with the 
trade agreements program (especially the escape clause); and (2) to carrying 
on, to the greatest degree permitted: by the limited funds at its disposal, ‘the 
gathering and analysis of data required for maintaining the Commission’s busic 
fund of commodity and other information. 
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Average employment table, 1939-54 


Average Average 
Year employ- Year | employ- 
ment ment 

1939 303.0 1947 227.9 
1940 301.0 1948 ‘ 226.4 
1941 298. 8 1949 238.0 
1942 302. 6 1950 227.0 
1943 336. 1 1951 ‘ 213.0 
i944 301.6 1952 201.0 
i945 293.1 1953 (estimate) a ‘ 204.0 
1946 268, 7 1954 (estimate) 216.0 


The necessity of limiting its activities will not be eliminated if the Tariff 
Commission is given the small increase in staff which it is requesting. The in- 
crease Will by no means enable the Commission to meet all the manifold demands 
upon its services, The Commission believes, however, that if it is given the 
increase in personnel requested, it will be able to maintain at a minimuin level 
the fund of technical, commodity, trade and commercial-policy information 
which is basic to all phases of its work, and to perform the more urgent and 
important of the increasing, and the increasingly complex, tasks which fall 
within the Commission’s field of responsibility. 

As indicated later in the justification, the increase in workload facing the 
Commission results principally from the following: 

(1) From the increased work developing under the liberalized “escape” from 
trade-agreement concessions contained in section 7 of the Trade Agreements 
kixtension Act of 1951, which requires the Commission to make an escape-clause 
investigation upon the request of any interested party. 

(2) From increased activity under section 22 of the Agricultural Adjustment 
Act, especially in view of the amendments to that section made by the Trade 
Agreements Extension Act of 1951, requiring import restrictions under section 22 
if needed to safeguard agricultural control programs even if such action should 
violate international obligations, and requiring emergency investigations to be 
completed within 25 days in the case oi perishable agricultural products. 

(3) From the increasing demands coming from the defense agencies and the 
Congress for informational service and expert assistance. 

The Tariff Commission asks for serious consideration of the situation in which 
it finds itself as the result of an increasing workload and a diminishing staff. 
Unless the downward trend in size of its staff is not only checked but reversed 
the Commission cannot continue to meet effectively even the most urgent of the 
duties imposed upon it by law, such as making expeditious investigations in 
escape Clause and section 22 cases, carrying out its responsibilities under the 
trade-agreement program, and supplying objective commodity and trade in- 
formation to the deiense agencies and to the Congress. 


” 


LEGISLATIVE AUTHORITY 


Mr. Pures We have two new members on the committee, Mr. 
Jonas and Mr. Krueger, whom you have met. I think it might be help- 
ful if you would give a brief résumé of the work of the Commission, 

First of all, I think you got a letter and replied to it, did you not, 
asking for citations of the authority under which you act? 

Mr. Ryper. That is right. 

Mr. Puties. I think we will insert that in the record, too. 

(The matter above referred to is as follows:) 





U. §. 


Tariff Commission, 


Activity 


4 Assembling and analysis of basic data neces- 
sary to all investigations and reports 

B. Work under trade agreements program (gen- 
eral). 


1. “Escape elause’’ investigations 


‘Peril point”’ investigations 
3. Report on operation of the trade agree 
ments program. 
4. Other trade agreements work 
C, Assistance to Congress 
D. Work under certain specific provisions of law: 
1. Agricultural Adjustment Act 


. “Flexible tariff’ provision 
3. Unfair methods of competition 
unfair acts in importation, 
4, Quotas on Philippine articles 


and 


E. Special reports and studies: 
1. Annual report 
2. Revision of summaries of tariff infor- 
mation. 
3. Reports on synthetic organic chemicals 


4. United Status import duties (basic 
document for all activities of Com- 
mission). 

5. Commodity, industry, and other spe 


cial reports. 
F. Assistance to other Governn 
G. Furnishing technical information to 
and public. 


1ent departments 
industry 


NATURE OF 


legal authority for activit 


| Sec. 22, Ag picenurel 


| See. 337, 


TARIFF 


ofl 


ed in 1954 budget 


res car 


Authority 
Sees. 332 and 333, Tariff Act of 1930 (19 U. S. C. 1332, 
1333), and all authorities listed below 
Sec. 350, Tariff Act of 1930, as amended and extended 





(Trade Agreements Act of 1934, as an led and 
extended) (19 U. S. C, 1351-1354), Executive Order 
10U82, Oct. 5, 1949 

Sec. 7, Public Law 50, 82d Cong tr aide Agreements 
Extension Act of 1951) (65 St - 74), E xecutive 


Order 10401, Oct. 14, 1952. Par ,E xecutive Order 
10082, Oct. 5, 1949 

Sec. 3, Public Law 50, 82d Cong. (Trade Agreements 
Extension Act of 1951) (65 Stat. 72). 

Par. 14, Executive Order 10082, Oct. 5, 1949. 


Executive Order 10082, Oct. 5, 1949. 
Sec. 332, Tariff Act of 1930 (49 U. S. C. 1332) 


Adjustment Act of 1933, as 
amended (7 U. 8. C. Sup. I, 624). 

See. eae aA, Act of 1930 (19 U. S. C. 1336 

Tariff Act of as amended (19 U. 8. C, 

1337, 1337a). 





1930, 





Sec. 504, Philippine Trade Act of 1946 (22 U.S. C. 1251, 
1354). 

Sec. 332, Tariff Act of 1980 (149 U.S. C. 1332 

Sec. 332, Tariff Act of 1930 (19 U: S. C. 1332 

Sec. 332, Tariff Act of 1930 (19 U. S. C. 1332), and dire 
tive the Bureau of the Budget 

Sec. 332, Tariff Act of 1930 (19 U. 8. C. 1332 

Sec. 332, Tariff Act of 1930 (19 U. S. C. 1332 

Sec. 334, Tariff Act of 1930 (19 T 5. C. 1334 

Secs. 330, 331, 332, Tariff Act of 1930 (149 U. 8S. C 
1331, 1332), and necessary implied functior 


COMMISSION WORK 


Mr. Ryprr. Of course, all of our activities are required by law, and 


in some 


plete work. As I understand 


cases we have a limitation on the time in which we shall com- 


you want me to give some idea 


of the functions of the Tariff Commission. 


Mr. Puitures. That is right. 
Mr. Ryper. 


was established 


The original function of the Tariff Commission, which 
in 1917, was to investig 


ate and obtain information to 


enable the Congress and the Executive to act in tariff matters. 


Mr. Puttures. 
Mr. Ryper. 
gathering body. 
to do anything about tariffs. 


That was it. 


objective investigation. 


Mr. 


Where did you get your start? 

In other words, we were an information 

The Congress had had difficulty whenever it wanted 
Two parties always came in, one telling 
one story and the other telling another story, 


with no one to make an 


Puiturs. Where do you get the subjects you start to work on? 
Do you do it on your own volition, or 


do you have requests for in- 


vestigations from some source? 

Mr. Ryper. Under that general law, we are required to keep up 
information regarding all commodities covered by the tariff—all com- 
petitive problems covered by the tariff; we are also required to keep 
track of the trade policies of foreign countries, which we have not 
been able to do in recent years because of the lack of appropriations. 
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Obtaining and analyzing information is our primary function; it is 
the foundation for all of our activities; it is on the basis of informa- 
tion we gather that we do special jobs under special laws. We get 
requests from committees and individual Members of Congress for 
information, and if we did not keep up-to-date information, we 
would not be able to reply to them. 

Also, in addition to the general power of investigation, we are 
required by special legislation to perform certain spec ified functions. 
One example is the escape clause of the Trade Agreements Act. 
Under the escape clause, and under section 7 of the Trade Agree- 
ments Act of 1951, we are required on application of any interested 
party to make an investigation and, if we find any evidence at all 
of injury, we have to hold public hearings. A 1-year limitation is 
placed on the time we can take in any investigation. Most of these 
investigations—virtually all of them—create uncertainty both in the 
importing and domestic producing industries, and we like to. com- 
plete them as quickly as possible. With the small staff we have, we 
are not able to do that. We have difficulty in completing them 
within the limitation of a year. We have completed every one so 
far within the year required but have difficulty in doing it and, with 
our small staff, also we frequently have to proceed without as much 
information as we would like to get. That is one of the special 
functions of the Commission. 


WORK IN CONNECTION WITH SECTION 22 CASES 


(nother one is under section 22 of the Agricultural Adjustment Act. 
Under that we investigate only on direction of the President. On 
recommendation of the Secretary of Agriculture, the President, when 
he has any reason to think that imports may be interfering with any 
program of the Department of Agriculture, asks the Tariff Commis- 
sion to investigate. We have to report to the President the result of 
the investigation, and the President takes whatever action he thinks 
necessary in view of the Commission’s report. 

Mr. Puiniirs. What did he do with your recommendations on briar 
pipes ¢ 

Mr. Ryper. That is under the escape clause. You have the record 
of that. You know as much about that as I do. 


INVESTIGATION ON TREE NUTS 


Under section 22, which is another part of our work that is increas- 
ing, we have a continuing investigation on tree nuts. 

Mr. Putuuirs. Especially filberts and almonds? 

Mr. Ryprer. There is a fee in effect by Presidential order on almonds, 
but the President did not impose the quota recommended on filberts. 

Mr. Putiures. Has he made a decision yet? 

Mr. Ryper. Oh, yes. That was Mr. Truman, last summer. 

Mr. Putuips. I thought that was coming up again. I had a letter 
from the filbert people, and I was under the impression it was coming 
up again. 

Mr. Rypver. We review the whole nut situation once a year and will 
do that again before the beginning of the next season. 

Mr. Putuirs. Are you going to leave section 22? 

Mr. Ryper. Yes. 
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INVESTIGATION ON COTTON 


Mr. Puittires. Before you leave section 22, I did not understand 
what you mean at the bottom of page 24 where you state in two in- 
stances the Commission was given additional responsibility in allotting 
supplementary amounts imported among the consuming mills. This 
has to do with cotton. 1 do not know where you get the authority. 
Did Congress ask you to do that under one of our bills? 

Mr. Ryper. | will have to ask our attorney here to give the legal 
foundation for it. He can tell you what happened. 

We have had a quota in effect on long-staple cotton since 1932. In 
most years the quota has not been filled. I think the first year it was 
filled was 1947. 

For 2 or 3 years we recommended an increase in the quota because 
of the shortage of long-staple cotton compared with the demand, and 
in both cases we were directed by the President, as I recall it, to in- 
crease the quota in a specified quantity but to give to each muil only 
the amount of cotton actually needed. Thus we had to pass on the 
needs of each individual mill. 

Mr. Pures. How did you come to get that, Mr. Kaplowitz? 

Mr. KapLowrirtz. Section 22 provides tor initial action by Presiden- 
tial proclamation imposing a quota. ‘Then the law goes on to say 
hat, upon investigation and hearing and. going through the same 
procedure, the President may modify or suspend the provisions of the 
proclamation to reflect any changed conditions that might have 
occurred. 

For example, in some of these cotton supplementary investigations 
which might arise by request received from some businessman or 
others who claim they need for their operations some special type of 
otton, like extra-long-staple cotton, if it seemed meritorious, we 
would look into it and, if we found additional quantities of cotton out- 
side the existing quotas could be entered without interfering with the 
igricultural program, we would recommend to the President that 
he modify the proclamation because of this changed condition, even 
though temporary, to permit this additional quantity to come in. 

In other words, the way section 22 operates, we start out with an 
initial action which from time to time can be modified or exceptions 
nade. For instance, we might find later on that some particular type 
of cotton no longer should be subjected to quota restrictions. 

Mr. Puiures. I am not sure I understand you. What I was asking 
about was this allotment to the mills. After having let this speci: il 
item come in, then do you determine where it shall go? 

Mr. Kaprtowrrz. Inherent in the statute is that the President in 
modifying his order can permit any additional quantity to come in 
under any conditions he might see fit to impose. In this allotment 
procedure, it was determined that the best way to make a fair distri- 
bution of the extra quantity of the cotton that was going to come in 
would be to each firm who wanted to use it. After all, we were going 
to allow this quantity to come in only because those people said they 
had to have it. We wanted to be sure there would not be any playing 
around with the market and someone getting an unfair share, so we 
decided the effective way to determine it would be to allow these 
people to apply and say they had to have this particular quantity 
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they were asking for. Of course, we had a ceiling on the quantity 
that might come in, but it did not mean we had to ih the whole 
quantity come in. We only wanted to allow so much of that quantity 


to come in as was absolutely necessary, and that allotment procedure 
was provided for. The P resident said ; 


Here is the ceiling on the amount that can come in; in addition, however, I 
will only allow so much to come in as is actually proven to be necessary. 

The way to do that is to have each firm show its individual needs fo 
this extra quantity. 

Mr. Puiups. In reading this, I thought you were stepping just 
about half a pace outside of your function when you began to allot 
the material coming in to the individual mills. 

Mr. Ryper. When you have a restrictive quota you have to make 
allotment in some form or other. It is done under the Sugar Act. 
It has to be done in some form or other; otherwise one person would 
gobble up the whole amount. The President in effect said, “I will 
authorize a supplemental quota of not to exceed a certain amount, 
but allocate to each mill only what it needs.” I think in one case we 
did not allocate the total quota. The mills, in the aggregate, did not 
make a case for as much additional cotton as authorized. 

Mr. Pures. I did not mean to interrupt your statement. 

Mr. Ryper. Now, there are the two special provisions of law under 
which we operate, which I have discussed. The escape clause or sec- 
tion 7 of the Trade Agreements Extension Act of 1951 and section 22 
of the Agricultural Adjustment Act are the two special provisions 
of law under which we have most work at the present time. And it 
is very clear that the work under both of those provisions is more 
or less of an emergency nature because when you have an investi- 
gation under either one of them you have a condition of uncertainty 
in the trade both on the domestic side and the importing side until it 
is completed. The Commission is distressed that it has not been able, 
because of its short staff, to complete the investigations as quickly 
as they should be completed, and also, in a number of cases, has not 
been able to go as thoroughly into the questions involved as it would 
like to do. 

Mr. Bent. If I may, I would like to add just a word from my 
personal recollection on the matter of the cotton allocation. It hap- 
pened that the hearing came up just after I went with the Com- 
mission myself, so I was very much interested and somewhat sur- 
prised, but there were representatives at the hearing, as I recall it, 
of the military, who were primarily responsible for wanting addi- 
tional long-staple cotton; there were people there from the Depart- 
ment of Agri iculture ; there were people there representing the cotton 
growers and a lot of people representing cotton mills, big ones and 
little ones. But, as incredible as it sounds in certain respects, the 
Commission seemed to be very reluctant, the way it looked to me, to 
take on that function. 

Mr. Ryper. We were. 

Mr. Ben. And all of these different interests joined in urging 
the Commission to do it; it had to be done by somebody, and the 
Commission was most familiar with it. _ Therefore it would be the 
simplest and least expense for the Commission to do it. I am quite 


sure we could dig up that record, and it would show something 
about like that. 
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Mr. Ryper. AsI say, these two provisions, section 22 and the escape 
clause, are those under which we have the greatest amount of work 
at the present time, and we feel very strongly that if we could get 
the small increase in staff which we are asking, we could do a better 


aud more expeditious job. 
PERSONAL SERVICES 


Mr. Puturs. Where do you expect to put your 12 additional 
eople f 

Mr. Ryper. They will have to go largely—some of them, of course, 
will have to go in the clerical staff, a few of them; but, as far as the 
expert staff is concerned, we would have to strengthen and fill vacan- 
cies we have in our commodity divisions. We have had a number of 
vacancies occur recently in our commodity divisions. 

Mr. Putiures. Have you had any estimate of the classifications 
you would expect to use for these 12 people? 

Mr. Ryner. I do not think so. 

Mr. Pures. When you speak of putting them in the clerical 
staff or putting them on as commodity specialists, that is quite a 
difference. 

Mr. Ryper. Oh, yes. 

Mr. Bent. There is only one clerical person contemplated out of 
the 12. The others—and, of course, that far ahead, it is admittedly 
an estimate; we cannot tell exactly what the situation may be—it is 
estimated the people will run about grade 9 or, in some cases, grade 11. 

Mr. Ryprer. Most of the experts we take on will be commodity 
ople. We might add one or two economists to the staff. And our 
Teal Division is very short, and we might add one member to that 
Division. 

Mr. Puriures. Well, you are asking pretty high salaries. 

Mr. Bent. Yes. 

Mr. Putiutes. You are asking for an average of better than $6,000 
for salaries. 

Mr. Bent. The average salary within the Commission, excluding 
the Commissioners, is less than $6,000; it is relatively high, although 
not as high as a number of others. 

Mr. Putiurrs. Why does your agency run somewhat higher than 
the average? 

Mr. Ryper. The reason we run somewhat higher than the average 
is very simple. To handle the kind of work we have requires ability 
to gather and analyze information regarding competitive situations. 
We have to have men with first-grade ability and with good training 
to fill those positions. In other words, it requires a high caliber of 
men to do the kind of work our experts have to do. 

Mr. Puuairs. I think it might be a good idea for you to give us a 
breakdown of all your employees by classification. 

Mr. Ryper. We will be very glad to do that. Mr. Bent will supply 
such a chart to the committee. ‘ 

Mr. Pures. Is there anything further you want to add? 

Mr. Rypver. I think I have said all I need to say about section 22 
and the escape clause cases. I would like to add a word at this point 
in regard to our shortage of staff. 
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To give one example, we have a Lumber and Paper Division, usually 
composed of about 4 or 5 experts and the Chief of the Division. It 
is a small division, but it has to handle a vast variety of commodi- 
ties—books, papers, wood pulp, and all kinds of wood produets. 
The Division is down now to the Chief and one expert to handle that 
whole group of commodities. 

Mr. Puiiuirs. What do you do in a case like that—just stop the 
work or thin it out ? 

Mr. Ryver. If we have any funds at all, we have to try to add to 
that Division. That is one of the things we are going to try to do 
quickly now this vear. But that gives you an example. Even if you 
add 1 man, it would still be impossible for 3 men to cover all of the 
commodities and information which are covered in the paper, book, 
and lumber schedules of the tariff act. 

Mr. Bent. I have here a chart as of December 31. There has been 
verv little change. If it is agreeable, I will leave that for the record. 
Mr. Putures. Is not that the one attached to the justifications? 

Mr. Benr. That is the position chart for 1954. This one is as we 
are, the exact people we have now by name and salary 

Mr. Putiiies. Suppose you leave that with the cet and we will 
look over it. I think we may combine them. 

Mr. Bent. May I say a further word on the matter of the average 
salary ? 

Mr. Pruimutrs. Yes. 

Mr. Benv. In addition to what the chairman has said, I think there 
are two other factors that enter into it. The primary one is the na- 
ture of the Commission’s operations. We have very little—hardly 
anv—'n the way of clerical work. For example, before coming with 
this Commission, some years ago I worked for the Civil Service 
Commission. I had charge of a section which had about 350 people. 
I would imagine their average grade would be grade 4. It was a 
tremendous factory putting cards in and out of the files and so forth. 
There is nothing of that sort in the Tariff Commission; it is entirely 

professional operation. It takes only a minimum clerical staff to 
keen the rest of them going. 

Secondly, it is an old organization, extremely stable. Most of the 
people there have been there for many years and they are people who 
have been slowly promoted. 

Mr. Putiiies. Does that conclude your statement, Mr. Ryder? 

Mr. Rypvrr. No. I have one more thing I might add, just to round 
out the picture. 


WORK UNDER SECTION 336 


In addition to that work under section 22 and the escape clause 
I have referred to, we also have work under other special provisions 
of law. 

We have section 336, under which, after investigation of the dif- 
ferences in cost here and abroad and reports to the President, the 
Presidei.t can decrease or increase duties as much as 50 percent. We 
have had little work under that section in recent years, partly because 
of the intervention of war and partly because under the Trade Agree- 
ments Act no commodity on which trade-agreement action has ‘been 
taken is subject to action under section 336. We have now in process, 
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however, an investigation under that section (the second one since 
the war) on chinaware—household table chinaware. 

Mr. Puiuirs. Have you made a report on that as yet ? 

Mr. Ryper. No. 

Mr. Pures. What else ? 

Mr. Ryver. That is one good example of how we are handicapped 
by shortage of staff. We had an investigation under the escape clause 
on the type of chinaware which comes under the Trade Agreements 
Act, which is a different grade of chinaware from that covered by 
section 336 investigations. We have a time limit on our investigations 
under the escape clause of 1 year; so we had to concentrate on that. 
The result was we pulled people off work on section 336 until we 
finished the work on the escape-clause investigation because we had 
not enough expert people to put on two chinaware investigations at 
the same time. 

Mr. Pures. What do you have on the table right now? You have 
tree nuts that I know of. 

Mr. Ryper. That is under section 22, 

Mr. Putiires. What have you under section 336? 

Mr. Ryprer. Under 336, household chinaware is the only investiga 
tion. Then we have section 337, on which we had a considerable 
imount of correspondence in recent years: but, so far—— 


SECTION 3837 WORK; UNFAIR COMPETITION 


Mr. Puuuirs. Section 337 is unfair competition ¢ 

Mr. Ryper. Unfair competition. 

Mr. Puitiies. How do you get unfair competition, Mr. Attorney ? 

Mr. Kartowrrz. I was puzzled as to why we got it in the first in- 
stance, but we have had it for a great many years. 

Mr. Puituips. Did you get it by statutory authority ? 

Mr. Kapiowitz. Yes. Section 337 of the Tariff Act was contained in 
the 1922 act. It was included after months of research. 

Mr. Pures. Is it not only unfair competition derived from im 
ports ¢ 

Mr. Kapiowrrz. Yes; derived from imports or imported articles. 
But, as it has operated in actual operation, it has really come to be 
more or less an appendix to the patent protection, because in most of 
the cases we have had—and we have a complaint right now pending 
that involves patents—it is claimed that foreign imports are coming 
in which are infringements of United States patents. That is a very 
complicated thing. We do not have any patent experts. 

Mr. Purasps. Do you read into your authority the right to act in 
those cases? 

Mr. Kartowrrz. The Commission before I was there read into the 
statutes that we had authority in these patent matters, and the courts 
lave sustained that. 


WORK ON COPPER TARIFF 7 


Mr. Puiturrs. How about copper? You got a new job on copper 
recently ¢ 

Mr. Ryper. We have had that for a year or so. We have copper, 
zine, and lead. 
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Congress passed a law suspending the duties for a specified period 
of time but providing, if prices went below a certain figure, in the 
case of copper 24.5 cents, if I remember correctly, the Tariff Commis 
sion should report that fact and, on the basis of that report, the Presi- 
dent is required to issue a proclamation reestablishing the duty. 

In addition to our ‘work under the specific provisions of law which 
I have discussed, we are also required by law to make any special 
investigations whic h we are called upon by Congress to make or by 
either the Ways and Means Committee of the House or the Senate 
Finance Committee. Last June, for example the Senate Finance 
Committee requested us to make an elaborate report on tuna fish. 
They gave us until March 1 to complete the report. 


WORK ON TUNA FISH 


Mr. Puutuies. Canned tuna fish ? 

Mr. Ryprer. The resolution relates primarily to fresh tuna, but you 
cannot discuss one without discussing the other. They are interre- 
lated. We had also an escape-clause investigation on certain types of 
tuna. There again we lost our main expert, and a young man we 
brought in who was new to our work had to carry on with the aid of 
other experts who were shifted to the investigation. 

When our one fishery expert got sick and various other things hap- 
pened, we had to go to Senator Millikin and ask for an extension, and 
he granted us an extension until March 20 and are now working our 
heads off to get the report in by March 20. 

Mr. Puruies. On tuna? 

Mr. Ryper. On tuna. 


PRINTING AND REPRODUCTION 


Mr. Puiurps. Tell me about your publications. That is not clear 
tome. For example, on page 30, which would you publish—prelimi- 
nary or final reports on synthetic organic chemicals? And on page 
28, in the field of special articles, I am not clear in my mind whether 
that is rather an informal report or if that is something you print and 
publish. 

Mr. Ryprer. We have no regular reports except the annual report 
required by law and the report “required by Executive order once a year 
on the operations of the trade-agreements program. 

Mr. Puiiuirs. On page 31, you say: 

The Commission has continued to issue monthly statistics and so forth of syn- 
thetic organic chemicals. 

In what form ? 

Mr. Ryper. Mr. Ballif can explain that to you. 

Mr. Pui.ires. What I am interested in is what you get out in the 
form of printed matter as regular reports and what it costs you. 

Mr. Bauurr. Actually, we get out two reports. One is on synthetic 
organic chemicals, and one is a monthly report which is just a 1-page 
affair that we produce ourselves. 

Mr. Puiiires. By mimeogr: iph? 

Mr. Bauuir. By mimeog -aph. The other is a fairly sizeable report 
which we in recent years have had printed by the offset. process at the 
Government Printing Office. 
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Mr. Pups. Those are all the reports you get out? 

Mr. Baur. On synthetic organic chemic als. 

Mr. Puuures. Or on anything else ? 

Mr. Bauuir. No. As the chairman indicated, we publish an annual 
report on the trade-agreements program, and we, of course, issue our 
annual report as required by law, and from time to time we do pub! ish 
formal reports. In recent years there have been very few of those. 

Mr. Kartowrrz. I might mention that the best se ‘ling item is our 
document United States Import Duties, which is quite a voluminous 
iffair restating the whole tariff act and showing all of the modified 
rates and the new rates. 

Mr. Puiiurms. How often do you publish that ¢ 

Mr. Kaprtowrrz. We had one in 1950 and had to publish supple- 
ments in the intervening period, and then we had one in 1952. 

Mr. Putuirs. You lead me directly into my next question. How 
much is there in your budget for all of these publications? 

Mr. Bent. You are spe: 1king now of the cost of reproducing these— 
the actual printing cost? 

Mr. Putures. That is right. The next question will be if you sell 
them and how much you get for them ? 

Mr. Bent. I will start on that. We get these out initially in our 
own duplicating plant to meet the immediate needs for sending them 
to you folks, to the White House, and so forth. We then, as soon as 
possible, print the actual legal reports that go to the President which 
make up the Commission’s decisions, if you like, and which all people 
interested in such matters—attorneys and so forth—want to have. 
Those cost something like $10,000 in total. 

Mr. Puiturrs. Cannot you give me the figure for printing all of the 
publications ? 

Mr. Bent. Yes. 

Mr. Putuities. You have down here an estimate of $10,000. Do you 
think that is going to cover it ? 

Mr. Bent. I think so. 

Mr. Puiturres. How much do you get from the sale of any of these 
documents ? 

Mr. Bent. We have no legal authority to sell them. 

Mr. Puiuies. They are sold by the Superintendent of Documents? 

Mr. Bent. They are sold by the Superintendent of Documents. 

Mr. Pumurrs. Do you have any idea how much he gets for your 
publications ? 

Mr. Bent. I am sorry to say I do not. 

Mr. Puiuuies. It is covered directly into the Treasury ? 

Mr. Benv. It is covered directly into the Treasury. 


REIMBURSEMENTS FROM OTHER AGENCIES 


Mr. Putxres. Do you get any money from any other agencies or 
departments for work you ‘do for them? 

Mr. Ryprr. Some, a very small amount. 

Mr. Bent. We are this year getting an estimated $26,000. 

Mr, Puiturs. Do you report that somewhere in here? 

Mr. Benr. Yes, sir. That is included through our entire justifi- 
cation. Of that, $20,000 is for work we had to do for the Defense 
Production Administration. 
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Mr. Putuiirs. You mean they are your reimbursable obligations? 

Mr. Bent. That is right. 

Mr. Puiuirs. You asked $26,600 for the current year and estimate 
only $6.000 for next year. 

Mr. Bent. That is correct. The reason for that is that the Budget 
Bureau estimated, apparently with some accuracy, there would not 
be as many defense agencies functioning next year. The $6,000 is for 
the duplicating work we do for sister agencies. 

Mr. Prtmurps. Do you agree with this figure of $6,000? 

Mr. Bent. Do vou mean do I think it is enough ? 

Mr. Puiurps. Yes. 

Mr. Bent. I think it is all that can be counted on. I do not know 
what may happen otherwise, but I think that is the best estimate we 
can make. 

Mr. Puitutes. For how much did you ask the Bureau of the Budget ? 

Mr. Bent. The exact figure is $1,392,000. Our original request con 
templated our having about 275 people and provided for a total esti 
mate of $1,675,000. 

Mr. Puiiures. The difference between your request and the amount 
the budget allowed you was entirely in personnel ? 

Mr. Benr. We asked for 76 additional positions and were al 
lowed 13 
Mr. Ryper. Even if they gave all we asked, we would be about 25 
lower than our normal staff during the war. 

Mr. Puituirs. If the Budget Bureau gave all of the agencies all 
they asked for, where do you think the poor taxpayers would be? 


OTHER OBLIGATIONS 


Now, let us go to page 41, which we will put in the record at this 
point. 
(The matter above referred to is as follows:) 


Obiect Actual Actual | Estimate | Estimate 

: 1951 1952 1953 1954 

MISCELLANEOUS OBJECTS 

02 Travel i ; 4 “ | $11,854 $19,434 | $13, 500 $17, 000 
3 Transportation of things. __--- 12 | 2 50 | 50 
04 Communications 4. 466 4, 386 4, 400 4, 950 
06 Printing and reproduction : 12, 861 10, 690 10, 000 10, 000 
07 Other contractual services 1, 958 1, 223 2,000 2. 000 
Services performed by other agencies : 3.001 2,055 1, 300 3, 000 
Os 1 s it rials ; 20, 203 11, 840 12, 500 14, 000 
09 Eouipment ” 14, 453 1, 788 6, 850 5, 500 
15 Taxes and assessments... : 94 298 500 1,000 
I i us obje . 68, 902 51, 736 41, 100 57, 500 


TRAVE!I 


Mr. Primus. On “Miscellaneous objects,” why do you want an 
additional $3,500 for travel on the basis of only 13 additional people? 
Does it mean a change in the nature of your work? 

Mr. Ryper. Under the escape clause investigations and section 22 
investigations and, even more. under section 336 investigations, in 
order to get adequate information, a great deal of field work is re- 
quired: also to keep up the regular information which we summarize 
in our Tariff Commission summaries. These summaries we try to 
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ep under continuous revision for every commodity covered by the 
ti ariff. We find that our experts, - order to know what is going on 
in industry, have, once a year or so, to visit the industries they cover 
in order to see what are the 6 in processes and what are the 
changes in competitive conditions. We have been handicapped a 
creat deal in recent years because of the lack of funds to do sufficient 
eld work to keep up to date our basic fund of information. On 
some of the escape clause investigations, moreover, we are not able to 
“o as thoroughly into matters as we should like because of the limita- 
ons on travel. 


OTHER CONTRACTUAL SERVICES 


Mr. Primuires. Whom do you expect to pay 83.000 for doing work 
for you! 

Mr. Benr. That consists of nursing services which we hope will 
be furnished by the Civil Service Commission. We are not big 
( ough to atford one ourselves, but they have had an arrangement 
in the past for sharing one among several agencies. 

Mr. Puiiuirs. You also recite you want some laundry work down 
there. Why does not the GSA do that for you? 

Mr. Bent. They do not furnish that service. 


NATURE OF TARIFF COMMISSION WORK 


Mr. Corron. This wee been covered by the chairman of the com- 
mittee in his questions, but I just want to refer back to it. 

Are you the only agency in the Government that is fundamentally 
and basically a factfinding agency ? 

Mr. Ryper. I would say certainly in the field of tariff and foreign 
trade; yes. I am not familiar enough with all of the operations— 

Mr. Corron. Of course, I would exclude the Bureau of Standards 
and some of the scientific research agencies. I am asking about those 
whose fundamental business it is to accumulate facts and statistics 
and information for the use of other people in the Government. Are 
you the only one ? 

Mr. Ryper. Certainly in this field. Whether you would call the 
Bureau of Mines an information- gathering agency or not, I am not 
familiar with all of the aspects of its work. | know to some extent 
it 1S. 

Mr. Corron. That is not an independent agency. 

Mr. Ryprer. No; that is not an independent agency. 

Mr. Corron. In other words, would it be safe to say you are basi- 

cally a factfinding Commission ¢ 

Mr. Ryprr. Oh, yes. 

Mr. Corron. And, second, probably you are the only independent 
agency in the Government whose exclusive function is factfinding ? 

Mr. Ryper. I think that is correct, as far as I know. 

Mr. Corron. Now, you received a rather paltry sum of $6,000, I 
believe the evidence shows, as reimbursement from these temporary 
emergency agencies. Your data is used by the President, used by the 
Congress, used by many other of the regular departments of the Gov- 
ernment ? 

Mr. Ryper. That is right. 
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LEGISLATIVE AUTHORITY 


Mr. Corron. Do they call on you for other studies and facts than 
those laid down by statute? 

Mr. Ryper. All of the defense agencies from time to time call upon 
us for a great deal of information. 

Mr. Corron. Pardon me. I am not including the temporary 
agencies. Let us talk about the present situation. I am trying to 
get the general background. I mean does either the President or 
committees of Congress or other regularly established departments 
of the Government have a practice of asking you for other facts and 
other studies than the regular studies that are laid down in the 
statute ¢ 

Mr. Ryver. Oh, yes. I called attention to one previously. That 
is the report we are making on tunafish. That was under a resolution 
of the Senate Finance Committee. And we are called upon to report 
regularly by the Senate Finance Committee and the House Ways and 
Means Committee on bills affecting foreign trade. Then we are also 
called upon on occasion to have our experts appear and testify dishes 
congressional committees. That was done just recently by the Senate 
Finance Committee on copper. 

Mr. Corron. Without going into too many details, they do call 
en you? 

Mr. Ryper. That is right. 


AUTHORITY TO CONDUCT INVESTIGATIONS WHEN REQUESTED 


Mr. Corron. Does the act creating your Commission or subsequent 
acts of Congress that define your duties and responsibilities specifi- 
cally and definitely obligate you to do all of these chores that may 
from time to time be handed to you by committees—not by Congress 
but by committees of Congress—by other departments, and by the 
Executive ? 

Mr. Ryper. That is right. Our law takes in all those and requires 
us to cooperate with other Government departments. Mr. Kaplowitz 
can cite the statute. 

Mr. Karrowrrz. The Tariff Act itself requires us to cooperate with 
other Government agencies and assist them along the lines we operate 
in, and it specifically requires us to make such investigations and 
reports to the President and to the Houses of Congress and to the 
Ways and Means Committee of the House and the Finance Committee 
of the Senate as they request. And anything they ask us to do the 
law requires us to do. 

If we get a request by resolution to make a study like this tuna study, 
which is called a section 332 study, because the request was made for 
us to make the study under section 332 

Mr. Corron. How long is that section or the sections of the law 
that lay that burden upon you? 

Mr. Kartowrrz. You mean how many pages? 

Mr. Corron. Yes. 

Mr. Kapiowrrz. Section 334 is just 1 paragraph of about 15 lines. 

Mr. Corron. Mr. Chairman (Mr. Phillips), may we have those 
sections inserted at this point in the record ? 

Mr. Putuires. Yes. 
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(The matter above referred to is as follows :) 
SEC. 332. INVESTIGATIONS 


(a) INVESTIGATIONS AND REportTs.—It shall be the duty of the commission to 
investigate the administration and fiscal and industrial effects of the customs 
laws of this country now in force or which may be hereafter enacted, the rela- 
tions between the rates of duty on raw materials and finished or partly finished 
products, the effects of ad valorem and specific duties and of compound specifi 
and ad yalorem duties, all questions relative to the arrangement of schedules 
and classification of articles in the several schedules of the customs law, and, 
in general, to investigate the operation of customs laws, including their relation 
to the Federal revenues, their effect upon the industries and labor of the countrv 
and to submit reports of its investigations as hereafter provided. 

(b) INVESTIGATIONS OF TARIFF RELATIONS.—The commission shall have powes 
to investigate the tariff relations between the United States and foreign coun 
tries, commercial treaties, preferential provisions, economic alliances, the effec 
of export bounties and preferential transportation rates, the volume of importa 
tions compared with domestic production and consumption, and conditions, 
causes, and effects relating to competition of foreign industries with those of 
the United States, including dumping and cost of production. 

(c) INVESTIGATION OF PARIS Economy Pacr.—The commission shall have 
power to investigate the Paris Economy Pact and similar organizations and 
arrangements in Europe. 

(d) INFORMATION FOR PRESIDENT AND CONGRESS.—In order that the Presi 
dent and the Congress may secure information and assistance, it shall be the 
duty of the commission to 

(1) Ascertain conversion costs and costs of production in the principal 
growing, producing, or manufacturing centers of the United States of articles 
of the United States, whenever in the opinion of the commission it is 
practicable ; 

(2) Ascertain conversion costs and costs of production in the principal 
growing, producing, or manufacturing centers of foreign countries of articles 
imported into the United States, whenever in the opinion of the commission 
such conversion costs or costs of production are necessary for comparison 
with conversion costs or costs of production in the United States and can be 
reasonably ascertained ; 

(3) Select and describe articles which are representative of the classes or 
kinds of articles imported into the United States and which are similar to 
or comparable with articles of the United States; select and describe articles 
of the United States similar to or comparable with such imported articles ; 
and obtain and file samples of articles so selected, whenever the commission 
deems it advisable; 

(4) Ascertain import costs of such representative articles so selected ; 

(5) Ascertain the grower’s, producer’s, or manufacturer’s selling prices 
in the principal growing, producing, or manufacturing centers of the United 
States of the articles of the United States so selected ; and 

(6) Ascertain all other facts which will show the differences in or which 
affect competition between articles of the United States and imported articles 
in the principal markets of the United States. 

(e) DEFINITIONS.—When used in this subdivision and in subdivision (d)— 

(1) The term “article” includes any commodity, whether grown, pro 
duced, fabricated, manipulated, or manufactured ; 

(2) The term “import cost” means the price at which an article is freely 
offered for sale in the ordinary course of trade in the usual wholesale 
quantities for exportation to the United States plus, when not included in 
such price, all necessary expenses, exclusive of customs duties, of bringing 
such imported article to the United States. 

(f) The Tariff Commission is hereby directed, within eight months from the 
passage of this Act, to ascertain the approximate average cost per barrel to the 
oil refineries located on the Atlantic seaboard of crude petroleum delivered to 
them from the oil fields of the United States during the three years preceding 
1930, and the present approximate average cost per barrel of crude petroleum 
from Lake Maracaibo, Venezuela, delivered to the same points. Such relative 
costs shall be immediately certified to the Speaker of the House of Representa- 
tives and to the President of the Senate for the information of the Congress. 
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(zg) Reports TO PRESIDENT AND ConGeress.—The commission shall put at the 
disposal of the President of the United States, the Committee on Ways and 
Means of the House of Representatives, and the Committee on Finance of the 
Senate, whenever requested, all information at its command, and shall make such 


investigations and reports as may be requested by the President or by e'ther of 
said committees or by either branch of the Congress and shall report to Congress 
on the first Monday of December of each year hereafter a statement of the 


nethods adopted and all expenses incurred, and a summary of all reports made 
during the vear. 
SEC. 334. COOPERATION WITH OTHER AGENCIES 

The commmission shall in appropriate matters act in conjunction and coopera- 
tion with the Treasury Department, the Department of Commerce, the Federal 
lrade Commission, or any other departments, or independent establishments of 
the Government, and such departments and independent establishments of the 
Government shall cooperate fully with the commission for the purposes of aiding 


and assisting in its work, and, when directed by the President, shall furnish to 
the commission, on its request, all records, papers, and information in their 
posssession re ating to any of the subjects of investigation by the commission and 
shall detail, from time to time, such officials and employees to said commission 


as he may direct. 


Mr. Corron. So, to make this clear, if this subx ommittee of the 
Ap prop! iations Committee, with the necessary authority from the 
chairman of the full committee, asked you to make a study and report 
to us on how much certain materials put a tax on you, you would have 

the authority to do that? 

Mr. Ryver. I think the law says either the House Ways and Means 
Committee or the Senate Finance Committee. I do not think that we 
are required to do work for committees other than the Finance Com- 
mittee and the Ways and Means Committee, 

Mr. Kaprowrrz. The ae does not require it specifically. 

Mr. Corron. Do you do that for other committees ? 

Mr. Ryper. Oh, yes: if the committee asks us. 

Mr. Pures. Did you say the law does not specify the committe es? 

Mr. Kartowirz. The law does not specify any agency of the Gov- 
ernment other than the President. the Ways and Means Committee, 

the Finance Committee, or either House of C ongress. 

Mr. Puiurs. “And” or “or”? Does it say “and either House of 
Congress” or “or either House of Congress” ? 

Mr. Kaprowrrz. “Or either House of Congress. "= 

Mr. Corron, Then you just do this work for other committees as 
a matter of accommodation and courtesy to them ? 

Mr. Ryper. Within the spirit of the law, we think if the subject 
is within our field, we should do it, and we attempt to do it. 

Mr. Corron. Do you do it for individual Senators and Members 
of the House? 

Mr. Ryper. Oh, yes. We have considerable correspondence through- 
out the year from Members of the House and Members of the Senate. 

Mr. Corvon. I can understand it might be some embarrassment 
for you to refuse to do things for Members of the Senate and House 

or committees of the Senate and House; but, if you had, for instance, 
some kind of directive from the proper body which would protect 
you, you would save a lot of time and money if you only performed 
services for those agencies and people for whom the law says you 
shall perform them; would you not? 

Mr. Ryprr. I believe so. But I think when a Member of Congress 
or a Member of the Senate wants information about a given commodity 
and the competitive situation in regard to is, the Commission should 
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oive it to him. We have always done it, and l think itis a wood 


thing to do it. I think it serves a useful function. We do not, 
however, make any attempt to make investigations in response to 
such requests. 

Mr. Corron. Without arguing with you or being discourteous to 
vou with respect to your feeling about that, after all, it 18 not @) 
tirely a matter of what you think. I am not blaming you at all— 
} lease understand—but you have some fundamental information \ 
to do that ¢ Oongress has laid upon you, and you feel, with some j ist 
fication, that you just are not being given adequate help and tools to do 
it properly. 

Mr. Ryver. That is meht. 

Mr. Corron. Now, is it not a fact, without subjecting 
tagonism and embarrassment, if you were able to confine yourself to 
what the law lays definitely upon you, you could do it much better 
and easier and more effectively 4 Or is that a wrong statement ? 

Mr. Ryper. Well, no, within limits. How much extra time ow 
congressional correspondence takes I have not figured out, but 1 think 
probably we have sole fioures on it. It would, ot course, hohte n 
the burden upon some members of our staff if we did not have to reply 


you to an 


] 
LO CONLTeSssiOnNal COLPTres] ondence, 
Mr. Epminstrer. I am not sure t 
clearly between tl 


his discussion has distinguished 
he giving of assistance to individual Congressme) 
in connection with letters that come in to them, information they 
need in order to answer letters of constituents, investigations on the 
other hand. That assistance we give a great deal, but a clear cis 
tinction should be made between that and a request we might have 
from some individual Congressman to conduct an investigation of 
omething, which is a very much more elaborate thing. We do not 
do that. 

Mr. Corron. You would not do that ? 

Mr. Epmtnsrer. No. 

Mr. Corron. But you do do that sort of thing: at least. vou @o into 
a great deal of detail in assembling the facts and statistics if you 
are requested by a committee or sub OlmMmMittee Of either tite HSelhate o1 
the House ¢ 

Mr. Ryper. Surely. 

Mr. Corron. You regard that, very naturally, as requiring more 
attention / 

Mr. Ryper. Surely. If it is within our field, we think we should 
give all the information possible. 

Mr. Corron. How about what you do for other departments of the 
Government, except the President? I mean other bureaus and de 
partments. Are they calling on you? I am also wishing specifically 
to except those temporary emergency ones. I mean the regular ones. 
Do they call on you for a good deal of information from time to 
time ¢ 

Mr. Ryper. For some information. I doubt that it is very extensive 
except in connection with trade agreements with other governments. 
That is an interdepartmental affair. Except for that, I doubt that we 
do for the other departments very much of that type of our work. 
Mr. Ballif can tell you about that. 

Mr. Corron. I think that answers my questions sufliciently. 
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STUDY ON MICA 


Mr. Jonas. On page 35 of your justifications you have some com- 
ments concerning the completion of the study covering such com- 
modities as mica, 

Mr. Ryper. And fluorspar. 

Mr. Jonas. It has no connection with feldspar? 

Mr. Ryvrer. No; I do not think so. 

Mr. Jonas. I am interested in the minerals reports. 

Mr. Ryper. I will be very glad to send them over to you. You are 
particularly interested in mica and fluorspar ? 

Mr. Jonas. If you have a list, just send it over. 

Mr. Ryprer. We will be glad to do so. 

Mr. Jonas. I am particularly interested in mica, because the people 
in my district are doing considerable mica mining. 


ESCAPE CLAUSE INVESTIGATIONS 


How many investigations have you made under the escape clause 
work du ring the current fiscal year? As I understand, you did not 
have much work in that field through 1951. I notice from the justifi- 
cations only four cases were held. 

Mr. Ryper. Only four investigations ordered. We had more appli- 
cations. 

Mr. Jonas. You had some 29, but you did not make more than—— 

Mr. Ryer. Four investigations; I can easily read to you the ones 
we have now in process. Before I do that, I think I can state what 
we have under process, under section 7, which is mostly in this fiscal 
year, we have had 25 investigations instituted in response to ap- 
plications. 

Mr. Jonas. How many of those instances did you recommend that 
affirmative action be taken ? 

Mr. Ryper. I can give you that: We have completed 14 cases, and 
of those 14 cases, we “have recommended action in 5. The President 
has taken action on 2 of them, he refused to take action in 2, and 1 is 
still pending. 

Mr. Jonas. The President followed your recommendation in 2 
cases ¢ 

Mr. Ryper. In2cases. Inthe other 2 cases he—— 

Mr. Jonas. In the other 2 cases he refused ? 

Mr. Ryper. Yes. 

Mr. Jonas. And 1 isstill pending? 

Mr. Ryper. That is right. There are 11 investigations now in 
process. 

Mr. Jonas. Which section on this chart handles that work, or is it 
divided ? 

Mr. Ryprr. Our whole staff; we have divided our work largely on 
commodity lines. The man in the Commodity Division covering a 
given commodity on which there is an escape clause investigation 
would work on it, and then we have a mobile section of economists 
that we transfer to points where their services are needed at any time. 
The work in each case is done by the commodity specialists who handle 
a large group of subjects, including the one in question, and he is 
assisted by such other employees of the Commission staff as can be 
assigned to meet the needs of that situation. 
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LIBRARY FACILITIES 


Mr. Anprews. I notice, Mr. Chairman, you have a library. 

Mr. Ryver. Yes. 

Mr. Anprews. With five librarians, according to this chart. 

Mr. Ryper. Five librarians, yes. 

Mr. Anprews. That is right? 

Mr. Ryperr. I believe so; 1 would have to check that. 

Mr. Morrison. We obtain reports from foreign countries on their 
trade, and we keep in that library a lot of trade publications and 
statistical material. These people are not all librarians, I should not 
think. 

Mr. Anprews. They are listed that way on this chart. 

Mr. Morrison. ‘There are some clerical employees. 

Mr. ANprEws. You have a total of seven positions on that work. 

Mr. Rypver. You see, a lot of the work of the Commission’s staff 
is to try to keep up with the trade and trade agreements, and we need 
trade periodicals covering the trade on different commodities. 

Mr. Putmurs. Maybe you should ask whether they do more as a 
librarian, than just go to the bookshelf and get the book; that is, 
whether they do any reading of any kind, where the work involves 
more than handing out a book to someone. 

Mr. Ryver. These people are assigned to the library. One of them 
is a former messenger who carries books around to different divisions 
and, as I recall, our librarians do a lot of work in getting up informa- 
tion for various members and the staff from the library. 

Mr. Anprews. You have in the library, according to your chart, 
some 5 librari: ns, 1 clerk-stenographer, and 1 library assistant. 

Mr. Baur. I would not exactly say that he is a librarian. This 
is a highly specialized library. We do make use of all the people 
in the library in preparation of bibliographies. At times, of course, 
there are problems in connection with the classification of books so 
they can be readily found on the shelf. That is something of a task 
which requires some training. 

Mr. Epmrinster. If I may just make this additional point. I think 
it should be observed that the nature of the work, as has been empha- 
sized, is so much on the research side that it is necessary to maintain 
a library and to maintain a staff trained in this kind of work larger 
in proportion to our total number of employees than would be re- 
quired in most Government agencies. 

Mr. Anprews. What about the Statistical Division; what is the 
difference between the work in the library and the Statistical Division ¢ 

Mr. Ryprer. The Statistical Division compiles our statistical data 
from the reports of the Department of Commerce on imports and 
exports from statistics of trade of foreign countries, from census pro- 
duction statistics and from information secured directly by the 
Commission. It puts them into tables required for our reports. It 
is a very much hard-worked Division, and we are pretty short of staff 
in that Division. 

Mr. Anprews. I see you have 15 employees requested for 1954 in 
that Division. 

Mr. Ryper. That is right. 

Mr. Anprews. What is the different between the work of the Statis- 
tical Division and the work in the library ¢ 
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Mr. Ryper. The library has to do with the books, whereas the Statis- 
tical Division deals with the statistics that we get from the Department 
of Commerce, Bureau of Mines, Department of Agriculture, from for- 
elen countries, and so on. 

Mr. Anprews. The statistical men do research work ? 

Mr. Ryper. — y make up tables for our use; they make up the 
various tables that are used in the reports, which is a tremendous job. 

Mr. ANpREws. Do you think the 15 employees you are requesting 
will be enough don the Statistical Division in 1954? 

Mr. Ryp1 r. We certainly will need every 1 of the 15 or more in 
order to keep up with the statistical work. 

Mr. Anprews. In other words, there is no duplication between the 
work of that Division and the library ? 

Mr. Ryper. Oh, no; not at all. 

Mr. Dorrman. One of the employees listed as being on the staff of 
the library actually is a former messenger. 

Mr. Anprews. He is listed as a library assistant ? 

Mr. Dorrman. In the work of the Commission it is often necessary 
for books to be taken from one part of the library to another, and books 
have to be moved around in the offices. 

Mr. Anprews. What is the salary of that messenger ? 

Mr. Prmrirs. $3,350. 

Mr. Benr. He was originally appointed as a messenger, but he has 
learned a great deal about the work in connection with the library and 
was recently promoted to this job. 

Mr. Anprews. As assistant librarian ? 

Mr. Bent. Well, it is hardly that. 

Mr. Anprews. That is what he is now designated as? 

Mr. Benr. Library assistant—I guess that is about it. 

Mr. Anprews. GS-3. 

Mr. Bent. Yes. 

Mr. Ryper. The librarians and the employees in the Statistical Divi- 
sion are two of our most useful branches of the staff. 


“PPRIL POINT” DEFINED 


Mr. Yarrs. Mr. Chairman, what do you mean by the term “peril 
point” ? 

Mr. Ryper. That is aterm usually used in connection with the Trade 
Agreements Extension Act of 1948, and repeated in the Trade Agree- 
ments Extension Act of 1951. It states that the President shall give 

list of commodities on which we are negotiating for tariff conces- 
sions in connection with the trade agreements. 

Mr. Yarrs. But what do you mean by the term “peril point”? 

Mr. Ryper. I am coming to that. 

Mr. Yares. I did not mean to interrupt you. 

Mr. Ryper. We report on each item listed by the President the point 
below which a concession could not be made without causing or threat- 
ening serious injury to the domestic industry. And that has been 
called the peril point. 

Mr. Puimuurrs. Under the trade agreements. 

Mr. Ryper. Yes. We recommend that to the President, and if the 
President should go below that point, he has to make a report of that 
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fact—as I recall it is to the Ways and Means Committee of the House 
and the Finance Committee of the Senate. 

Mr. Yates. Is the peril point something specific, is ita guess, or 
what is it? 

Mr. Ryprer. Well, it depends on how you look at it. 

Mr. Yarrs. How do you determine what is a peril point? 

Mr. Ryprer. We get all the facts we can, and we make an estimate 
on that basis. 

Mr. Yares. Is it a specific point that is computed ¢ 

Mr. Ryper. It is a spec ific point under the law. Tor ex amp le, sup 
pose we take a co mmodity with a duty at 50 percent, which is being 
made the subject of trade acreements negotiati« n: the Commission 
studies all available relevant facts and finds that it cannot go below 
30 pereent without causing or threatening serious injury to the domes 
tic industry concerned, then if we enter into a trade agreement and 
vo below 30 percent the President must report to Congress the reason 
for doing SO. 

fr. Yares. 30 percent of what? 

Mr. Ryper. 30 percent ad valorem, for instance, on the illustration I 
cave, of the foreign value. 

Mr. Brossarp. Of course, there may be a difference of judgment 
rmong the individual members of the Commission as to what it is. 

Mr. Ryper. That is obvious. 

Mr. Putiiurrs. I was going to ask whether Mr. Brossard would lil 
to respond to this suggestion. 

Mr. Ryper. Of course, I am on record as having testified against the 
eril-point provision. 

Mr. Yarres. You say you testified against the peril point ? 

Mr. Ryprr. I mean against the law. 

Mr. Yares. re the peril-point provision in the law? 

Mr. Ryprer. Yes, but Congress passed the act, and I try to earry 
out as well as I can the spirit of the law. 

Mr. Yarrs. You were opposed to the peril-point provision ? 

Mr. Ryprr. Yes: I thought it required too much estimating, and 
that we would not have enough specific facts upon which to base a 
finding. Another point was that we might in negotiating with an 
other country have difficulty in getting an agreement with them 
without going below the peril point. 

But I do not want to get into an argument on that now, Congress 
adopted the peril-point provision, and I always follow the Congress. 

Mr. Brossarp. I would like to say, of course, that the people who 
have been negotiating the trade agreements have had the policy—have 
followed the policy of not reducing the duties to such point as would 
injure the domestic industry. 

Mr. Yates. I was going to ask, you mean, without the peril point ? 

Mr. Brossarp. The Trade Agreements Committee were caiinie be- 
fore determining the peril point. And the purpose of the legislation 
was to have the Commission find out the point at which there would 
be a peril of serious injury, which means that somebody has to deter- 
mine whether the reduction in duty is going to result in serious in- 
jury to the domestic industry, but the “C ommission in the past -has 
done that sort of work and Congress in the act of 1951 provided that 
the Commission do the finding of the peril point. 
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Mr. Ryper. We do not always agree in the Commission, of course. 

Mr. Priures. I was going to ask if Mr. Yates realized he is opening 
up a very serious issue. 

Mr. Yarrs. Does the Commission disagree as to where the peril 
point begins? 

Mr. Ryper. There are differences of opinion, yes; there was a dif- 
ference as to petroleum, and that is a matter of public record. 

Mr. Puimurs. What you mean is that when the Commission makes 
a finding, some members of the Commission may present a dissenting 
opinion ¢ 

Mr. Ryper. In the case of petroleum it was 3 to 3; the Commission 
divided evenly. 

Mr. Brossarp. And I think it should be added that the President 
went even further than the three Commissioners who had the lower 
side. 

Mr. Yarrs. As a matter of fact, is not the determination of a peril 
point just a well-educated guess? 

Mr. Brossarp. An estimate. 

Mr. Ryoer. It is an estimate; I do not know about “educated.” 

Mr. Brossarp. It is probably a reasoned conclusion. You could 
make a guess in dealing with any facts, but you can reason from the 
facts as to what is a possible peril point. 

Mr. Yates. Mr. Chairman, will you explain to us what is meant by 
an escape clause ? 

Mr. Rypver. The escape clause was first incorporated in the trade 
agreement with Mexico, back in 1942 or 1943, if I remember correctly. 
We made certain concessions to Mexico and in what are called the gen- 
eral provisions of the agreement we inserted the escape clause; that is a 
provision that if, as the result of increased imports and of the con- 
cession, there was injury to a domestic industry the concession could 
be withdrawn or modified. 

Mr. Yares. Does that tie in with the peril point in any way ? 

Mr. Ryper. Not directly. We proceed under that clause and under 
an Executive order, and then when the Congress last year—year before 
last, 1951—extended the Trade Agr eements Act for 2 more years, it 
included in that the escape-clause provision, which is section 7 of the 
‘Trade Agreements Extension Act. 

Mr. Kartowrrz. May I add to what has been said, that the trade 
agreements legislation seemed to be to the effect that no tariff con- 
cession should be granted or be permitted to remain in effect where 
the results will increase imports which cause serious injury to a 
domestic industry. 

The peril point is designed to prevent that from happening in ad- 
vance. The escape clause procedure is designed to take care of it if 
it does happen. For example if we found at a certain point that a 
reduction from 50 percent ad valorem to 40 percent ad valorem was 
the maximum reduction that the Commission thought could be made 
without causing injury, serious injury to a domestic industry, then 
the 40 percent rate were put into effect under the trade agreement, it 
might happen that increased imports could occur to the extent that it 
would cause serious injury to the domestic industry. Under the 
escape clause there is an obligation to prevent the injury, all pointing 
to the ultimate objective of not permitting a trade-agreement con- 
cession to seriously injure a domestic industry. 
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Mr. Yares. In our reciprocal-trade agreements there is a mutual 
obligation to the effect that the peril-point provision and the escape- 
clause provision will be enjoyed by any other party to the agreement. 
Mr. Kartowrrz. Yes; the escape clause is in the agreement. We 
have adopted a procedure of administering that, by section 7 of the 
Trade Agreements Extension Act, known as the ese Bhai lause proce- 
dure, which is in a sense the administrative method of carrying out 

the act. 

BACKGROUND OF COMMISSIONERS 


Mr. Puturs. Mr. Ryder, we have been asking the other agencies 
to put a little statement in the record containing a biographical sketch 
of each member of the Commission. Will you supply such a statement 
for the record ? 

Mr. Ryper. We will be very glad to do that. 

Mr. Puiures. Thank you, gentlemen. 

(The matter referred to is as follows:) 


BioGRAPHY OF Dr. EpGar B. BrRosSSARD, REPUBLICAN, OF ‘Uran, MEMBER, UNITED 
STaTes TARIFF COMMISSION, 1925-53 


(1) Born April 1, 1889 (64, April 1, 1953), at Oxford, Idaho, the eighth of 12 
children of western pioneers: A. Alphonse Brossard and Mary Catherine Hobson. 

(2) Education: Bachelor of science in economics, Utah State College, June 
1911. Master of science (1917) and doctor of philosophy (1920), University of 
Minnesota. Graduate student, Cornell University, 1917-18. Had teaching fellow- 
ship at University of Minnesota while doing graduate study there. 

(3) Head of agricultural economics department at Utah State College and in 
charge of agricultural economics research at the experiment station, 1919-23. 

(4) Appointed from civil-service roll of eligibles as economist on staff of United 
States Tariff Commission, September 1, 1923. 

(5) Appointed a member of United States Tariff Commission by President 
Calvin Coolidge, June 9, 1925, and has served as Commissioner since then by 
reappointment by Presidents Hoover, Roosevelt, and Truman. Chairman of 
Tariff Commission by appointment of President Hoover, 1930. 

(6) Present term expires June 16, 1956. 


BIOGRAPHY OF Oscar B. RypER, DEMOCRAT, OF VIRGINIA, MEMBER, UNITED STATES 
TARIFF COMMISSION, 1934-53 

(1) Born February 9, 1885, at Pamlico County, N. C.; s. Oliver and Martha 
Allison (Russell) Ryder. 

(2) Education: Bachelor of arts, University of Richmond, Va., 1908, master of 
arts, 1909; master of arts, Harvard University, 1915; graduate student, 1914-17. 

(3) Principal, public high school, Sussex County, Va., 1909; instructor in 

glish, John Marshall High School, Richmond, 1911-14; assistant in economic 

istory, Harvard, 1915-17; assistant professor of economics, University of Louis- 
ville, Ky., 1918. 
$) Pianning and statistics, United States Shipping Board, 1918; Price See- 
tion War Industries Board, 1918-19; economist, United States Tariff Commission, 
1919-38 ; Chief, Imports Division, NRA, and representative of NRA on executive 
ommittee for coordination of commercial policies, 1933-34; Chairman, Com 
mittee for Reciprocity Information, 1939-42. 

(5) Appointed member of the United States Tariff Commission in June 1934. 
Chairman of Tariff Commission, July 1942 to March 5, 1953. Represented United 
States on special joint committee of the League of Nations on clearing agree- 
ments at Geneva, Switzerland (1935); member, United States delegation to 
meeting of the Preparatory Committee of the United Nations Conference on 
Trade and Employment, Geneva, Switzerland (April 1947); member, United 
States delegation to the United Nations Conference on Trade and Employment 
at Habana, Cuba, December 1947 to March 1948. 

(6) Present term expires June 16, 1957. 
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BI0oGRAPHY OF Dr. LyNN R. EpMINsSTER, DEMOCRAT, OF ILLINOIS, MEMBER, UNITED 
STATES TARIFF COMMISSION, 1942-53; CHAIRMAN, COMMITTEE FOR RECIPROCITY 
INFORMATION 


(1) Born January 2, 1893, at Chillicothe, Ill.; s. Howard Simmons and Julia 
(Jones) Edminister 


(2) Education: Bachelor of arts cum laude, Harvard University, 1916; doctor 


of philosophy, Brookings Institution, 1930. 

(3 Instructor, Lake Forest (Ill.) Academy, 1915-17; member of faculty, 
Kansas State Normal University, Emporia, Kans., 1917-18; member of faculty, 
School of Foreign Service, Georgetown University, 1921-33; member, economic 


taff, Brookings Institution, 1922-30; exchange professor of commerce and busi 
Iministration, University of Virginia, 1926-27; member of faculty, Gradu 
ate School, Amercian University, 1984-388 

(4) Economic staff, United States Shipping Board, 1919; United States Tariff 
Comission, 1919-22; principal economist, Division of Foreign Service, United 
States Department of Agriculture, 1931-838; Chief, Import-Export Division, 
\gricultural Adjustment Administration, 1933-36; chief economic analyst, Divi 
sion of Trade Agreements, United States Department of State, 1936-38; special 
assistant to Secretary of State, 1988-42; member, United States delegation at 
meetings of the Preparatory Committee for International Conference on World 
rade and |} ployment, London, 1946, and Geneva, 1947. 

(5) Appointed a member of the United States Tariff Commission by President 
Roosevelt June 1942; designated Vice Chairman of the Commission in August 
1942 and annually redesignated since that time; Chairman, Committee for Reci 
procity Information since 1942 


Lie€SS al 


(6) Present term as Tariff Commissioner expires June 16, 1955. 


or GreorGE McGiii, DemMocrRAT, OF KANSAS, MEMBER, UNITED STATES 
TARIFF COMMISSION, 1944-53 


(1) Born February 12, 1879 at Lucas County, Iowa; s. Tobias and Farilla 
Mary (Youtsey ) MeGill. 

(2) Education Bachelor of science, Central Normal College, Great Bend, 
Kans.; studied in law office; admitted to Kansas bar, 1902; practiced at Wichita, 
1904—44 

(3) Deputy county attorney, Sedgwick County, Kans., 1907-11; county attor- 
ney, 1911-15. 

(4) Elected United States Senator from Kansas for unexpired term, 1930-38 ; 
reelected for term 1933-39. 

(5) Appointed member of the United States Tariff Commission in August 
1944. 
(6) Present term expires June 16, 1954. 
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INDIAN CLAIMS COMMISSION 


WITNESSES 


EDGAR E. WITT, COMMISSIONER 
JAMES A. LANGSTON, ADMINISTRATIVE OFFICER 


SALARIES AND EXPENSES 


{mounts available for obligation 


Obligations by activities 


Hearing and adjudication of Indian claim 
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Mr. Puituirs. We have with us today the Indian a aims Commis- 
sion, with Mr. Edgar E. Witt, Commissioner, and Mr. James A. Lang- 
ston, administrative officer. 

The Commission has been in existence from and including the year 
1947, and this will be what year of your operation ? 

Mr. Wirr. Six years. We began in April 1947, and in April next 
we will have been in existence 6 years. 

Mr. Prius. You are asking for $140,000 for the fiscal year 1954 
as compared with $91,400 given you for the 1953 current year, and 
$93,500 for the fiscal year 1952; this means an increase over last year 
of $48,650. 

Mr. Wirr. Yes. 

PERSONNEL SERVICES 


Mr. Puis.irs. What is the explanation for the increase? 

Mr. Wirr. Practically all of that is for seven additional employees. 

Mr. Puitures. You are asking for seven in all ? 

Mr. Wirr. Seven additional employees; 5 of them will be lawyers 
and function as investigators, and 2 will be stenographers. 

Mr. Pinus. That means an average of about six for the year. 

Mr. Wirr. Yes. 


STATUS OF CLAIMS 


Mr. Pups. Tell me how many cases you had on your docket a 
year ago, and how many you have now? 

Mr. Laneston. We have the same number of cases filed as a year 
ago—852. 

Mr. Puiturrs. No more cases ? 

Mr. Lanesron. No, the time for filing expired August 13, 1951. 


EXPIRATION DATE FOR THE COMMISSION 


Mr. Puimurrs. Will you put in the record at this point a notation 
of when your act expires. Fon said you have a deadline beyond which 
claims may not be filed. Does the law also provide for an expiration 
date / 

Mr. Langston. Yes; the expiration date is April 10, 1957, which is 
10 years after the taking of oflice by the Commissioners. 


GENERAL STATEMENT 


Mr. Puiures. Mr. Witt, do you want to make a preliminary state- 
ment ! 

Mr. Wirr. In connection with the expiration date, Mr. Chairman, 
we have been in existence 6 of the 10 years, and the claim before 
us—there is a great mass of claims—most of them are still for deter- 
mination, which is due to the fact, I might add here, that these old 
Indian claims involve a great deal ‘a research, as you very definitely 
know, Mr. Phillips, in case of the Indians of C alifornia, which go 
back to the early days, and one particular case going back to the 
War of 1812. Others go back 75 or 100 years, and these claims have 
required so much research on the part of the plaintiff in developing 
the facts upon which they base their claims, and so much research on 
the part of the Government in digging up the information to defend 
against these claims, that there has not been, until the coming of this 
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year, the maturity of these investigations. The claims will be now 
coming before the Commission during this coming year in great 
numbers, as compared to the past years, for determination by the 
Commission. 

Mr. Puiuies. Mr. Witt, if you have no other preliminary state- 
ment, I think it might be well to include in ag record at this point 
page 3, starting with subparagraph (a); page 4; page 5; and down 
to the bottom of page 6. That will give us a sone good statement 
of what you are doing. 

“Mr, Wirr. That is correct. 

(The statement referred to follows :) 


SUMMARY 
(a) Duties and functions 

The duties of the Commission are to hear and determine all claims arising 
under section 2 of the act up to and including August 138, 1946, on behalf of 
iny Indian tribe, band, or other identifiable group of American Indians residing 
within the territorial limits of the United States or Alaska. The act provides 
that the claims may be heard notwithstanding any statute of limitations or 
laches, but that all other defenses shall be available to the United States. 

The Commission is required to make written findings of fact, conclusions of 
law, and opinions in each claim decided, and, when an award is made, to state 
the amount of any allowable offsets, counterclaims, or other deductions. Deci 
sions of the Commission may be appealed to the Court of Claims, and decisions 
of that court are subject to review by the Supreme Court of the United States. 
(b) Status of Claims 

The claims filed by the end of the filing period, August 13, 1951, were 852. The 
amounts specifically claimed, or estimated where possible in claims not stating 
the amount, approximate $3,016,377,000 exclusive of interest. This figure ap 
plies to 244 of the 852 claims filed. 

Of the 852 claims filed, 530 were filed between July 1, 1951, and the expira 
tion date for filing—August 13, 1951. The claims cover a long period of time, 
involve large sums, and present complicated questions; and they call for the 
most serious study and analysis of the facts and the law applicable thereto. 

The status of the 852 claims on December 31, 1952, is given below: 

Decided after hearings__.__-_-- intettptnhdieSibleiittnianatindiee seal ila 49 
Reversed by Court of Claims and now pe nding ( 7 final, 21 on appeal, 


0 SN 6 ecciitiicndeim nip sis bgente mtn enon tia ee gna ieee —— 
es cette Beptaeset-cea ttc : aa aires ata esatitan iach aii 46 
Withdrawn or dismissed without pre judice = i 18 
Dismissed with prejudice iia bit secilitstaestilllasihe bits a 
Liability determined, amount undetermined __________~ 5 . 2 
PORE Given svstntiavediiaiin — i stanhettihteati-nddillindi tents a 11 
lestimony complete; awaiting briefs or argument_______-__-__--_______ 32 
Hearings partially completed______~~_ . ; ‘ 76 
At issue___- EEE See eee ee ee pntinbininddtnumite s 251 
Motions to dismiss pending__- — amc 20 
Awaiting answer or plea___--~ SS ee ee ss nriceaitetapailla 392 


vw the 46 claims currently decided 8 (claiming $24,685,555, plus interest) re- 
ved awards totaling $7,399,815 and 38 (cle 1iming $547,782,795, plus interest) 
were dismissed, 

During the past fiscal year the Commission acted on 887 motions; and heard 
testimony, oral arguments, and motions relating to 104 claims at 63 hearings 
in Washington and the field. It also rendered 21 decisions affecting 24 claims. 
Of these 24 claims, 4 received awards totaling $3,909,673.47, 9 were dismissed, 1 
was found to be entitled to an award, the amount of which is to be determined, 


and 10 involved rulings not finally determinative of the claims. 


The following tabulation relates to the 49 claims in which the Commission 
has rendered decisions after hearings: 











& 
D 


ahaa Principal 
Claims wards 
laim A ward Glafmed 
0 40 $7, 399. 815 | $57 235, 281 
Reve I f ( ission | 66 
Curre 46 7,399,815 | 572,418,350 
Pending on appeal, Court of Claim 21 3, 309, 971 | l 167,131 
( ently unappealed 25 4, 089, 844 421, 001, 219 
A ppea € Ss 28, 584, 378 
Final'y 7 = i 17 +4, 080, 844 | 392, 416, 841 
A l i 1 
I ( ( s 1 1 directed by that court 
a 
s'] i 1 id Chey « ( el in ich the t il claimed was $10 112,698 


As to the 49 claims originally decided by the Commission, 32 : appeals have been 
taken to the Court of Claims in 81 claims (2 appeals involving 1 claim), and 8 
are still appealable to that court. 

On appeal, the decisions (dismissals) in 5 claims were reversed; of those, 3 
are pending before the Commission, 1 has again been appealed after a second 
dismissal by the Commission, and 1 has received an award under instructions 
of the Court of Claims 








Dismissals were affirmed on appeal in six other claims. 

The remaining 21 claims of the 32 appeals are pending in the Court of Claims; 
of these, 5 had received awards and 16 had been dismissed by the Commission. 

The amounts claimed and the awards, if any, are shown in the following 
tabulation of appeals to the Court of Claims from decisions of the Commission : 


. Principal 
( is | wards : 
lain Awal claimed 
we | 
Dismissa t I 6 $380, 969, 498 
D 
A war lirected by ¢ irt of Claims | 1 $600, 000 690, 000 
Sut ] y Vv ap] | 1 | | 
I be e Cr i 3 766, 931 
Total 5 600, 000 21, 456, 931 
Pending or DI} 
Dismissals 16 136, 894, 274 
Award 5 3, 309, 971 14, 572, 857 
21 3, 309, 971 151, 467, 131 
Grand total co 32 | 3,909, 971 2 533, 893, 560 
' 
A I $14,67 RM), in i 1 ‘Pending or appe il, dismissals,”’ 
i 1 {I n California—amounts not stated. 





STATUS OF CLAIMS 


Mr. Puttures. What is the status of the 852 claims which were filed ? 
What was the deadline? 

Mr. Wirr. The deadline for filing was August 13, 1951. 

Mr. Putturrs. We have two new members on the subcommittee, Mr. 
Jonas of North Carolina and Mr. Krueger of North Dakota, and I 
think it might be helpful if you would review briefly the type of claims 
filed. For example, take the claim for the Creek Indians you say was 
filed for the period 1812-14, and the claim filed by the group of 
Indians in California as samples of the type of claims that have been 
filed with the Commission. Just very briefly, if you will. 
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Mr. Wirr. The claim of the Creek Indians dates back to 1814. It 
is for some 23 million acres of land that they ceded to the Government 
in 1814, following the conclusion of the War of 1812. A great many 
of the Creek Indians fought with the British in that war. However, 
the governing body of the Creek Nation never authorized any members 
of the tribe to join with the British in that war with the Unite 1 States. 
They remained loyal, as a governing body of the Creek Nation, to the 

United States. 

Then, after the war was concluded, because of the activities of our 
Army down in Alabama, fighting the hostile Creeks, General Andrew 
Jackson, our commanding officer, convened the chiefs of the Creek 
Nation, and presented a treaty and said, “Now, gentlemen, because 
of your part in this war, you will cede to the United States some 2: 
million acres of land.” They protested that they had not asa nation 
participated. That this treaty ceded a lot more land than the so 
called hostile members had occupied. Although they protested very 
vigorously, General Jackson told them—and this is all well estab 
lished—“You sign this treaty or you will start toward the Atlantic 
Ocean and my army will start after you.” There was nothing else for 
them to do but to sign the treaty ce ding some twenty-three-odd-million 
acres of land. 

Mr. Puiiures. Was it the Atlantic or the Pacific Ocean ? 

Mr. Wirr. The Atlantic Ocean. The Creek Nation has been trying 
to get some compensation for the 23 million acres ever since 1814, 
vhen that treaty was signed. Most of the claims are based on conten 
tions that the treaties ceding same were secured by duress and the con- 
sideration received by the Indians was unconscionable, and they sue 
for the value of the lands at the time, less what the ry actually received 
therefor. The act creating the Commission waives any statute of limi 
tation or laches. 

Mr. Puieurrs. Mr. Witt, the situation in California is sufficiently 
similar to that of the Creek situation; the case originating with an 
official of the State who gave the Indians certain payment if they 
would leave the lands, and then for reasons which are involved in the 
case, not having done the rest of the things—— 

Mr. Wrrr. In that case we denied the right of the Indians in Cali- 
fornia to bring a lawsuit on the theory that all of the Indians in 
California never owned any particular tract of land,asa group. But 
the Court of Claims reversed us and the case is before us now for trial 
on its merits. 

Mr. Puiuutes. It should be said that the Indians in California are 
of a family size, where they may be just a few people i in the groups 
I have forgotte *n the names of some of the mm. They were never units 
in the ownership of the land. 

Mr. Wirr. The Creek case and that of the Indians of California 
are the largest amounts that are involved. But there are few claims 
for less than a half million dolars. 

Mr. Puuires. The total amount of the claims, as filed, is some $3 
billion, is that correct ? 

Mr. Lanesron. That represents only amounts that are asserted 
the petitions. 

Mr. Putuures. So the actual claims could run to several billion 
dollars? 
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Mr. Laneastron. Yes: perhaps 2 or 3 times the 3-odd billion dollars 
stated in the petitions indicating specific amounts. 


PERSONAL SERVICES 


Mr. Wrrr. Mr. Phillips, I think right here might be the proper time 
for me to indicate the need for these attorney investigators, if I may. 

Mr. Pures. You are asking for $44,233 more for personnel in 
1954. 

Mr. Wirr. Yes. In a very recent decision of the Court of Claims 
on behalf of the Pawnees, the researchers in the Court of Claims dug 
up information that was in an exhibit in which that information 
appeared, consisting of two volumes of reports. They dug up some 
information in that case that had not been pointed out either by the 
lawyer for the tribe of Indians, or the Government to the Commission. 
The Court of Claims said that on the basis of the information they had 
before them, and the fact that our decision was based apparently on 
not having that information before us, that they thought the case 
ought to be sent back to the Commission for further consideration of 
this additional information. 

Mr. Puitxuires. You are asking for six investigators. If we include 
the table on page 6 of the justification it will give a breakdown of the 
positions and salaries from 1952 through 1954. 

Mr. Wirr. Yes. 

The following table shows the positions and total salaries for 1952, 
1953, and 1954: 








1952 1953 1954 
law = — one a — _— 
Posi P Posi 
Sl- . . Ss + * Sl- o ‘ 
Ned Salaries tic +A Salaries Soe Salaries 
Commissioners (statutory : 3.0 $42, 000 3.0 $42, 000 
Chief investigator (GS-14 ke 
Investigators (GS-13) 2.0 17, 690 | 2.0 17, 989 
Clerk and administrative offices (GS-13) __| 1.0 8, 922 1.0 9, 038 
Secretaries (GS-6) (to commissioners) 2.8 11, 673 3.0 12, 462 
Administrative clerk (GS-6 : 1.0 | 4, 370 1.0 | 4, 508 
Stenoegr phers (GS 3) = | lee -< 
Clerk-typist (GS-3 ; 1.0 2, 883 8 | 2, 508 
TI itt it te cies 10.8 87, 538 10.8 88, 500 





Salaries for 1952 reflect deductions of $926. Of that amount, $719 is leave 
without pay in 2 positions and a 6-day lapse due to separation; $131 results 
from effective dates of in-grade promotions; and $76 is savings due to use of 
former pay scales during part of year. 

Salaries for 1953 show deductions of $790. Of that amount, $442 is due to 
delay in filling the GS-3 position; $187 is for leave without pay; and $161 re- 
sults from effective dates of in-grade promotions. 

Mr. Puiuiirs. You are speaking of having so many additional 
attorneys. Does that mean investigators? 

Mr. Wirr. These investigators are all attorneys; we do not feel 
that anybody else is capable of doing that type of investigation ex- 
cept attorneys. We are not trying to add more employees than we 
actually need. We have had appropriations over the years, allowed 
by the Congress, to employ several more investigators than we put 





cr mt © 


599 


on the payroll; because when the estimates were made, they were based 
upon the anticipated needs, and we only put on the number of em- 
ployees that we actually needed at the time. How much money did 
we turn back ¢ 

Mr. Lanaston. One year (1948), out of $150,000 appropriated, the 
Commission turned back $64,000. It had authority to employ 23, 
and it employed 12. 

Mr. Puttxires. How much did you ask the Budget for, Mr. Lang- 
ston ¢ 

Mr. Laneston. $144,000. 

Mr. Puiturs. They took out what amount? 

Mr. Laneasron. They took off $4,000, because they said they did 
not feel we could fill the positions for the full year. 


TRAVEL 


Mr. Puturrs. Very well. Under “Other obligations,” you want 
to increase your travel by almost four times as much as you had in 
1953. 

Mr. Laneston. Yes. 

Mr. Puitures. And twice what you had for 1952. 

Mr. Wirr. Yes. 

Mr. Puitres. That is set out on page 9 of your justification. 

Mr. Langston. That is because the Commission thinks there will 
be quite a bit more travel required in 1954 than in 1953. There is 
less money for travel in 1953 than in 1952; and that, with increasing 
needs, will require much more travel in 1954. 

Mr. Wirt. In that connection, we have to hold the hearings where 
the tribe reside. For instance, we have one case set in Mississippi to 
be heard in March, and here is a statement indicating how the Indians 
are interested by reason of the fact that the Commission will hold a 
hearing there. This is a rather long story appearing in this Missis- 
sippi paper. This is a matter in which the claimants are very much 
interested in getting a claim heard, and it is felt this will assist in 
the cooperative activities of the agency with the Indian tribe. 


CLAIMS FILED WITH THE COMMISSION 


Mr. Kruoer. May I ask if there are any claims filed by the Indians 
in North Dakota? 

Mr. Wirr. I have a memorandum here showing what has been filed 
in North Dakota—there are some 5 docket numbers involving 10 
claims on behalf of Indians. Then there is one relating to both North 
Dakota and South Dakota. 

Mr. Puuutrs. Maybe it will shorten the record if you could just put 
that breakdown in the hearing. 

Mr. Lanestron. It is not complete for all States. 

Mr. Wirr. It is not complete, but we can have the information com- 
piled and make it complete. 

Mr. Pures. How much time would it take, Mr. Langston, to com- 
plete it? 

Mr. Langston, I think it could be done in a few days. 
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(The information requested follows :) 


Indian Claims Commission, number of claims filed (852) by States of claimants 


Alabama, Florida, Mississippi___..§ 3 / Kansas, Nebraska, Oklahoma_____ 1 
PRs tass Sides decd headed bdew 17 Kansas, Oklahoma__......_______ 15 
a ee 59 
Arizona, California________- ie TN pci ote cs ws oe eee 15 
Arizona, Colorado, New Mexico, | Minnesota, North Dakota_______- 4 

Wtah 22. We ee So 17 | Minnesota, Winona jt 11 
Arizona, Nevada, U ts Oa ae, Df RNIN icici incctirrintiotbtieiciccincs tok 2 
Arizona, New Mexico ~e BD | CII assed tainted Timah 23 
Arizona, New Mexico, Oklahoma _-_ 2 | Montana, Okiahoma___._________ 3 
California et 11 | Montana, Wyoming______________ 12 
California, Nevada_________-__- ea 3 | Temerens) as ee A he 13 
ING oni ee Shr 1 | Nebraska, South Dakota________- 2 
Colorado, Utah Be ak 2| Nevada ee en ie 2 
Connecticut — ser oe Nal 1| New Mexico___._.__-___ a ea 9 
renee ee SSI pai Sa 33 
Florida, Mississippi_._..._.......__ 1) New Tox, Oxianome.—-_.. 3 
Ree CE ee eee ee 1} New York, Oklahoma, Wisconsin_.. 10 
Sea oina) TA cu et i is ek S)) Monti! (eel te ors ee : 
Idaho, Nevada, Utah, Ww yoming TS 1 URE BONES a ncnnsinttamd tetepioitl 10 
Idaho, Washington ee eae 3 | North Dakota, South Dakota_____ 1 
Idaho, Washington, Oregon i 2) Oklahoma ELA een eae 264. 
idaho. Wroming... 0c iis 5 | Oklahoma, New ‘York, Wisconsin__ 4 
I sm aac ais See ee itched ate 14 
Iowa, Kansas, Nebraska, Oki a- UE OO a 9 

NE te gc genset petl nt enemas nes te meee = 
Iowa, Kansas, Ok1: ahom: ee ere TIO a ttre ctor cn ecaerenanoren 49 
bows Ghia nem i. eo .. | aa ik Si ee att 11 
Kansas Sa Sone ! I I! oc at ad tee 3 
Renseas Nevrasks......... tsi 3 | 


Mr. Wirr. As you know, Mr. Chairman, more Indians live in the 
State of Oklahoma than in any other State. Claims have been filed 
for most States. In Oklahoma there are some 29 tribes that filed 
a total of 264 claims. 

Mr. Puitures. I was just going to suggest that you put in the State 
and the number of claims from each State. 

Mr. Wirr. Very well. 


BASIS FOR FILING A CLAIM 


Mr. Krurcer. Briefly, just what are the claims based on ? 

Mr. Wirr. They are really based on the claim that they were in- 
adequately compensated for lands that were ceded to the Government 
back years ago. 

Mr. Jonas. Who defends the cases for the Government ? 

Mr. Wirr. The Attorney General’s Office, and I want to tell you 
the claims are ably defended. 

Mr. Jonas. Then why do you have to have so many attorneys if 
the Attorney General’s Office defends the cases? 

Mr. Wirr. When you have a brief filed, such as you have in the 
case here of the Otoes in Missouri, of this length {indicating |. Here 
is the brief of the Government, and here is the reply brief [indi- 
cating]; and we like to have these briefs gone over by somebody, some 
attorney, to point out whether there has been improper construction 
given to evidence or the documents, or things of that sort, because 
even the Government lawyers may leave out something, or the plaintiff 
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may; and we like to have it analyzed by a lawyer, or an investigator, 
by going ove r these briefs to see whether the documents bear out what 
the lawyers say they do. 

That was the main trouble in the Shawnee case. The lawyer in 
the Court of Claims pointed out very definitely that the attorney for 
the defense, the Government, had been so zealous on behalf of the 
Government that he had quoted from documents certain statements, 
and had left out statements that were very favorable to the Indians. 
It is only natural to try to put the best foot forward. Therefore, in 
these cases it Is very helpful to have someone go through the briefs 
very carefully and give us the benefit of a i digest, because it is a 
shyulead impossibility for members of the Commission to personally 
go through all the mass of documents that are introduced in evidence. 


TRAVEL 


Mr. Anprews. Mr. Chairman, do you have much travel out of your 
office ? 

Mr. Wirr. Not any: travel except on the part of the Commissioners, 
occasionally accompanied by the clerk. 

Mr. AnprEws. Do you have much travel ? 

Mr. Wirr. We travel some. During this past year we did not do 
much traveling. We had one Commissioner hol | a hearing or two. 
Phen, we will have a hearing in Mississippi; they Mere insisted that 
it would be very helpful to them, and have insisted that we have all 
3 Commissioners, but we feel that only 2 of us will go. There are 
certain other places where we must hold hearings. The Indians whose 
testimony is desired are too old to bring to Washington. 

May I add this further thought, Mr. Phillips: I want you gentle 
men to understand that it is our viewpoint that providing these 
additional employees to us will ultimately work a saving to the Gov 
ernment, because it will bring about an earlier disposal of these cases, 
and an earlier termination of the activities of the Commission. No 
member of this Commission has a man in mind to appoint to a given 
position. 

The whole purpose is to expedite the work of the Commission and 
conclude it as fast as we can. 

Mr. Puinurrs. Thank you very much, Mr. Witt. 

(Nore.—There was no revised estimate for the Indian Claims 
Commission. ) 
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Wepnespay, Marcu 4, 1953. 
EXECUTIVE MANSION AND GROUNDS 
WITNESSES 


HOWELL G. CRIM, CHIEF USHER, THE WHITE HOUSE 
FRANK T. GARTSIDE, ASSISTANT SUPERINTENDENT, NATIONAL 
CAPITAL PARKS 


SALARIES AND Expensks 


Amounts available for obligation 


1952 actual (1953 estimate | 1954 estimate 


ASI OE CII a iis ok neni endcnnnnsenens aed $335, 600 | $341, 200 $367, 200 
Prior year balance reappropriated nudbitsdperdbencawel abit ee 25, 979 
lotal available for obligation Decent a aa 335, 600 | 367, 179 367, 200 
Balance reappropriated for subsequent year Sisansaleins —25, 979 |.......-. ‘ 
Obligations incurred snpansia ectciiae itn svictnl ahaa hl 309, 621 367, 179 367, 200 


Obligations by activities 


Care, maintenance, and operation of the Executive Mansion and the surrounding 


grounds: 


1952 ; : $309, 621 
1953. : : . $8 5 eh SUL P79 
1954 bg aiches oats ie at ont hr age aS .. $367, 200 


Obligations by objects 





Object classification 1952 actual | 1953 estimate | 1954 estimate 
Total number of permanent positions 71 72 74 
Full-time equivalent of all other positions | 6 6 | 6 
Average number of all employees_ _. | 72 77 | 79 

Average salaries and grades: Ungraded positions | | | 
Average salar) | $3, 415 $3, 491 $3, 507 

01 Personal services 

Permanent positions $204, 379 $248, 181 $254, 110 
Part-time and temporary positions | 25, 607 14, 929 14, 929 
Regular pay in excess of 52-week base | 814 910 981 
Payment above basic rates 11, 059 | 4,945 4,945 
| - | ae masmeeie 
Total personal services 41, 859 | 268, 965 276, 965 
03 Transportation of things 54 | pnusadessene 
04 Communication services 145 145 
05 Rents and utility services | 17, 623 | 38, 890 30, 890 
06 Printing and reproduction i 125 125 
07 Other contractual ser es i 8, | 13, 200 13, 200 
08 Supplies and materials 35, 138 | 37, 854 37, 875 
09 Equipment | 2, 573 8, 000 8, 000 
10 Lands and structures | 3, 486 a. LeliebndddGbanadels 
15 Taxes and assessments ; J | 133 sn ainaataneonel 
Obligations incurred ee ‘ ad 309, 621 | 367, 179 367, 200 











() 


3 
0 


603 


Analysis of expenditures 


1952 actual 1953 estimate | 1954 estimat« 


liquidated obligations, start of year $50, 441 $5, 307 $8, 000 

Obligations incurred during the year 309, 621 267.179 367. 200 

360, 062 372, 486 375, 200 

educt unliquidated obligations, end of year...........-..-. 5 207 8 000 6 000 

rotal expenditures............ ae ae 354, 755 $64, 486 369, 200 
Expenditures are distributed as follows 

Out of current authorizations Bo Wi eB ls 304, 361 359, 179 361, 200 

Out of prior authorizations a A Su | i). 304 07 2” AnD 


Mr. Corron. The committee will please come to order. ‘The chair- 
man, Mr. Phillips, has been detained but will be here shortly. 

We are glad to welcome here today Mr. Howell G. Crim, chief usher 
of the White House, and Mr. Frank T. Gartside, assistant superin- 
tendent of National Capital Parks, to give the committee the necessary 
information concerning the request for appropriations for the Execu- 
tive Mansion and Grounds. 

Do you have a preliminary statement you desire to make, Mr. Crim ¢ 

Mr. Crim. I have Mr. Chairman. 

Mr. Corron. Proceed. 


REVISED BUDGET ESTIMATES 


Mr. Crm. By direction of the President, the estimate for the Ex- 
ecutive Mansion and Grounds for fiscal year 1954 has been reduced 
from $367,200 to $356,184, resulting in a decrease of $11,016. 

It is contemplated to effect. this saving by a reduction of $8,000 in 
personal services covering the salary of 2 additional plumbers which 
had been requested as an increase in the 1954 estimate, and a reduc- 
tion of $3,016 for equipment. 


GENERAL STATEMENT 


The Exec utive Mansion was reoccupied by the presidential family 
on March 27, 1952, and was opened on April 22, 1952, for public 
visitation from 10 a. m. to 12 noon Tuesday through Saturday. The 
total visitation amounted to 720,531 with an average of 4,141 for each 
of the 174 days on which visitation was permitted during 1952. These 
figures are exclusive of the specially conducted tours and guests at- 
tending receptions, dinners, teas, lawn parties, and so forth. This 
heavy visitation reflects the widespread public interest in this his- 
toric structure and is a contributing factor to the maintenance and 
operational cost of the Executive Mansion and Grounds. 

The estimate of $356,184 has been determined to be the minimum 
amount necessary for the maintenance and operation of the Execu- 
tive Mansion and Grounds for fiscal year 1954 and is recommended for 
approval by this committee. 

Mr. Corron. Thank you, Mr. Crim. 

The poe ations which you sent up to this committee were pre- 
pared before the President ordered the reduetions you have just 
mentioned ? 

Mr. Crim. That is correct. 
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Mr. Corron. They indicate a total request of $367,200, which was 
the exact amount that you requested for the last fiscal year? 

Mr. Crim. That is correct, sir. 

Mr. Corron. However, I notice in the justifications where it said 
“net change,” it was put in at zero, and while actually it was not an 
increase in: the total amount you had available in the last fiscal year, 
it was an increase over the appropriation for the last fiscal year; was 
it not? 

Mr. Garrsipr. The appropriation for fiscal year 1953 contem- 
plated $341,200 plus not to exceed $26,000 of savings which were esti- 
mated here during the hearing which could be made because of the 
fact that the Executive Mansion was not reoccupied by the President 
on December 1, as originally contemplated, but on April 1. So we 
agreed to return the increases that had been allowed by the committee 
for that portion of the year. 

Mr. Corron. So that actually your request. before the President re- 
duced it was exactly the same as you were allowed by this committee 
last year / 

Mr. Garrsipe. That is correct. But just to clear the record, we 
missed the estimate by $21. 

Mr. Corron. You anticipate my next question. You missed it 
which way ¢ 

Mr. Garrstpr. We overexpended. We could not save the full 
826,000. The best we could do was $25,979. And since the budget 
is set up to round out to even figures, the estimate was essentially the 
same. 

Mr. Tuomas. That is pretty good guessing. 

Mr. Corron. That is, you ran short of saving the full amount by 
S212 


Mr. Gartsipr. Yes, sir. 


JUSTIFICATION OF ESTIMATE 


Mr. Corron. We will insert in the record at this point a copy of 
the justification estimate correcting the figure in the middle of the 
page of $367,200 by changing it to $356,184, and also the detail 
personal-services sheet which was submitted. 

Will it be possible to correct the sheet to show the changes? 

Mr. Garrstpr. We eliminated the increase of » plumbers shown 
under the mechanical and maintenance force aie let the personnel 
remain as it was in previous years at 38 for the mechanical and main 
tenance force and no change in the domestic force of 34. 

(The matter above referred to is as follows:) 


JUSTIFICATION OF EstIMATE 


Evrecutive Mansion and Grounds 


Appropriation act, 1953 


: Sti Jct se i $341, 200 
Prior year balance reappropriated 


sitts—uer | OTe 


Adjustment to 1954 base Se 21 
Base for 1954 cone “al, 2O0 
Change for 1954: Decrease bid ‘ A East 11, 016 


Budget estimate, 1954 , seph bl . 856, 184 











M) 


0 
16 


S4 


oned, expanded facilities for the accommodation and comfort of the visiting 


605 
GENERAL STATEMENT 


The work accomplished under this appropriation consists of the care, main 


enance, and operation of the Executive Mansion and the surrounding grounds 


The Executive Mansion was reoccupied by the Presidential family on March 27 
¥, and as of the present time the complete operating problems have not been 
lly experienced, The reconstructed mansion has been completely air-condi 


iblic have been provided, and additional elevators and facilities for broad 
isting have been installed 


In fiscal years 1952 and 1953 the Congress authorized the increase of 11 per 
nent positions over the previously authorized personnel of 61 in order to 


perate and maintain the reconstructed Executive Mansio1 


EXPLANATION OF CHANGES 


Decreases in the amount of $11,016 will be effected by a reduction of $8,000 in 


rsonal services and a reduction of $3,016 in the amount for equipment 


Detail of personal services 














nical and maintenance force Domest force 
Principal operating engi Maitre dhotel $4, 830 
neer Housekeeper 1 620 
7 ope rating engineers Assistant housekeepe t, U45 
| labore kirst butler 3,520 
Foreman carpente 5, 065 Second butler 3, 294 
t carpenters 14, SOO 2 butlers 5, 500 
1 carpenter’s helper 3, 150 l’irst cook 3, 520 
Foreman electrician 5, OOS Second cook >, 24 
3 electricians 12, 125 nD cooks 14. 992 
1 electrician’s helper 2, 83U Valet 3, 230 
Foreman gardener 5, O65 tf doormen 12, 486 
10 gardeners 34, 285 6 housemen 16, 524 
Foreman plumber +, GOV Head laundress 2 750 
2 plumbers 7, 885 Pantryman 
Painter $115 6 maids 
Storekeeper t, 160 Messenger 
Assistant storekeeper », 495 
Clerk-typist 3, O30 Total (34) 104. OSS 
Potal (38) 148, 505 
Summary 
nechanical and maintenance employees $1438, 5 
domestic force employees 104, O85 
Total (72) 247 
age salary—mechanical and maintenance employees 3, 77 
erage salary—domestic force employees 5, OO 
erage salary—all employees 3, 439 
REVISED BUDGET ESTIMATES 
Mr. Corron. It appears, therefore, in the record, in consequence of 


r statement, that the reduction ordered by the President consisted 
8.000 for personal services, being the 2 nev plumb r pe 


t 


} ‘ 1 ‘ . } 
had peenh suggeste a put are now not re q iested 7 


Mr. Garrsipe. That is correct. 
Mr. Crim. And 33,016 from the equipment fund. 


f 1} } { ¢ { 
Mir. Garrsipe. It was formerly $8,000 and now will be 34.984. 


Mr. Corron. That is taken off of what equipment ¢ 


30608—53—pt 7 
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Mr. Garrstpe. The 09 item under the budget classification of 
“Equipment” for 1954, which was shown as $8,000, now becomes 
™.984. 

Mr. Corron. So that there is no increase in our permanent positions ? 

Mr. Gartsipe. No, sir. 

Mr. Corron. And there is no decrease / 

Mr. GartsipeE. No, sir. 


RENTS AND UTILITY SERVICES 


Mr. Corron. Also, prior to this reduction, there was a reduction of 
48,000 in rents and utilities? 

Mr. Gartside. That is correct, sir. 

Mr. Corron. What is that? 

Mr. Garrstpr. That was in the cost of electric energy. As you 
know, we have not had, even now, the benefit of the experience of full 
operation for 1 year, of the renovated mansion. We were told by 
the engineers for the Commission that they had installed considerable 
equipment in the renovated mansion in excess of that used prior to the 
renovation—for instance, additional electrical equipment consisting 
of 100 kilowatts in lighting, 21 kilowatts in heating, 75 kilowatts in 
general power, 520 kilowatts in air conditioning, and 47 kilowatts 
in cooking. The television and radio broadcasting rooms which were 
installed for the first time had a capacity of approximately 40 kilo- 
watts to provide for television lighting and photographic lighting for 
news photographers. In addition to that, there are 13 street lights in 
the ground, giving a total load of approximately 1,000 kilowatts, of 
which more than one-half was for air conditioning. 

We made an estimate and told the committee that, based upon this 
additional capacity, the electric bills would probably be increased by 
the amount of $25,000 per year. 

Mr. Corron. That estimate is the one you offered for the last fiscal 
vear? 

Mr. Garrstpe. It was really for year before last. 

Mr. Corron. Two years ago? 

Mr. Garrsipr. Yes, sir. Based on the actual bills we have received 
since the mansion was reoccupied, we estimate that the amount could 
be reduced by $8,000 if the social entertainment is not materially 
increased. However, that is an uncertain factor, but we have set up 
our budget for 1954 in a manner that contemplates an $8,000 reduction 
in electric energy. While we had a reduction in electric energy, the 
amount set up in our budget for temporary emplovyment—— 

Mr. Corron. Let us finish on this electric energy first. 

Could you give us the cost of electric power furnished the White 
House in the last full fiscal year it was occupied, before it was 
renovated ? 

Mr. Garrsipr. It was approximately $13,000 a year. 

Mr. Corron. And judging from your estimate, what do you estimate 
the actual electric bill will be this coming fiscal year ? 

Mr. Garrsipr. We estimate it will be $30,890. 

Mr. Corron. And the increase is caused by these additions you have 
suggested ? 

Mr. Gartstmpe. That is correct. 
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INCREASES IN COST RESULTING FROM RENOVATION 


Mr. Corron. While we are on that subject, your justifications indi- 

ite that the renovation por remodeling of the White House in other 
respects cause a heavier burden to maintain it. Do you care to tell 
the committee briefly the other respects in which it will likely be 
more costly to maintain than it was before the changes? 

Mr. Gartsipe. We had estimated for the part-time and temporary 
positions which reflect the labor used in connection with social fune- 
tions the amount of $14,929, and the actual cost was $25,607. We 

also had estimated that the payment above basic rates for overtime 
ond night differential, which again were incident to the social func- 
tions and visitation over and above normal, at $4,945, and it actually 
ost $11,059. So that the one a little more than offset the other. 

Mr. Corron. That is not quite clear tome. My question is whether 
there are any other respects in which the actual physical changes in 
the White House as a result of renovation make it more expensive. 
In reply, you seem to be telling me it depends on the extent of enter 
taining, which would be true both before and afterward; would it not? 

Mr. Crim. Mr. Chairman, the Commission on Renovation gave us 
two additional basements. We have storage rooms and other types of 
maintenance rooms there, giving us a total of how much additional 
square feet of space ? 

Mr. Gartsive. It is approximately a one-third increase in cubic 
content. 

Mr. Corron. That means more heating, more cleaning, more re- 
pairs, and so forth ? 

Mr. Crim. That is exactly correct. 


COMMUNICATION SERVICES 


Mr. Corron. I passed over 04, which is “Communications services.” 
What is that ? ° 

Mr. Gartsipg. Telephone and telegraph. 

Mr. Corron. Of how much ? 

Mr. Gartsipe. We set up $145. 

Mr. Corton. Is that all you paid for the whole year ? 

Mr. Gartsipe. This is the Executive Mansion and grounds, not the 
Executive Office. 


PRINTING AND REPRODUCTION 


Mr. Corron. What is this “Printing and reproduction” ¢ 

Mr. Gartsipe. We are required by law to make an inventory of all 

roperty in and belonging to the White House during the month of 
June of each year, and that must be printed and furnished to the 
President for his approval. In other words, we pick up all of the 
equisitions and account for all of the property that is worn out 
through fair wear and tear. 

Mr. Corron. Could not you furnish it to him in typewriting / 

Mr. Garrsipr. It is a book about that thick [illustrating]. There 
re more than 28,000 items of property belonging to the W hite House. 

Mr. Corton. How many copies do you have to furnish? 
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Mr. Gartsive. We have to furnish two copies. We keep one in ou 
place—that is, the office of the National Capital Parks, which ha 
jurisdiction over the Executive Mansion and grounds, they being : 
part of the park system. The law requires our office to make thi 
ventory annually in the month of June. 

Just for your own information, there were 28,694 items of property 
in the last inventory. The majority is glassware, chinaware, an 
silverware. There were 19,884 individual pieces. The remainder 
made up of table linen, furniture, lamps, rugs, drapes, pictures, orna 
ments, blankets, bed linen, kitchenware, and shop equipment. 


OTHER CONTRACTUAL SERVICES 


Mr. Corron. Under 07, “Other contractual services,” there is $13,200 
Ina brief word, tell us about that. 

Mr. Garrsipe. $4,428 of that amount is required for a contiact wit! 
the Otis Elevator Co. for elevator maintenance. They furnish regular 
inspections; also, under the terms of the contract, they will mepln 
any defective parts that are worn out through fair wear and tea 

Six thousand dollars is required for laundry and dry deg, an 
$2,772 is required for re pairs to the mechanic al pli int and re-covering 
furniture and repairs to the building that must be handled by contract 


SUPPLIES AND MATERIALS 


Mr. Corron. Supplies and materials is $37,875. Give us a wor 
on that. 

Mr. Garrsipe. Ten thousand dollars is required for decorative 
plants—that is, palms, ferns, cut flowers needed for social functions 

Ten thousand dollars is for plant material and lawn supplies for 
the grounds, which have an area of 18 acres. 

Eight thousand five hundred dollars is for miscellaneous hardware, 
paint. lumber, electric supplies, air-conditioning and_ plumbing 
supplies. 

Nine thousand three hundred and seventy-five dollars is for soaps, 
cleaners, insecticides, uniforms for the domestic help, tools, house 
wares, lamp shades, inexpensive china and silverware, curtains, bed 
ding material, and that sort of thing. 


EQUIPMENT 


Mr. Corron. Under item 09, “Equipment,” as it appears in th 
committee print, of course, it 1s $8,000; but, as you previously ex 
plained, that has been reduced. 

Mr. Gartsipe. To $4,984. That is to be used for the purchase of 
more expensive chinaware or silverware or furniture or furnishing 
and the various types of mechanical equipment used in the shops an 
in the maintenance of the grounds. It might be any of the 28,00 
items of property that would have to be replaced due to breakage 
fair wear and tear, and that sort of thing. 

Mr. Corron. To summ arize, then, you are able to report to thi 
committee today that, in spite of the increased cost of maintainin 
the Executive Mansion and erounds since their enlargement and reno 
vation, you are asking for a lesser amount than was requested an 
appropriated last year ? 
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Mr. Crim. Yes, sir. 


Mr. Corron. I think you are to be commended for this reduction. 
OTHER CONTRACTUAL SERVICES 


Mr. Jonas. There are two items I am not clear about. 

In that item 07, $13,200, how much did you say you have allocated 
for elevators ? 

Mr. Gartsipe. Four thousand four hundred and twenty-eight dol 
ws is required for the contract for elevators 

Mr. Jonas. Is that an obligation that is incurred in the contract ? 

Mr. Garrsipe. Yes, sir. They service the passenger elevators, the 
reight elevators, and the electric dumbwaiters. 

Mr. Jonas. Is that going to be a recurring item ? 

Mr. Garrsipe. Yes,sir. It may fluctuate with the purchasing power 
f the dollar from year to year. We make an annual contract, and 


that is the estimated cost. 


Mr. JONAS, These elevators are new; are they not ¢ 
Mir. Gar natoe No, sir. Some of them are new, but others are old. 


| might say this also includes elevators in the Executive Office and in 


east wing, plus the 3 passenger elevators in the White House 

, plus 2 freight elevators that are used to carry the heavier 
iterials down to the sul pease “ment, and the 2 dumbwaiters. 

Mr. Jonas. I was struck by the large amount of recurring expense 


Mr. Garrsipr. You can see what is involved there. 


SUPPLIES AND MATERIALS 


Mr. Jonas. As you ran hurriedly over this 08 item “Supplies and 
aterials, $37,875,” I notice that is about the same as it was last year, 
Mr. Garrsipr. Yes, sir. 

Mr. Jonas. I was he ping you could save substantial amounts of 
oney on supphes until the House grows a little older again, but 
pparently not. 

Mr. Garrstpr. They are mostly operating supplies. Furnishings 
ne under the equipment item. 

Mr. Jonas. Read those items again, please. 


PURCHIIASE OF DECORATIVE PLANTS AND FLOWERS 


Myr. Gartsipe. We have set up $10,000 for decorative plants—that is, 
* ferns, cut flowers needed for the normal daily decoration of the 
House and also for the social functions such us dinners, teas 
eptions, and the delegations that are entertained by the First Lady. 
Mr. Jonas. Are those flowers purchased ? 
Mr. Garrsipe. Yes, sir. 
Mr. Jonas. Are flowers not available from any Government-owned 


re enhouse ? 


Mr. Garrsipr. No, sir. Some years ago we had our own green 
se, but they discontinued the White House greenhouses and decided 
n purchasing the plants. 
Mr. Jonas. What were the other materials? 
Mr. Garrsipe. An additional $10,000 is set up for materials we need 
the grounds. The grounds are 18 acres in area, and they contain 
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trees, shrubs, and two formal gardens, and this is for the fertilizer, 
seed, sod, plants, and that type “of material ; $8,500 was set up for the 
miscell: oust hardware, paint, lumber, electric, air conditioning, and 
plumbing supplies that we need inside the House. 

Now, we must maintain a considerable cube of building space ii 
addition to the House proper. You see, this was the part renovate: 
[exhibiting photograph]. We maintain all of this [indicating] plu 
a lot of space that is underground. That generally is not recognized 
and we have invited the committee down on numerous occasions t: 
inspect the area so they would have a better understanding of the scoy. 
of this problem. The cubic content that we maintain is equivalent to 
about 100 average American homes. There are 1,600,000 cubic feet 

Mr. Corron. That is inside the building? 

Mr. Gartsipe. Inside the building; yes, sir. And what is below that 
you do not see here. 

Mr. Jonas. I suppose the executive offices would occupy a pretty 
good sized building, if all the business was transacted in an office 
building it would occupy several floors. 

Mr. Gartsipr. And the 18 acres of grounds are equivalent to the 
ground which we would have around 100 average homes. If you look 
at it with that background, you can see that 70 employees might be 
compared with 100 wives that you might have for 100 homes. We 
have a moderate force considering the scope of the problem. 

Mr. Tuomas. Mr. Crim, I think you and Mr. Gartside are doing a 
good job. You have a tremendous number of people coming down 
there. Every time I have been there, it has been as neat asa pin. So] 
think all of you deserve a lot of credit. 

Mr. Corron. Thank you, gentlemen, for coming up. I think the 
committee will agree with me that not only have you given full and 
fine information, but in handling this job you are handling it very, 
very well indeed. Thank you. 


ENTERTAINMENT EXPENSES 


Mr. Yares. Is there a greater allowance for entertainment this year 
than there was last year? 

Mr. Garrsipr. No, sir. 

Mr. Yares. What is the allowance for entertainment last year; is 
that the $26,000 figure ? 

Mr. Crim. We are asking for $11,016 less in 1954 than Congress ap 
propriated for 1953. Does that answer your question? We are asking 
for less money than we had last year. 

Mr. Yares. No. As I understand the testimony previously, yor 
stated some of the expense would depend upon the extent of enter 
tainment this year. 

Mr. Gartstor. That is correct. 

Mr. Yarers. Is there any knowledge as to whether or not the exten 
of entertainment will be increased over last year ¢ 

Mr. Gartsipe. That isa problem. No one knows. 

Mr. Yates. You do not know that? 

Mr. Garrsipr. No, sir; we do not know that. But that will affect 
the operating cost to a considerable extent. 

Mr. Corron. Thank you, gentlemen. 
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BUREAU OF THE BUDGET 
WITNESS 


JOSEPH M. DODGE, DIRECTOR OF THE BUDGET 


SALARIES AND EXPENSES 


{mounts available for obligation 




















1952 actu 19 t ite 19054 ¢ 
\ priation or estimat $3, 608, 000 $3, 461, 200 
ements f herfaccount $, 212 60. OOK 
Ci r obli R82. 912 1, 204 
} vlanc it m2 
O | f mK 2 
Obligations by activities 
Ser 
) N te Dt 2 ) 
( ‘ refe Ce 149, 0 141, 70 
Off ent i org matic 1 0) 000 
( tandard 1 § s 
i! 44,4 
welfare 2, 20 
1. OO 
ind ¢l ork 7. BOO 
I I 2 S; “ 
\ at { M 
Or 4 I ‘ 1, S2¢ 2 20 
Obligations by objects 
Object classification 1952 actual 1953 estimat 1954 « 
nber of permanent positions F 42 
e equivalent of all other position 2 4 
A ize number of all employees - - 193 1 
A gt ind grades 
Ger ule ‘ 
la $e ( $6. 901 
grad GS-10.0 GS-10.2 ( 
Personal services 
Pern yn $3. 959. O60 $ 35. 500 « 
P npo y positions 11, 893 25, 900 
I lar pa exc 2-week base 2, 571 2, 00 
P ent above basic rates 6, 474 7, 600 
-avments to othe encies for r¢ bur le details 3. 393 1. 500 
Payn il ) 1 i nel imbpbu Di 1 
Total personal services 3, 294, 290 3, 182, 500 
2 vel 52 198 56, 400 
03 Transportation of things 2 206 aM 
04 Communication services 44, 550 £4, OU 
6 Printing and reproduction 150, 270 150, 000 
{ Other contractual services 8, OR] 3, 800 
Services performed by other agencit 43, 22 410, 000 
08 Supplies and material 44, 047 31, 000 
0Y Equipment 20, 547 9 000 
15 ‘Taxes and assessments 2, SOE 3, 000 
Obligation curred 671. 826 3. 521. 20K 
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inalysis of expenditures 


1952 actual 1953 estimate | 1954 estimate 


Unliquidate t t s, start of year $245, 442 $166, 405 $155, OF 
Obligatior curred during the year 3, 671, 826 3, 521, 200 3, 760, 00 
3. 917, 268 3, 687, 605 3 O15. O 
Dedu 
Re bursable obligatior 74, 212 60, 000 60, 00 
Adjustment bligations of prior vear 619 
Unliquidated obligations, end of year 166, 405 155, 000 165, 00 
rotal expenditures 3, 676, 032 3, 472, 605 3, 690, OOF 
Expenditures ar ws 
Out of current a 3, 442, 732 3, 310, 605 3, 540, 
Out of prior 233, 300 162, 000 150, 00 





Mr. Puirtiirs. We are pleased to have with us this morning the 
Director of the Bureau of the Budget, Mr. Dodge, and the object of 
the meeting is to review the request of the Bureau of the Budget for 
the fiscal year 1954. Mr. Dodge, the committee has the preliminary 
justifications which were furnished some time ago, and I presume that 
you would like to make a statement of a general nature to the commit- 
tee and then make a statement in justification of some of these figures. 

Mr. Doper. Yes. 

Mr. Puwurrs. Whatever you would like to do, the committee would 
be glad to hear you, and we are glad to see you here. 


GENERAL STATEMENT 


Mr. Dopeér. Thank you, Mr. Chairman; I appreciate that. I have 
a brief statement which I will read to you, if you please; it is only 1 or 
~ pages. 

As you gentlemen know, the Bureau of the Budget has been engaged 
inaspecial review of the 1954 budget which was presented to you early 
in January. The purpose of this review is to take the initial steps 
toward the accomplishment of a balanced budget. While this review 
has been going on, I, as agency head of the Bureau of the Budget, have 
been examining the appropriations request for the Bureau. shown in 
the printed budget and have been studying the history of Bureau ap- 
propriations over the past several years. Insofar as time has per- 
mitted, I have studied the organization and staffing of the Bureau 
and I have attempted its effectiveness for meeting its assigned func- 
tions and re ponsibilities. 

I have been seeking ways and means of increasing the effectiveness 
of the Budget Bureau’s work and have been seeking to determine the 
minimum requirements for its proper operation. 

The 1954 printed budget provides for an appropriation of $3,- 
700,000, an increase of $238,800 as compared to the 1953 appropriation. 

Mr. Puiuuips. The 1953 appropriation estimate is $3,461,200. 

Mr. Doneér. I have reviewed this 1954 request in terms of what I can 
eliminate from it, and how, and still be able to meet the inevitably in- 
creased workload required in order to be sure that budget requests are 
reduced to an absolute minimum and to carry out the several other 
responsibilities of the Bureau. I believe that a good dollars-and-cents 
case can be made for an increase in the size of the current 1953 appro- 
priation, and that such an increase would be returned many times in 
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the form of reduced appropriation requests. However, I do not be- 
lieve that the Budget Director, while proposing reductions in requests 
on the part of other agencies, can come before you and insist that his 
own agency must have more money. 

Now, I have gone into the problem of the Bureau’s 1954 request 
pretty ¢ arefully, and I have studied the history of Bureau appropri- 
ations. If you look back over the figures you will find, going back 
to 1948, that is, 5 years ago, or 6 years ago if you include 1953, the 
iverage aimee of full-time e mployees has decreased 111 in that pe 
riod. The aver: ze number of full- time employees hs is been reduced 
from 576 to 465, with no reduction in responsibilities or functions. 

In the saine period of time the appropriation has been increased 
— $85,000, ‘his increase is the result of the pay increases. 

Mr, Puntuirrs. Looking at page 12 of the printed estimates—when 
did you say you started in your illustration 4 

Mr. Dopex. I started with 1948. 

Mr. Pumures. You had in 1948—— 

Mr. Doneér. $3,376,000. But as I say, with an increase of $85,000 

dollars there has been a reduction of 111 in average number of 
employees, or more than 20 percent. 

Mr. Puiurws. Of course, Mr. Dodge, the committee could point 
back to 1944 and say you only had $1,604,000, 

Mr. Doner. I believe the total appropriations available to the Bu- 
reau for 1944 were $2,504,500. Since that time we have had a great 
nerease in the workload. I am just pointing out to you that the 
present number of Bureau employees is approximately 160. 

Mr. Tuomas. 485 if you are going to take up the lapses. 

Mr. Dopner. I am talking about the actual present number. 

Mr. Puiuures. Yes. 

Mr. Doner. Now, the 1954 printed budget request of $3,700,000 
provides for 519 positions, which was an increase of 34 over the 1953 
ippropriation, and for an average number of full-time employees 
of 492, which would be an increase of 27 over the 1953 average 

As a businessman, which I am primarily, I will say that this is the 
kind of operation in which, if I were reorganizing a business, I could 
make a very good case for the fact that with some more of the right 
kind of people I could produce many times their cost in savings. 
The same applies in producing savings for the Government, and in 
providing assistance to your committee. 

However, I am convinced that in my position as Director of the 
Budget, and in consideration of the type of effort in which we are 
engaged, in trying to reduce total appropriations, I cannot make a 
substantial variation from what I am insisting other agencies do. Of 
course, we should bear in mind the nature of the work of the Bureau 
and the limitations we have. I can tell you very frankly that I have 
been in a lot of high-pressure spots in my life, but the burden we are 
under right now and will be under at least for the rest of this year on 
the 1955. budget is beyond your imagination. I do not find enough 
hours in the day to do what I should do, and the same is true of most 
of my staff. I have not had a half day off since I have been here, in- 
cluding Saturdays and Sundays, and many of the top men on my 
staff and their assistants are working as I am. This is nec essary under 
present circumstances because we are trying to accomplish something 
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special without extra fac ilities for doing it. When you are trying to 
accomplish something special, if you are outside the Government, you 


have people set up to do it. 


FIELD SERVICE 


While my conclusion is that we must take some kind of reduction, 
the exact amount is very difficult for me to determine. As I have gone 
over the operations of the Bureau, I find I will have either to cut them 
very thin throughout, thinner even than at present, or else I must 
eliminate one activity entirely in order to strengthen others. The 
only activity that could be eliminated as a whole is what we call the 
field service; I do not know whether you are familiar with it or not. 

Mr. Pumutrs. Yes: we are familiar with it. 

Mr. Doner. We have field offices in Chicago, Dallas, Denver, and San 
Francisco at present. There are 19 employees in the 4 field offices and 
the estimated cost of the entire field service for the fiscal year 19538 
is about $202,000, The field service carries out special assignments 
in checking the field operations of the various agencies. As a business- 
man I would be inclined to strengthen and improve that staff, because 
the closer we can get to examination of actual operations, the better 
off we are going to be. 

Mr. Puitires. Would you like to tell us right here just exactly 
what they are doing? 

Mr. Dover. Yes. The field service has the following principal 
functions : 

First, carrying out of specific project assignments as requested by an 
office or sen iting division. 

Furnishing systematic reporting on areas of Bureau interest, as 
identified by the central office. 

Identifying and reporting on field problems, which in terms of 
known Bureau programs and objectives, are judged to be significant 
enough to warrent central office consideration. 

Assisting Federal field agencies on problems susceptible of field 
solution. 

Improving coordination and cooperation among Federal field es- 
tablishments and with State and local governments. 

Examples of specific projects carried on by the field offices during 
fiscal year 1953 include: 

A study of supply of uniforms to field components of armed serv- 
ices, Which resulted in a reduction in the replacement rate of uniforms. 

A study of need for additional hospital construction at Sheppard 
Air Force Base, which resulted in a decision that rehabilitation of 
existing structure eliminated need for any additional construction. 

A study of services provided to small businesses which eliminated 
overlapping programs of the Small Defense Plants Administration 
and the Department of Commerce. 

A study of system of payments to insurance companies by the armed 
services, which resulted in the substitution of single monthly checks 
to each of approximately 100 insurance companies, ins stead of the 
approximately 5 million individual checks heretofore written and 
mailed annually. 

Those are examples of things that the field staff can do. 
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O Mr. JONAS. Who is writing these o million checks; the Veterans’ 
u \dministration 4 
Mr. Dover. That I cannot say. 
Mr. Jonas. It would seem to me that the agencies would have dis 
overed that and that it would not have been necessary for the Bu- 


,. eau of the Budget to come up with a large saving of that kind. I 
e uld like to know what agency was derelict. 
n Mr. Doper. 1 can find out. 
st (The information follows :) 
1e@ 
STATEMENT ON INSURANCE PREMIUM CHECKs 
1e 
-. The checks referred to represent payments by members of the armed services 
r premiums on insurance held in private companies, for which the individual 
ervicemen authorize allotments from their pay to permit direct payment by 
I he Government to the company. Formerly an individual check was sent by 
id e appropriate service for each man to each company Now one check, cover 
2 all allotments for premium payments to a particular company, is sent 
ts onthly to that company. 

Mr. Putuirs. I would think in that particular case that you would, 
3e ya certain extent, be ove lapping the work of the General Account 
ar o ( fice, w hich has been working part ularly on that type of thing. 

)f course your authority to question the need for hospital facilities 
ly tan Air Force base, or how many projects there should be is clear, but 

hen you get into the actual payroll handling and accounting, the 
al GAO has been working on that. 

Mr. Dover. That is true, Mr. Phillips, but theirs is a post-audit 
in pe of operation, and it sometimes lags considerably behind the t Go 

iat we can do rather quickly, and immediately vet adjustments. 
as Mr. Jonas. That is such an obvious thing that I was surprised that 

the agency itself did not come up with it. 
of Mr. Doper. You will find that that is not unusual, Mr. Jonas 
nt 


REVISED BUDGET ESTIMATI 


lam frank to Say that I am in somewhat of a dilemma here in lool 
g at the job we have to do on the budget for 1954 and 1955 this vear. 


: There are things I think I could do with a strengthened staff which 
he would be to the advantage of all, but the principle to which I sub 
° eribe is that we should not be an exce ption to v hat we are askin ythe 
other agencies to do. 
Vv ; : , , 
So | have a suggestion to make, which I just want to talk over with 
1S. . . . 1 = . | ] 
rd ou, in view of the circumstances that I suggested eartier. 
f Che 1952 appropriation Was 58,605,000 ; the 1953, 83.461200;: and the 
O be tes 
4 printed budget request is $3,700,000. Iam tentatively suggesting 
“a ere a consideration of an amount of $3,450,000, which is less than the 
#52 appropriation and less than the 1953 appropriation. 
on rws . 7 ; : 
Mr. Puimuies. That is commendable, Mr. Dodge. You would like 
to adjust the figures, and supply the committee with an estimate of 
e¢ : e e 
See - obligations later? 
4. ree . ° 
Mr. Doper. That is right. 
e ; , : ie : 
rhe following revised budget justihceation Was recerved Dx 
nd 


ient to the committee hearing :) 
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Bureau of the Budget, revised 1954 budget submission, summary of p rsonal services 
by office and division 





Submitted—esti- Revised—esti- Increase or 
mated, 1954 mated, 1954 decrease 
Total Total Total 
num- |Totalsalary) num- |Totalsalary) num- Total salar; 
ber ber ber 
Budget review _- g 37 ai 
Legislative reference 2 233 
Management and organization 5l 44 7 
Statistical standard 50 42 » 
Commerce and finance 5O 45 5 
International 5 31 4 
Labor and welfare 51 46) —5 
Military 64 52 ‘ f —12 
Resources and civil works 52 48 350, 660 4 
Field service 28 16 121, 860 —12 
Director’s office 77 77 410, 562 +10, 800 
otal permanent 519 3, 530, 902 461 3, 142, 817 — 58 — 388, O8 
Deduct lapses 27 — 1&2, 902 14 93, 917 1-13 4-88 ORF 
Net permanent (average number, 
net salary 492 3, 348, 000 447 3, 048, 900 —45 —299, 100 
Temporary employment 7, 900 4, 000 —3, 90 
W. a. e. employment 20, 000 20, 000 
Regular pay in excess of 52-week base 13, 000 11, 500 —1, 50 
Overtime and holiday pay 8, 500 6, 500 —2, 00 
Night-work differential 100 100 
Payments to other agencies for reimburs- 
able details 1, 500 1, 500 
Total personal services 3, 399, 000 3, 092, 500 . —306, 50 
Summary of obligations, by objects 
Submitted Revised Increase 
Estimated, Estimated, or 
1954 1954 decrease 
01 Personal services $3, 399, 000 $3, 092, 500 — $306, 501 
02 Travel 72, 000 69, 000 —3, 000 
03 Transportation of things 2, 000 1, 000 —1, 000 
04 Communication services 44, 000 44, 000 
06 Printing and reproduction 150, 000 143, 000 —7, OO 
07 Other contractual services 44, 000 40, 000 —4, OO 
08 Supplies and materials 36, 000 30, 000 —6, 000 
09 Equipment 19, 000 10, 000 
15 ‘Taxes and assessments 3, 000 2, 500 — 500 
Total obligations 3, 760, 000 3, 432, 000 — 328, 000 
Deduct 
Estimated 
Reimbursements 60, 000 20, 000 +-40, 000 
Appropriation or estimate 3, 700, 000 3, 412, 000 — 288, 000 


Mr. Puitiirs. Then we could hold our action up until then. I 
think also, Mr. Dodge, that in this rather lengthy justification you 
have submitted to the committee on the basis of the printed budget 
there are many increases which are no longer in point, so I think we 
had better ask you to furnish us a revised breakdown of the overall 
estimate. 

Mr. Doper. Yes; I was just demonstrating to you that we are 
approaching the revision of our appropriation “request that way. 

Mr. Puriires. Let me ask you 1 or 2 questions, if I may: It is 
obvious that in order to take up $250,000—first in the “01, Personal 
services” item, your budget shows an estimated increase of $216,500. 





QRS 


Aor 
OO 


», SK 
, OOF 
, OO 
ALL 
L, OOF 
3, OOF 


AK 


8, OOK 


D, OO 


8, OOK 


J 
you 
get 

we 


ral] 
are 
t is 


nal 
900, 


617 


[ think generally this committee has felt in the past that the Bureau 
of the I udget has had as competent a group df people as any one 
of the agencies, but I do not think we would say that there was 
no chance for some increase in the effici iency of any existing agency. 
[ think just a rather small percentage increase in efficiency in the way 
gencies are handling matters would mean a lot. 


OTHER OBLIGATIONS 


TRAVEI 


I do not quite understand the need for the increase of $15,600 in 
travel. You might look into that a little. 

Mr. Dover. Yes, I am doing that. 

Mr. Prunus. And if you have in mind eliminating the field serv 
ce, you might eliminate all or most of the $15,600. 

Mr. Doper. I am afraid that it would tend to work in the other 
lirection, for this reason: If I eliminate the possibility of calling on 
hese individual offices for information in areas where they are now 
established, it will be my plan to send men out into the field on tem 
porary duty from the Washington office to conduct on-the-spot re 
iews. The men who will be sent will be those responsible for han 
dling the particular problem concerned, and conversant with it. The 
elimination of the field officers’ travel would be taken up by more travel 
of Washington staff directly concerned with the matter at hand. 


OFFICE OF STATISTICAL STANDARDS 


Mr. Tuomas. You may decide to eliminate the field offices, but if 
you want to doa real service, you can get rid of the Office of Statistical 
Standards, where you have had some 50 people for the last 4 or more 
years. A half dozen people would answer the purpose, and if you 

ant to do a real good job you can reduce that group. 

Mr. Putiuirs. What is the caliber of your people? As you know, 
that is the problem in every agency. 

(Off-record discussion. ) 

Mr. Pures. As I understand you, Mr. Dodge, you would like 


to make a review of this estimate within the possible maximum of 
835.450.0000, 

Mr. Dover. Yes. 

Mr. Pnitures. I have one or two questions : First of all, in this 
field service; have you had any services outside this country ? 

Mr. Dover. No. We have at times sent men outside the country 
to examine requirements of the foreign-aid program. Mr. Macy 
head of the International Division, and several of his staff made trips 
ibroad last year. 

Mr. Puiturrs. Yes. I still have in mind that there could possibly 
be some conflict or duplication in what GAO does. 

Mr. Doper. We will see to it that that will not happen. We are 
going to work very closely with the GAO. 

Mr. Putts. We have here a statement from the Federal Com 
munications Commission, which I am going to read from, to you: 

The establishment of the Office of Telecommunications Adviser to the Presi 
lent has made it possible to coordinate with greater dispatch those broad fre 


quency allocation problems which concern both Government and non-Govern 
ment users of radio. 
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Do you know anything about that? 

Mr. Doper. Yes. I cannot tell you exactly the history of it, but 
we are studying the matter to determine in what agency the activity 
should be placed. We do not think it belongs directly under thi 
White House. 

Mr. Puitutps. I think that clears that up. 


rABULATING OR PUNCHCARD EQUIPMENT 


I spoke to you pre\ iously about the Bureau’s automobiles and IBM 
} , 
machines, 


Mr. Donen. Yes. 
USE OF GOVERNMENT AUTOMOBILES 


Mr. Putuies. I think here in the committee we feel that there are 
some 30 agencies where there have been a lot of automobiles and 
machines that were not fully in use. 

Mr. Doner. Yes. 

Mr. Pururrs. And where agencies are gradually being wiped out 

Mr. Dopex. Yes. 

Mr. Puiuirs. That is something that could be checked on by the 
General Services Administration, but I think somewhere along the 
line there will have to be some authority provided, so that automobiles 
from one agency can move over to another where there is greater need, 
where they come out of an agency that is being wiped out or does not 
need them. 

Mr. Dover. I cannot give you the technical answer as yet, but I will 
find out, and I will say that I think we can approach t he thing in two 
ways: We could send out a direct questonnaire from the Bureau of the 
Budget and find out the status of these matters. In fact, we already 
have information on motor vehicles owned by the agencies. However, 
I understand there are laws providing personal cars with chauf 
feurs only for the heads of executive departments, and for certain 
other officials. And I think those are being violated quite generally. 
We have proposed a consolidation and review of such provisions by 
the Congress, 

Mr. Puiturrs. I am quite sure I have seen it violated. As a matter 
of fact, if you will stand between H and I Streets at 9:30 or 4:30 in 
the afternoon you will see what you have stated is right. 

Mr. Doper. Let me say something, if I may, off the record. 

(Off-record discussion. ) 


USE OF BUSINESS MACHINES BY GOVERNMENT 


Mr. Pututies. It is not so much the money as it is the principle; but, 
the same thing applies with reference to the business machines; some 
$23 million is being spent each year for the rent of IBM and similar 
equipment. Iam sure that the General Accounting Office could check 
into that and find out what machines are not being used; but there 


again I think they would have to have authority. I do not know 
whether that is something you want to comment on now or not. 

Mr. Doner. Let me find out about the situation. 

(The following statement was provided for insertion in the record :) 
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STATEMENT ON USE OF IBM EQUIPMENT 


No extensive review has been made in the past by the Bureau of the Budget as 
to whether punch-card equipment is being used efficiently or whether the work 
in some cases, being performed on such equipment could be done more economi- 
cally by the use of other methods. The Bureau has given specific attention to 
payroll installations where, in some cases, it was found that the use of punch- 
card equipment was more expensive than the use of other methods. In the near 
future, the Bureau, through the regular budget process, will give thorough con- 
sideration to the application and utilization of punch-card equipment as well as 
to the question of efficiency for all such operations. 


SIZE OF BUDGET STAFF REQUIRED 


Mr. Corron. Mr. Dodge, rather than ask a question, I would like to 
make one brief statement to you, which may express my own individual 
opinion only. 

I listened with a great deal of interest to your statement about the 
dilemma you are in, as to whether you should set a good oe to 
the rest of the Government agencies by reducing your budget, or 
whether you should follow a budget procedure of acquiring a staff 
ufficient to do the particular and necessarily vital job that you think 

houl 1 | e done. 

As one member of the committee I am not sure the thing to do is just 
to have a budget artificially set at some amount that would show a 
decrease over last year and say to us that we are going to live within 
it. Iam sure that you look at a budget much in the same way as you 
would for a business operation. And, this committee this year, under 
the leadership of Chairman Taber, enlisted the services of a large 
organization to help the committee on what we think is a vital job. 
Of course, there are political considerations, but I do not think we 
should worry too much about that when it comes to getting a good job 
done. During the term of President Truman, on this committee I 
hever once quest ioned the e xpense of the White House or the e xXpense 
if the Bureau of the Budget. We did rather active ly Oppose certi un 
features of the so called emergency fund, because we felt that it could 
eventually create a situation that was invading the legislative responsi 
bility of the Government. 

Mr. Doper. Yes. 

Mr. Corron. But I think, that as a practical matter, as I indicated 
O my good friend from New Hampshire, Mr. Adams, the other day, 
that quite often people may pay more atte ntion to how many people 
there are in the White Hous se than how many billions of dollars we 
ue spe nding for other pur — When it comes to the working tools 
of the adn ul istration engaged j 1 seeing that we make this Govern 
ment a going concern, I think, as ohne member of this committee, I 

ould rather see you have a larger budget and have a staff sufficient 
to do the job you think necessary, than simply, for fear of certain 

riticism, artificially reduce the budget and thus impair your efficiency. 

Mr. Dopce. I appreciate that statement very much, Mr. Cotton. 
l a at it this Way : First, I want to participate in what we are asking 
others to do, and second, we are just starting, and | would rather come 
back to you n ext year, after we have done some of the things that we 
ire doing, and Say that if we are v ou ne to continue to do this job we 
ie going to need some more help. 
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And I think we can get by on the amount I mentioned before. I 
do not like the idea of getting rid of the field service, +.) I think we 
need to strengthen some of the other Bureau activities. I do not want 
to commit myself finally, but I think I can say that we will be able 
to stay under the 1953 level insofar as next year’s appropriation is 
concerned. 


PRAVEL 


Mr. Corron. Just one other question, and I realize that perhaps this 
is in the field of pure conjecture, but if you eliminate the field service, 
how much of the saving gained by eliminating the field service is offset 
by increasing the travel allowance e! 

Mr. Doper. I cannot tell you that at the moment, but we will need 
to send Washington staff members out to do review work. Further 
more, some of the amount previously proposed for the field service will 
be used to strengthen the most vital parts of the Washington staff in 
other ways. 

Mr. Puiturs. The original budget called for an additional $15,600 
increase in travel, for a total of $72,000. 

Mr. Doper. We want to hold at about that level under the proposed 
revision, that is, about $72,000. 

Mr. Tuomas. Mr. Chairman, I think you have covered the field 
pretty well. I want to offer my sympathy and my support to the new 
Director. He hasa big job. 


OFFICE OF STATISTICAL STANDARDS 


There are 1 or 2 things which this committee has been working 
on for the last 4 or 5 years, which, if you can do something about, you 
will have rendered this government a great service. Of this staff of 
about 485 people, you have a division running all kinds of statistical 
programs. That you could eliminate and put them on something of 
vital importance. 


STAFFING OF NEW AGENCIES 


The staffing of any governmental agency stems directly from the 
Bureau of the Budget. There is no excuse, sometimes, to start out a 
new agency, and we have had occasion to see them when they have been 
created by the Congress, where the Bureau of the Budget says that 
50 employees are needed. We have seen them cut to 25 and they did 
the job. 

Mr. Doper. Yes. 

Mr. Tuomas. That is a field in which the Bureau of the Budget in 
the past, I think, has given too little attention. 


OFFICE OF STATISTICAL STANDARDS 


The Office of Statistical Standards can be reduced considerably. 
The best way to handle that function is to say no to about 90 percent 
of the requests of the agencies. This Government has been slap happy 
on 2 things, and has been for the past 10 or 15 years; 1 is on sta- 
tistics, and the other in the whole field of printing and binding. If 
you will reduce your Statistical Standards activities, and the ex- 
panding activities for printing and binding, plus the staff involved, 
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you will have rendered this Government perhaps the greatest servi 
that has been rendered to it in the last 20 years. 

Mr. Doner. I can assure you that it is our intention to effect every 
possible economy, but that will take time. Sixty days is not enough. 
Again, one of the reasons I am talking to you here in generalities con- 
cerning the staffing of the Bureau of the Budget is that I will need 
fle xibility to work “this matter out within the limits that I have sug 
vested. What that will mean, with reference to the Office of Statis 
tical Standards, I do not know. 

As a matter of fact, that Office performs some very valuable services, 
and I think if you got closer to them you would realize it. They 
keep Federal agencies from sending out unnecessary questionnaires. 
They set up certain standards, working with advisory committees 
from business, a work that you never hear much about. 

I have raised some question about that Office myself, but the re 
ports I have gotten are more favorable than the general impression 
would be concerning its effectiveness. 

(nd I think perh: aps there are statutes back of these functions, a 
the re not, Mr. Chairman ? 

Mr. Puiturrs. I do not know that there is a statute back of them. 

Mr. Doner. I am sure is. The functions of the Central Statistical 
Board were transferred into the Bureau of Budget, and the Federal] 
Reports Act assigns certain responsibilities. 

Mr. Puiturpes. Of course, the whole Bureau of the Budget was 
established, to some extent, by a transfer by Executive order of the 
White House. I believe the Statistical Standards Section and other 
functions were formerly established as separate agencies, and when 
the Bureau of the Budget was established some of them transferred 
to it. 

I think when Mr. Dodge has an opportunity to review the budget, 
he may want to comment on some of the points that have been 
brought up. 

Mr. Doper. Yes. 

(Discussion off the record.) 


ECONOMIC ADVISER 


Mr. Yares. In the chart on page 4 of the justification under the 
oxes attached to your office, under the one called Office of Budget 
Review, there is one entitled “Economic Adviser.” Is that to replace 
the Council of Economic Advisers? 

Mr. Doper. No. 

Mr. Yates. What is this job? 

Mr. Dover. Mr. J. Weldon.Jones is the official there. As a matter 
of fact, that particular office, which only has a few people in it—Mr. 
Jones and a few others—are the people who prepare the President’s 
budget message, and assist in preparing information that goes into 
the budget when it is printed. 

Mr. Yates. Is there duplication of the functions of the Council of 
Economic Advisers ? 

Mr. Doper. No. The Budget Bureau is advisory to the President 
on budgetary and other matters, and its work does not duplicate the 
functions of the Council of Economic Advisers. 

30608—53—pt. 3——8 
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Mr. Paiurrs. I think that Mr. Dodge is probably giving the situa- 
tion as it exists, but I think the record will show that the Council of 
Economic Advisers has come up here and taken credit for doing th 
work. 

Mr. Doner. That has been one difficulty, Mr. Phillips. The Council 
of Economic Advisers, as some said, I believe, in the past, has at- 
tempted to represent the President’s views publicly. That is one of 
the eee to be changed. 

Mr. Yares. In regard to the additional employees that are requested, 
is it contemplated that they will be used in your office, or will they be 
used in other agencies to make sure that the agencies are doing their 
work properly ¢ 

Mr. Doner. On the basis that I am proposing here, we will not have 
any margin for additional employees. 

Mr. Yares. You are limited to 485? 

Mr. Doner. I cannot tell you the exact figure now, but we are holding 
t to below the 1953 level, which is an average of 465. 

Mr. Yates. That is all, Mr. Chairman. 

Mr. Puiturs. Thank you very much, Mr. Dodge. 


OFFICE OF THE DIRECTOR 


Mr. Dopar. May I just add one other thing? I think you might look 
at the section of the chart marked Office of the Director. You will 

a rather large number in that, and the reason for that is that those 
are internal service people. We have a central staff, in the Director's 
Office, to provide administrative services, 

Mr. Yates. Yes. 

Mir. Doper. It includes the administrative staff, the Budget Office 
of the Bureau of the Budget, and the Personnel Office. 


DECENTRALIZATION OF BUREAU OF THE BUDGET ACTIVITIES 


Mr. Anprews. I was under the impression in listening to the testi- 
mony last year that the proposal was to put more employees into the 
agency themselves in order that the Director could be assured that 
their requests were more reasonable. Is that the intention ? 

Mr. Dover. That was the purpose of the request, to put in additional 
examiners to work on individual agency budgets. 

Mr. Anprews. Yes. 

Mr. Doper. That.is what I meant when I said if we had more we! 
qualified people ve could do more. 

Mr. Tuomas. Let me make a statement off the record. 

(Off-record discussion. ) 

cae Prius. I am not sure that I understood Mr. Dodge in one 

ing he said: Did you imply there was going to be a change i in the 
aan est for the White House budget? 

Mr. Donee. I have got that here, Mr. Chairman. 

Mr. Putaies. Did you want to take up the emergency fund request 
and then start with the White House? 

Mr. Dover. I can do that. 
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LIQUIDATION OF THLE ECONOMIC STABILIZATION AGENCY 


Mr. Jonas. I want to ask Mr. Dodge before he concludes whether 
] understood him correct ly to say that he will recover the unexpended 
funds in the OPS, before that agency is disbanded ? 

Mr. Dopeér. I cannot answer that in detail now. 

Mr. Puituirs. You mean how much? 

Mr. Jonas. I wanted to know whether the Budget Bureau im 
pounded the funds. 

Mr. Putturrs. Mr. Dodge, if you do not know the answer now, 
would you like to put that in the record at this point, when the tran- 
script comes to you? 

Mr. Doper. Yes, I will be glad to do that. 

(The information requested follows:) 

The amount of $60,000,000 was appropriated to the Economie Stabilization 
Agency for fiscal year 1953 to cover expenses of all its component organizations, 
namely, the Office of Price Stabilization, the Office of Rent Stabilization, the 
Wage Stabilization Board, the Salary Stabilization Board, the Railroad and 
Airline Wage Board, the National Enforcement Commission, and the Office of 
the Administrator. Of the $60,000,000, the sum of $36,900,000 was allocated 


» OPS by the ESA Administrator. As of February 28, 1955, OPS had obligated 
$30,214,434. Requirements for the remainder of the fiscal vear are now estimated 
to be $5,369,566 of which $2,880,000 is for terminal leave payments. Estimated 
obligations for the fiscal year thus total $35,584,000, or $1,316,000 less than the 
nitial OPS allocation. This savings, and an additional $699,557 savings in the 


allocations to other ESA components were placed in reserve by the Bureau of 
the Budget on March 7, 1953. 


Mr. Dopcre. | might say that we expect to have quite a substan tial 
recovery on that, becnuse of the dropping of controls and the liqu 
dat 1 of these agencies. 

Mr. Jonas. What I was really interested in was to find out hoy 
much money they are spending in this year. 

Mr. Doper. Yes. 

Mr. Tuomas. It looks to me as if the Bureau of the Budget could 
certainly rescind some of these funds. 

(Off-record discussion. ) 


LEGISLATIVE AUTHORITY 
(The following letter stating the legislative authority for activities 
of the Bureau of the Budget was requested by the committee for 
insertion in the record at this point.) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
SUREAU OF THE BUDGET, 
Washington D. C., March 11, 1953 
Hon. JOHN PHILLIPS, 
Chairman, Subcommittee on Indenendent Offices {ppropriation s 
Committee on Appropriations, 
House of Representatives, Washington 25, D. C 

My Dear Mr. CHAIRMAN: In your letter of February 24, 1953, you asked tha 
I submit a list of the activities of the Bureau of the Budget for which funds were 
requested in the 1954 budget estimates and the legal authority for each a 
Attached is the information you requested. 

Sincerely yours, 


J. W. Dover, Director. 
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Executive Office of the President, Bureau of the 
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Frvecutive O flice of the President Bureau of the 
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Obligations by objects 


532, 645 
100, 000 
435, GOS 


”}, 643 
OOO 
O00 
, G00 S| 
000 0, 000 
000 20, OO 
000 OO 
25, 000 5, 1M 


307, 643 


000 000 


700) 


12, 326 , 807, 643 790 
5, 170 73, HRS 000 


Mr. Donor. Then we have the White House Office. 

Mr. Puitirs. This shows you had asked in the budget for 
$1,004,790 for 1904, as compared with $1,007,648. 

Mr. Doper. In 1953; that is correct. 


REVISED BUDGET ESTIMATI 


There has been, 1 believe, a tradition that the Bureau of the Budget 


and the President do not change the legislative requests and the 
legislative branch does not change the White House request. I am 
recommendil the amount of $1,800,000 for 1954, which is $104,790 


» 


below the 1954 printed request and $107.643- below the 1953 


Oo 
( 


appropri ition. 

Vie Puituirs. Do you want to do the same thing for this item as 
you suggested doing with reference to the Bureau of the Budget jus- 
tification: that is, make the corrections in a statement and let us 
, 


have it / 


Mr. Dover. Yes. 
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fr. Pururpes. Are there any questions on that item / 
If not, we have one other item, the emergency fund for the Pres 
t, national defense, with the estimate for 1954, the original request 
x $1 million. 

(The revised budget justification was received subsequent to the 
ommittee hearing. ) 


ien 


The Wi 


EMERGENCY FUND FOR THE PRESIDENT, NATIONAL 
DEFENSE 


WITNESS 
JOSEPH M. DODGE, DIRECTOR OF THE BUDGET 
Amounts available for obligation 


952 actual 1953 estimate 
Appropriation or estimate 
ir Vear balance reappropriated $1, 000, 000 
imbursements from other accounts 9 O58 


Total available for obligation 5, 589, 158 | 
nce reappropriated for subsequent year 1,000, 000 | 
nobligated balance, estimated savings 3, 7 j 


1, 000, 000 1, 000, 000 


Obligations incurred 1, 000, 000 





62: 
Obligations by objects 


assification 1952 actual 1953 estimate 1954 estimat 


HE PRESIDENT 


. 000 
, 200 
1, 000 
000 
900 


000 


, 000 


, 500 
, 000 
3, 500 
, 000 

500 


tructure 6, 5OO 


ssessments 


temporary positions 


ther contra 


Supplies and 


Obligations 


ALLOCATION TO DEPARTMENT OF THE INTERIOR 
Average number of all employees 


01 Personal service Part-time 
02 Travel 

04 Communication services 

06 Printing and reproduction 
O08 Supplies and materials 

09 Equipment 


ind temporary positions $16, 400 
4, 000 

1, 000 

1, 000 

600 

2, 000 


25, 000 


neurred 
ALLOCATION TO DEPARTMENT OF JUSTICE 


Average number of all employees 15 
Ol 

02 Travel 
03 Transportation of things 
04 Communication services 2, 579 4, 156 
O5 Rents and utility services 989 

06 Printing and reproduction , 328 9, 973 
07 Other contractual services , 394 34, 078 
08 Supplies and materials 420 997 
09 Equipment 3, 302 831 


al serv Part-time and temporary position $20, 406 $94, 498 
1, 096 11, 636 
831 


Obligations incurred 0), 514 157, 000 
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Obligations by objects 


Object classificat 


ALLOCATION TO DEPARTMENT O01 
rage number of all employee 


Personal services: Part-time and temporary 
lravel 

Other contractual service 

Supplies and material 


Obligations incurred 
ALLOCATION TO TREASURY DEPARTMENT 
rage number of all employee 


Personal services: Part-time and temporary positions 
rravel 

Communication service 

Kents and utility service 


Supplies and material 
Obligations incurred 
SUMMARY 
rage number of all employees 


Personal services: Part-time and temporary positions 
lravel 
lransportation of things 
Communication service 
Rents and utility service 
Printing and reproduction 
Other contractual services 
Supplies and materials 
kK quipment 
Lands and structures 

es and assessments 

for future allocations 


bigations incurred 


(nalysis of expenditures 


iquidated obligations, start of year 
tions incurred during the y 


Reimbursable obligations 
] 
lig 


Adjustment in of sLior 
Unliquidated obligatior 


enditures are distributed as follows 


Out of current authorizations 


if prior authorizations 


Revisep Bupcrr Estimate 


Mr. Dover. I have a proposal to make on that. The record shows 
that the request was for $1 million and that the allocations against 
the account were 

Mr. Puiurrs. The allocations up to January 9 were $860,755, but 
here is a possibility of recovery on a few of them. 

Mr. Doner. I will give you the details. The allocations as of March 
12 were $878,255. All but $5,000 of that amount was allocated by the 
previous administration. The amounts returned to the fund from 
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1953 allocations, as of March 12, 1953, were $30,000 from the Missouri 
Basin Survey Commission, $1,800 from the State Department Board 
of Clemency and Parole, and $450 from the Bureau of the Budget for 
the printing of the report of the President’s Advisory Committee on 
Management. That is a recovery of $32.250. As of March 12, 1953 
the balnce available for allocation in fiscal year 1953 was $153,995 

Mr. Puiuirs. We gave you too much in the supplemental bill, 
then; did we not? 

Mr. Doner. No. 

Mr. Puriurps. You had $153,995, and then in the supplemental bill 
vou have $250,000. 

Mr. Dover. The balance available as of March 12 for allocation in 
the fiscal year 1953 is $153,995. If a supplemental appropriation of 
$250,000 is provided, $403,995 will be available for the remainder of 
the fiseal year 1953. ‘That does not bring it up to quite half of what 
it woul | have been if it were — ‘ly restored in order to provide 
for the new administration one half of the amount appropriated for 
the full fiscal year 1953. 

Mr. Puiurrs. How much do you have in mind asking for fiscal 
1954 7 

Mr. Dover. May I complete this? 

Mr. Putiures. Surely. 

Mr. Donor. In theory, at least, this amount of $403,995 is $96,005 
short of what the fund would have been had it been restored to half 
of its full amount for the 6 months, in this fiscal year, of the new 
administration. 


ALLOCATION FOR PRESIDENTS ADVISORY COMMITTEE ON GOVERNMENT 
ORGANIZATION 


Now, the only allocation made since January 20 from this fund was 
$5,000 for the President’s Advisory Committee on Government Or 
ganization. So that all of these figures, as far as the new administra- 
tion is concerned, are varied by only $5,000. 

There are other possible returns from the 1953 allocations of $10, 
000 from the President’s Commission on Immigration and Naturaliza 
tion and $7,000 more from the Missouri Basin Survey Commission. 

The only allocation which have been made from this fund since 
January 20 was for the President’s Advisory Committee on Organiza- 
tion, which I mentioned when I first came here. And the only reason 
that was done was to provide for the necessary continuing activities of 
the committee which had been financed, without cost to the Govern 
ment, by the Republican National Committee prior to January 20. 
Another $11,000 is being allocated to cover expenses of the President’s 
Ady isory Committee for the remainder of this fiscal vear. 

So the total allocated by this administration will be $16,000. 

Mr. Yares. What was the $11,000 item for? 

Mr. Doner. That is the additional amount required for the Advisory 
Committee on Government Organization for the balance of this fiscal 
year. 

Mr. Yares. And those funds were advanced by the Republican 
National Committee ? 

Mr. Doper. No. The work was financed before the inauguratio1 
by the Republican National Committee, at no cost to the Government 
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TYPE OF ACTIVITY TO BE FINANCED WITH TILE EMERGENCY FUND 


Now, the point I want to make clear is that so far as the use of money 
under this $1 million appropriation is concerned, we have alloc: ated 
only $16,000. We have no intention of using it for the kind of things 
t was used for before and which resulted in allocations of $878,000 
from the fund. 

I have talked with the President about this matter. I have ex 
plained the status of the fund and the objections Members of Congress 
have had toward the type of use permitted last year. I can assure you 
that neither the President nor I have any intention of permitting it 
to be used for such purposes. In fact, I have already ee 
severe al proposed allocations. W e look onthe fund exac tly as you hay 
set it up in the act—as an emergency fund in connection with nation: i 
-ecurity. We want to keep it that way and want to turn back as much 
of it as we can. 

There is, to be sure, this prob lem connected with the fund’s use. 
We have matters coming up, small matters like the financing of the 
reorganization study, all the time. If big projects like some of those 
on that list for last year, we think, as you do, that we ought to ask 
Congress for appropriations for them. And we have done that, for 
instance, on the Federal-State Commission proposal which you have 
seen discussed in the papers and which shortly will come before the 
Congress. But what does the President do when he has some small 
advisory problem on which he wants to get outside assistance? He 
has no place to turn for money for some minor projects costing 
$15,000 or $25,000. We would like to avoid use of the emergency 
fund for such activities, and avoid their being charged to agencies. 
[ would like to communicate with you further on this matter at a later 
date. 

What I want to say to you gentlemen in regard to the use of the 
emergency fund is that you are now dealing with different people. 
We are not going to do the kind of thing that you have objec ‘ted to 
in the past in the use of the emergency fund. 

Mr. Tuomas. Well, we are going to take you at your word. 

Mr. Prius. How much are you asking for fiscal 1954? 

Mr. Doper. I am going to put it right on the table as far as you are 
concerned. I think in view of the nature of the world situation, the 
things that are happening right now that you read about in the papers, 
it would not be unreasonable to establish the fund at $1 million. Tam 
asking your advice. 

Mr. Tuomas. That is very reasonable. 

Mr. Puiturps. My r: anking Democrat (Mr. Thomas) says it is very 
reasonable, and I say it is a little big. The only reason we objected 
to so large a fund in the past was its use for objectives which could 
~_ much better have been brought to Congress for discussion. Since 

he Congress is going to be here until July and will be back again in 
Fn ary, you are not apt to have so many terrific emergencies arise, 
and you will have left over at the end of the year $350,000. 

Mr. Dopcr. Yes: but we would lose that. We are talking about a 
new fund for 1954. 

Mr. Primurres. You save as much as you can out of that one, and we 
will be as liberal as we can for next year. 








632 





Mr. Dopner. If we do not have to use the available funds for the 
kinds of emergencies for which the fund was established there will, 
of course, be turned back whatever is left. 

Mr. Puiiurrs. You would not object too much if we just gave you 
$500,000 anad let you use what is left over this year? 

Mr. Dover. Not if you prefer to do it that way. 

Mr. Yares. I am still not clear about the $11,000 item. 

Mr. Puivuies. It has not yet been spent. It will be spent. 

Mr. Doper. $5,000 has been spent, and we are allocating another 
$11,000 for the remainder of this fiscal year. That is all. 

Mr. Prituirs. What Mr. Yates wants to know is that before Janu- 
ary 20 there was no such commission and no money was spent on it 
out of Government funds, but some people financed by the Republican 
National Committee, were doing a little preliminary work to get a 
running start. 

Mr. Yarrs. What people ? 

Mr. Puiiirs. General Eisenhower's brother, Milton Eisenhower, 
Arthur Flemming, and Nelson Rockefeller. 

Mr. Corron. What Mr. Yates wants to know is if this is to be used 
for reimbursing what was spent before January 20. 

Mr. Yares. Where did the Republican National Committee come in / 

Mr. Puitires. They came in before January 20 when they paid the 
expenses for some three people who were not Government appointees, 
not paid from Government money, to get a running start. 

Mr. Yares. Then did I understand correctly that the Republican 
National Committee advanced money ? 

Mr. Puttiies. No; they did not advance any money. 

Mr. Yarrs. What did they do? 

Mr. Pinuuiirs. They paid the out-of-pocket expenses incident to the 
preliminary work that was done by Flemming, Rockefeller, and Milton 
Eisenhower. 

Mr. Dopner. And the members of their staff. 

Mr. Yarers. That was paid by the Republican National Committee / 

Mr. Puivuirs. That was spent and is gone and is not 
reimbursed. 

Mr. Yares. In other words, the Republican National Committee is 
not acting as a banker and is going to recover the amount / 

Mr. Puitures. It is a good idea, but they are not going to do it. 

Mr. Doper. No. 

Mr. Puituirs. On January 20, the President created an official com 
mission of the same three people at a cost of $5,000. He anticipates 
until July they will need $11,000 more. However, would you like to 
suggest that the National Committee be reimbursed for what they 


spent ¢ 
ght that was the suggestion by Mr. Dodge. 


oing to be 


cr 
+ 


Mr. Yates. I thou; 
Mr. Doper. No. Iam sorry I did not make it clear. 


LANGUAGE CHANGE 


I have one thing I would like to ask you how to do. This won’t 
costadime. In building my own staff, I need to have what heretofore 
has been known as the Assistant Director of the Budget. I would 
like to change the title to Deputy Director of the Bureau of the 
Budget, because it is a title more descriptive of the duties of the posi- 
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tion, and should help me to get a better man. It has been suggested 


to me that language could be put in the appropriation bill to accom- 


plish that. 
Mr. Prinuirs. That can be done easily enough. 
Mr. Tuomas. Suppose you prepare the language and submit it to us. 
(The requested language is as follows:) 
The title of the Assistant Director of the Bureau of the Budget is hereby 
hanged to Deputy Director. 
Mr. Putters. Do you want to indicate what the salary would be ? 
Mr. Doper. Just the same—no change. 
Ir. Putiuirs. If there are no further questions, thank you very 
uch. 


Wepnespay, Marcu 4, 1953 
THE TAX COURT OF THE UNITED STATES 
WITNESSES 


HON. JOHN W. KERN, CHIEF JUDGE 

ITTO W. SCHOENFELDER, ADMINISTRATIVE OFFICER 

OLIVER A. KEETER, ASSISTANT BUDGET OFFICER AND FISCAL 
OFFICER 


SALARIES AND EXPENSES 
{mounts available for obligation 


52 actual | 1953 estimate | 1954 estir 


ropriation or estimate S859, OOO S000. O00 £070, 00 


igated balance, estimated savings — 44 


Obligations by activities 
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Obligations by objects 


or issificatior 1952 actual 1953 estimate 1954 estimat 
I permanent position 134 137 149 
Ful me eq f t ' tior l 
A t 1 I 126 131 14 
erage salaries and grade lusive of judges 
G ( 
4 $4.8 1.979 $4.9. 
« : GS-7.1 GS-7.3 GS-7. 
Craf ( ule 
4 $2, 992 $3, O72 $3, ORS 
A : CPC-3.2 CPC-3.2 CPC-3.2 
Pern aint * $761, 267 $796. 950 $847. 250 
} 1, 74€ 
2 q 2.154 2, 250 2. 450 
Payment al e ba ate is] 500 5OO 
Total perso ( 7 765, 648 799, 700 850, 200 
97. 145 30, 000 40. O00 
su l Oo 1, 40 
33 4, 20K 4. AK 
| tility 5. 4 5, 600 5. AM 
iN 1, OOO 16, 000 
Other contractua vice 22, 130 26, 400 32, 000 
$17 000 800 
g < esa t 11,372 10, 000 11, 500 
} iipment 7, 488 6. 000 &, 000 | 
Or ; R58. O56 900. 000 970. 00 
tnalysis of expenditures 
- ; 
453 954 
] oO f yea $61, 27¢ MM $ $47, 35 
O} itio neurred durir i vear S58, 056 900, 000 970, OOF 
$32 16,7 1, 017, 353 
rT 
\ 574 
j 53 17,3, 51, 293 
otal expenditures 871. 005 899, 400 066. 060 
k é tur i I 
Our of « ’ t th 813, 659 867, 900 932, 060 
Out of r autl t 7, 346 31, 500 34, 000 


Mr. Corron. We are happy to welcome this afternoon, represent 
ina the Tax Court of the United states, the Honorable John W. 
Kern, chief judge: Mr. Otto W. Schoenfelder, administrative officer, 
and Mr. Oliver A. Keeter, assistant budget oflicer and fiscal officer. 

Judge Kern, before I ask you for any preliminary statement, for 
the benefit of the new members who are serving on the committee 
his year and who have not had the pleasure of hearing you gentlemen 

‘ore, I believe you have 16 judges. 

Yes, SIr. 


Judge Kern. 


BACKGROUND OF JUDGES 


Corron. With that large number of judges, we cannot affo 


to take much time. but would you be willing. for the benefit of t 
new members on the committee, to give use the name of each of those 
judges, where he is from, and how long he has been serving in the 
court? Is that information available, or can you put it in the record 
later ? 


' 
I 
} 
Lit 








160 
100 
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Judge Kern. I can give you the names and give you where they 
ire from. Whether I could give you how long a time the *y have se rved 

do not know. 

Mr. Corron. Why do not you give the names and where they are 
from and then insert in the record afterward how long the y have been 
with the court ? 

Judge Kern. I think I will start with the way they are seated 
round the conference table. The judges are as follows: 





Il) 
Nam judg Sta origina 
W. Kern (chief judge t 7 
t rs Arundell Sept, 1 
t H. Van Fossan g , 
Edgar Murdock Pent } 
Black lex ) 
3 rt Arka 18 1 
1B.H Wa ! June 2 
1 J. Harron Califo July ) 
eV. Oppel! N Y I 8 8 
e P. LeMi: \I J i 
r A. Johnsor | lu \ 1 
10. Tie 0 \ ) 
Raum M 
nE.R I f 
vR k ' Q 
G.w ‘ Mic} f 


Mr. Corron. That is very interesting, and we thank you. 

Now do you have a preliminary statement you wish to make to 
‘ committee ? 

Judge Kern. I have no formal statement to make to the committee, 


but I am pretty full of the subject and I would certainly like to talk 


Pin 


» you in any way I can be helpful. 
| wonder if the newer members of the committee would like me 


o sketch in the nature of our work and what we do. 


ir. Krureer. I think that would be interesting. 
NATURE OF TAX COURT WORK 


Judge Kern. We were set up in 1924 as the United States Board of 
ix Appeals to function judicially in the determination of disputes 
tween the Government and citizens in the collection of taxes 

Ir. Krureer. Is that income taxes only that you are talking ab 
r any kind of taxes? 

Judge Kern. We are talking primarily about Federal i 
tate, and gift taxes, It has been broadened to in ‘lude ex ( yront 
xes: it has been broadened to include renegotiation of war contr 
es for some reason and special relief cases brought under the ex 

profits-tax law. We do not have jurisdiction over excise taxes, 


} 


{ practically every other Federal tax comes under ow j | 


] { . { ] ‘ 
Chere are several reasons for the ¢reation of our body. It w 
¢ eae 
on like the Board of Appraisers or the Customs Cou 
} © , . . 
litigation, and one of the reason t was felt necessary to set 


s body was because otherwise the citizens who disputed the tax 


ould have to pay his taxes and then bring Suita ralnst the colle P. 
personal action, in the Federal district court. That was a cumbet 
me = nery. It wrecked a good ne business people and cit 


oe to pay the ts x first and then bring suit against the col 


ector, oor swamped the courts, and so we were set up to function 


idicially in the determination of tax disputes. Also, we were to 
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function as a national body so that the same construction of law mac 
in tax cases would apply to the whole country, also, because it was felt 
because the tax law was in a formative stage, there should be son 
expert body that would assist in its formation, 

We have, I think, done a very good job. Our opinions are pub 
lished and cited. I may say that our opinions are cited more by th 
Supreme Court of the United States in tax cases than those of any 
other court, including the circuit courts of appeal. 

Now, since our establishment. in view of the fact that we had t 
function judicially and were required by law to make written finding 
of fact and publish our opinion in each case, the name of the body wa 
changed to T ax Court of the United States, the same as the name of 
the Customs Court was changed in 1947. 

Mr. Yarrs. When you say you “function judicially,” does that mea 
that cases coming to you are t1 ‘ied de novo, or does it mean the finding: 
of the collector are t: aken on matters of fact? 

Judge Kern. No. This is a de novo proceeding. The only thing 
is that the burden of proof is on the taxpayer in attacking deter 
minations made by the Commissioner; that is, he has the burden of 
proof except in certain cases. In fraud cases, the burden is on the 
Government, or, if the Government alleges new matter in the answer, 
then the burden is on the Government on the new matter. 

The case is initiated by filing a petition, then the Government file 
its answer, and then there may be a reply. It is shaped up in th 
pleadings just like in a court. 

The rules of evidence in the courts of equity of the District of Co 
lumbia by statute are applicable to us. We have to have writte1 
records and are required to make written findings of fact and file 
an opinion in each one of the cases. 

Since the institution of our body, it might be interesting to giv 
some figures I have here. I am interested in them. 

(Judge Kern read the following information into the record :) 


Report on proceedings before the Tax Court from July 1924 through 
Feb. 28, 1958 
Income, estate, profits, gift, etc. : 
Total number filed c an seas alabama Sari aisaiatiaak se 159, 864 
Amount involved ; W __ $5, 908, 947, 720. 05 


Total number closed ; as és 147, 667 
Amount involved ha ctalictabscenith 7 f $4, 974, 740, 589. 37 
Total number pending_-- iil ia ae 12,197 


Amount involved : < $934, 207, 130. 6s 
Sec. 722 cases (included in figures above) (beginning 1942) : 

foetal number filed 2, 157 
Amount involved sie ax : ob bie pacientes $174, 426, O98, 21 
Total number closed____________ 7 1, 229 
Amount involved a a ate da == > $49, GOT, TOT. 12 
Total number pending_--_- : 92s 
Amount olved $124, 728, 391. 09 

Renegotiatic es (not ineluded in figures above) (be- 

ginning 194 

| ] 1 7 1) 
Amount involve $613, 800, 538. 1 
Total number closed debt te aa bekatiahuaat « 71: 
mount involved ‘ $513, 620, 248. 54 
Total number pending_- sails -— = 1) 
Amount involved ail > ol » $100, 180, 289, 6. 


Processing tax cases (not included in figures above) (hbe- 
ginning 1943) : 
Total number filed and closed__....._-- 


Amount involved . $26, 524, 241. 4 
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eakdown on cases closed during jiscal year 1952 and Pp ojected number to be closed 





l during fiscal year 1953 
a] f 
1 Number Amount 
1] il year 1952 
By stipulation 3, 342 | $183 663. 02 
i By written opinion 967 ~~ 4 BT 
I 67 77 264. 67 
I By dismissal 637 39 RRQ. 28 
ve By mandate * 9 176. 71 
t Total — annua qenditeianeatciimiaitiettn 5 045 | 05, 406, 993 0S 
oO i] year 1953 
, By stipulation 4,320 | 269, 350, 000. 00 
l By written opinion j . . 1, 283 77, 501. 250. 00 
By dismissal R78 53. ORS, 750. 00 
) By mandate 269 &, 345, 000. 00 
lotal._. . le a i a 6, 750 408 375, 000. 00 
an | 
slat it aaa i 
1g : 
JUSTIFICATION OF ESTIMATES 
in; \ . > : : . . 2 
- Mr. Puiciuips. At this point we will insert the first 13 pages and 
ilso page 24 of the justification. 
oO; rn - f ’ . 
' (The matter above referred to follows:) 
YT 
el iE Tax CourRT OF THE UNITED STATES—JUSTIFICATION OF ESTIMATES FOR THE 
FIScAL YEAR ENbDING JUNE 30, 1954 
1 
ie 
. GENERAL STATEMENT ON THE WORK OF THE COURT 
A sdiction 
: The court has jurisdiction to consider judicially taxpayers’ appeals from 
Oo ininistrative determinations of tax deficiencies made by the Commissioner of 
be] Internal Revenue to decide whether there is deficiency or overpayment in lederal 
Fils ome, estate, or gift taxes, and has final jurisdiction in cases founded on claims 


special relief under the excess-profits provisions of the Internal Revenue 
; ode The court also adjudicates claims for processing tax refunds, and 
lve edetermines finally excessive profits on contracts renegotiated by the Federal 
vernment. 
Vork volume, trends, program objectives, and accomplishments 
It is expected that during the fiscal year 1954 the court will docket a further 
bstantial increase in cases for adjudication, going beyond the much larger than 
riginally estimated volume for 1953. The number of petitions being filed has 


PY eached almost avalanche proportions when compared with receipts over the 
( past 20 years. During the first 6 months of the current fiscal year the court has 
BE7 locketed as many petitions as were filed for the full fiscal year 1947. Not since 
2 1931 has the court been required to handle petitions in the volume currently 
197 eing received. It appears from the sustained growth in the volume of litiga- 
( on being filed that the court will be called upon to docket petitions at approxi- 


ately the present volume for an indefinite period. 
Based on present estimates, the court expects to docket 9,800 petitions in the 
al year 1954. This would represent an increase of 10 percent above the 8,900 
petitions it is anticipated will be filed during the fiscal year 1953, and would be a 
}-percent increase over the 6,870 petitions actually filed in the fiscal year 1952 
09 In the first 6 months (July-December) of the current fiscal year 3,927 petitions 
( ere received; this is a 41-percent increase in petitions filed as compared with 
he same period for the previous year. For the full fiscal year ending June 30, 
1953, the court expects a 30-percent increase in petitions above the number filed 

y( 1952. 


The continued growth in the volume of work docketed before the court appar- 








71 ently is brought about by a combination of several factors. The revenue enact- 

r ients of the Federal Government continue to affect more taxpayers; conse- 

1! quently, as the number of taxpayers and their tax burdens increase, a greater 

( number of disputes as to tax liability undoubtedly arise, Also presumably the 
more intensive scrutiny of Federal tax returns by the revenue-collection author- 
ties contributes to the volume of litigation. 

6 30608—53—pt. 8——9 
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It should also be noted, in connection with this review of the growing volume 
of work being docketed, that on the basis of these forecasts the court will remi 
$104,000 to the Treasury of the United States during 1954 as proceeds resulting 
from the collection of filing fees and fee payments for the furnishing and certifica 
tion of court records. It is estimated that $95,000 will be remitted from the sam: 
source in 1953, and the actual remittance for the fiscal year 1952 was $74,284 

Because of the very substantial increase in litigation anticipated in 1954 as 
well as the growth in the caseload which must be handled in the establishment 
of calendars and the scheduling of circuit trials, it is necessary that the court 
request funds for the expansion of its clerical supporting staff to perform added 
work the present cannot absorb. Authorization is also requested for the em 
ployment of additional attorney-commissioners to enable a further increase il 
case assignments to commissioners. Additional funds will be needed also t 
cover the added travel and reporting costs resulting from an increase in the 
scheduled trial work, and to cover various Other miscellaneous operating expenses 

The projected 1954 program of the court would provide for a total of at least 
190 weeks of circuit trial work—150 weeks of calendar assignments to the 
judges, supplemented by an estimated 40 weeks of case assignments for com 
missioners. The total schedule would be an increase of 40 weeks of trial wor! 
over that estimated for 1953. 

As a result of the projected enlargement of its circuit trial work, the court 
hopes to close approximately 7,500 cases in 1954. The disposition of that volume 
of cases, it is estimated, would result in tax determinations for collection by the 
United States Government in the approximate amount of $453,750,000. Although 
the court will continue its intensive effort to increase to the greatest degre: 
possible the trial hours and caseload for each circuit calendar, as well as t 
schedule as many calendars as it is possible during the fiscal year, it must be ex 
pected that a substantial increase in the docket will be carried over; current 
estimates indicate that the pending caseload as of June 30, 1954, may exceed 
16,000 

During the current fiscal year the court hopes to close 6,750 cases, with tax de- 
terminations estimated at $408,375,000, 

As of November 30, 1952, there were pending before the court a total of 
12,546 cases with tax liabilities and excessive profits determined at $1,044,993,149 ; 
this total includes 12,341 income-tax, excess-profits-tax, estate-tax, and gift-tax 
cases, 203 contract-renegotiation cases, and 2 processing-tax-refund cases. 

Excess-profits-tax cases requesting special relief under sections 721 and 722 
of the Code have apparently reached the point of decline in cases filed and should 
show a further decline in 1954. There were 51 fewer cases filed in 1952 than in 
1951. Also, fewer cases were being filed during the first half of 1953 than for 
the same period in 1952. On November 30, 1952, there were pending before the 
court 972 excess-profits-tax cases which involved review of denials of claims for 
tax refunds totaling $128,514,372. 

No hew cases involving appeals from determinations of excessive profits 01 
Federal contracts subject to renegotiation were filed with the court during the 
fiscal year 1952, and no cases have been filed up to the present time in the first 
half of 1953. No prediction can be made at this time as to the number of 
rengaotiations cases which may be filed during the fiscal year 1954. As of Novem 
ber 30, 1952, 208 such cases were still on the docket of the court, involving exces 
sive profits determinations appealed from in the amount of $104,058,589. 

The trial proceedings before the court in both excess-profits-tax and renego- 
tiation cases normally require the consideration and determination of much 
detailed factual matter relating to economic and operating problems involved, 
and, as a result, their trial and disposition individually require considerably more 
time from the judges than is devoted to other tax cases. The court’s experience 
thus far this fiscal year in the assignment of such cases to full-time commission- 
ers for the preparation of proposed findings of fact, has proved eminently success 
ful. It is believed that the use of additional commissioners will expedite the 
disposition of such cases and will result in a net saving of time for the judges 
of the court. 

The accomplishment of the production objectives of the court for the fiscal 
year 1954 will require a schedule of assignments for the judges which approaches 
the maximum amount of circuit trial work they can accept without unduly delay 
ing the disposition of submitted cases requiring written opinion. Accordingly, 
to expand fhe trial work of the court, as presently constituted, and to enable the 
further disposition of proceedings by trial or settlement, commissioners appointed 
from the attorney staff of the court must be utilized. 
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[he supporting staff of the court also will be called upon to carry a greater 
uurden of work. Although the volume of litigation received and processed by 
the court staff has almost trebled since 1946, the increase in clerical personnel 
requested in these estimates for 1954 represent the first additional clerical posi- 
tions asked by the court during this period. Up to the present time the added 
olume of work has been absorbed through the reassignment of personnel made 
possible administratively by internal adjustments and economies. However, 
further absorption of the increased volume for 1954 must be covered by additions 
to the staff in order to avoid overburdening present personnel and to prevent 
lelay in the processing of pleadings and documents filed before the court. 


STATEMENT ON APPROPRIATION ESTIMATES 


For the fiscal year 1954 the court requests a total appropriation of $970,000, an 
increase of 7.7 percent over the $900,000 appropriated for the fiscal year 1953. An 
ippropriation in the amount requested would provide salaries for the 16 judges, 
their division staffs, and the adniinistrative and operations supporting staff of 
the court. The amount requested for personal services is $850,200. This repre 
sents an increase of 6.3 percent over the fiscal year 1953 and covers the salaries of 
the additional commissioners, stenographic and clerical personnel. The increase 
required for other than personal services totals $19,700, which is distributed as 
follows: $10,000 for travel expense; $300 for transportation of things; $300 for 
communications; $5,600 for other contractual services, which includes steno- 
graphie reporting ; $1,500 for supplies and materials; and $2,000 for equipment 
and furniture. 


PERSONAL SERVICES 
The estimated cost of personal services for the fiscal year 1954 is $850,200 and 
contemplates the full-time employment of an average of 16 judges and 125 full- 


time employees, a total of 141. Included in this request are the following new 
positions : 


| | Number of | Cost of addi- 








Position title | Grade positions re- | tional posi- 
quested tions 

sia a silent és penis Sanam hipeiereien ecnalia dete 

A ttorney-commissioners. -. caeu ii : GS: 14 2 $19, 200 
Stenographers. -.-.-.-. ec vas GE -5 3 10, 230 
CR cndiiaies cuientscemssousoe — Gt&-4 2 6, 350 
0 EEE wivenesdne eonen GE-3 5 14, 750 
WO inkdedidesiestds-cevskhine nav vekssbidnadcthicubbele somiswae <é 12 50, 530 





The 2 additional attorney-commissioners would be utilized, together with the 
2 commissioners presently authorized, to supplement the trial work of the judges, 
a most essential need. The commissioners will receive case assignments required 
to relieve the judges for general circuit trial work and judicial duties. Prior to 
fiseal year 1953, the assignment of commissioners had been accomplished only 
through the designation of senior attorneys already fully employed as attorney- 
advisers in the various divisions of the court. However, this practice had ob- 
vious limitations, the most important of which was the inability of the attorney 
to assist the judge in the examination and disposition of cases during his tenure 
of service as a commissioner. As a result, the court has been both reluctant and 
unable as a practical matter in the past to utilize to any considerable extent the 
assistance of commissioners so assigned. To remedy this situation, the court 
proposed and the Congress approved for the fiscal year 1953 the appointment of 
two additional attorneys to devote their full time as commissioners. These two 
attorney-commissioners have already been appointed and are now functioning in 
that capacity. Based on the favorable experience gained from the use of full- 
time attorney-commissioners and upon the continuing need for increased trial 
work, it is urgent that additional assistance of this nature be provided to enable 
the court to maintain its docket in a reasonably current condition. 

The 3 stenographers, grade GS-5, are requested to provide full-time steno- 
craphie assistance to the 2 attorney-commissioners now employed as well as to 
the 2 additional attorney-commissioners proposed. This request was intention- 
ally delayed because it was originally believed that effective use of existing 
personnel could be utilized by details from the various divisions of the court. 


r 
es 
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This plan has proved to be unworkable because the use of the division stenog 
raphers’ time cannot be scheduled without interruption and delay in the tran 
scription of work already at hand. The present workload has made it necessary 
for the court to employ temporary stenographic assistance for this purpose dur 
ing the current fiscal year. 

The additional clerical positions requested are distributed as follows: 


Number 


| 
} 
Position title Grade | 
| 


of posi- vate 
tions Assignment 
requested 
Clerk-typist ....--| GS-4. 1 | Fiscal office. 
Do Gs. 1 | Chief deputy clerk 
Do vdhatbnhainckeet Mae 1 | Calendar and Service Section. 
Do Lccalsde | Cee 1 | Appellate Record Section. 
Clerk . ‘ ..| GS-3 1 | Docket Section. 
Do ds sme EAE | a 1 | Docket Files Section. 
RS EEE ERIE, | 1 | General Services Section. 


The fiscal office of the court is presently staffed by only two employees, and 
this has necessitated an ever increasing number of details from the various 
offices to assist in accomplishing much of the clerical work to be performed. 
This arrangement has not proved to be satisfactory due to the necessity of much 
time-consuming close supervision and instruction from the regular staff, and it 
also burdens the office from which the detail is made. As this office handles 
the complete fiscal operation as well as the preparation of the schedules and 
detail of the annual budget estimates, it is unable to properly function with only 
these two employees; approval of this position is therefore requested. 

The new position requested to assist the chief deputy clerk is to be utilized 
in the preparation and writing of orders and decisions based upon stipulations 
and to perform other related clerical and typing tasks. This is another position 
which in the past has been absorbed by intermittent part-time assignments but 
due to the greatly increased volume of such orders and decisions and the increass 
of other clerical work in general, it is no longer possible to accomplish the work 
in thismanner. The addition of this employee if allowed, will result in immediate 
improvement in the prompt and efficient performance of the duties assigned to 
the chief deputy clerk. 

The request for the five remaining clerical positions is made necessary because 
of the increased volume of cases being docketed and the inability of the existing 
staff to properly handle them. Therefore, one clerk-typist, GS-3 or clerk GS-3, 
position for each of the following sections is hereby requested: Docket, Calendar 
and Service, Appellate Record, Docket Files, and General Services. 

In the 7-year period from 1946 through 1952 the volume of petitions received 
annually by the court has risen 124 percent, yet during this entire period the court 
has not requested any additions to its administrative or operations staff. The 
increased workload has, up to this point, been absorbed by greater individual 
work performance, modernization of methods employed, utilization of existing 
personnel by reassignments or details, and modification in the work procedures 
themselves. All of the clerical positions are necessary because the court is unable 
to further absorb this increased workload and still maintain an efficient opera- 
tion. At the present time work is being processed with a minimum of time being 
spent in review to determine conformance with procedural requirements, This 
practice is hazardous and tends to result in errors or omissions in the processing 
of pleadings which ultimately may increase handling and correspondence, or 
delay the adjudicative action. 

Cost of additional compensable day in fiscal year 1954.—The fiscal year 1954 
eontains 261 compensable days which is 1 more day than provided by the 52-week 
base The cost of this extra day is estimated to be $2,450, for 1954. The repre- 
sents an additional cost of $200 over the amount allotted in fiscal year 1953 
to cover the extra compensable day. 
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EXPENSES 


The total estimate for expenses for the court in 1954 is $119,800 representing 
an increase of 19.4 percent or $19,500 over the appropriated funds for 1953. The 
necessity for this increase is explained in detail below. 

Travel.—Additional funds amounting to $10,000 have been requested for 1954 
over the $30,000 allotted for 1953. The added amount is necessitated by the 
increase to 190 weeks of trial work scheduled during the coming year. Of these 
190 weeks, it is anticipated that the judges will conduct 150 weeks of trial work 
at locations throughout the United States. Courtroom assistance of a deputy 
clerk is provided for the judges at all trial calendars. The remaining 40 weeks 
is to cover assignments to the Commissioners, frequently without any additional 
courtroom assistance. The $40,000 requested represents an average of $211 per 
trial week and includes both transportation and per diem. 

Transportation of things.—The estimate for this item in 1954 is $1,400 and 
represents an increase of $300 over 1953. This item covers the shipment of 
case records and supplies for circuit trial calendars and Commissioner’s assign- 
ments; the increase is based on the proposed enlargement in the number of trial 
calendars and the increased loads of dockets to be shipped. 

Communications.—An increase of $300 is included in this item for 1954, making 
the total request $4,500. These funds are to be used for an estimated seven new 
installations, switchboard service, telegraph service, and repairs to existing 
equipment. 

Rents and utilities —No additional funds are being requested for this item, it 
being assumed that the rental rate and utilities expenses for the premises now 
utilized will not increase during the fiscal year 1954. 

Printing and reproduction.—This request for 1954 is $16,000, which is the same 

s that allotted for the fiscal year 1953. 

Other contractual services.—The $32,800 requested herein represents a net 

ddition of $5,400 over the amount allotted for this item in 1953. The distribution 
of this increase is between 2 of the 3 principal items covered by this estimate. A 
comparative statement of the allotments for these services is as follows: 











1952 } 1953 1954 
hic reporting $91. S2¢ $26, 000 $31, 50K 
formed by other agencie 417 rool R00 
ntractual services 04 400 | 500 


It is to be noted that the estimated cost of stenographic reporting has been 

creased by $5,500 over the allotted amount for 1953. This is based on an 
nticipated requirement of 105,000 pages of transcripts for the fiscal year at the 
present 30-cent rate per page. The additional number of pages of transcript re 
quired will result from the increase in the number of weeks of trials and hear 
nes scheduled in 1954. 

Services performed by other agencies show a net reduction of $200 in the 
estimate for 1954. 

All other contractual services have been increased by $100. This moderate 
increase will be required to cover the repair and maintenance of various items of 
furniture and equipment to extend their useful life and to obviate the necessity 
for replacement. 

Supplies and materials —The $11,500 requested under this item covers the 
purchase of general office supplies and materials and the purchase of annual 
subscriptions and renewal services for office use by the judges and attorneys and 
for the general law library facilities. The increase of $1,500 over the appro- 
priated sum for 1953 is required for the purchase of additional subscriptions 
for proposed new attorney-commissioners, and to cover the advancement of prices 
in the annual subscription and renewal services used for reference purposes. 

Equipment.—The $8,000 requested for this item in 1954 constitutes an increase 
if $2,000 over the amount provided in 1953. The entire amount of this increase 
represents the minimum needed to purchase furniture and equipment for the 
idditional personnel proposed for the coming year and to enable the purchase of 
idditional lawbooks required for the court library. The court does not have a 
stock of surplus furniture nor does its policy permit the purchase of any items 

anticipation of future needs. 
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STATEMENT RELATING APPROPRIATION ESTIMATE TO CURRENT APPROPRIATION 


Salaries and expenses, the Tax Court of the United States 


1952 appropriation (including supplementals) $859, 000 
1953 budget estimates . 900, 000 
1953 appropriation in annual act_-_~- ; 900, 000 


Additions 
New positions 50, 300 
Travel ill ‘ 10, 000 
Transport ition of things___- aes ceil 300 
Communications ~-~-~- . — J 3800 
Other contractual services___- aii 5, 400 
Tax reporting subscription services__-—~ 5 5 1, 500 
Equipment niemgenninie : 2, 000 
Extra day cost- ; i , 200 


Total ‘ se - 70, 000 


Total estimate for 1954___- Ka , 970, 000 


Analysis by activities 


| Additions 
| 


Pan 
ibe aie coe =| sti lgctidinaiaini si 
| 


Activities 


$833, 169 | $65, ; 
66, 831 » 75% 71, 58 


1, Adjudication 
2. Administrative services 


Potal 900, 000 | 7 7 970, 000 


REVIEW OF BUDGET ESTIMATES 


Mr. Puiuures. You are asking | fo r $970,000, which is $70,000 more 
than the 1953 budget, and the 195 2 budget was $859,000. In that, 
you are asking for $50,000 for new positions, which means how many 
new positions / 

Mr. Scuornrevper. Twelve. 

Mr. Pups. Have you cleared that with the Bureau of the Bud- 
get since the freeze order? 

Mr. ScnornreLper. Yes; special review has been made. 

Mr. Purtures. Did you make any recommendations for changes 
in your budget? 

Mr. Scnornretper. No change. 


PERSONAL SERVICES 


Mr. Purtiirs. You had better tell us why you need the new posi- 
tions. What kind of classifications do you ask for? The 12 new 
positions average ae $4,000. 

Mr. Scuornretper. Yes, si 

Mr. Puiures. And that is ll the average or a little under the 
average for an agency like yours. Am I right? 

Judge Kern. I suppose every agency — ter are sui juris, but 
we are so peculiar in our organization that it is awfully hard to draw 
an analysis to it. 

Mr. Purtrrs. I mean you do not have an area of low-grade cleri- 
cal employees. 

Judge Kern. No, sit 

Mr. Puiturrs. So a $4,000 average is just about right. 
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Judge Kern. They include two new attorney-commissioners. If 
you will ree all, Mr. ‘Phillips, we got permission of the Congress to 
employ two attorney-commissioners for this year. They have func- 
tioned very well and very effectively, and we feel, having made the 
experiment, we need at least two more. 

Mr. Puiturrs. The idea is to take the load off the members of the 
court ¢ 

Judge Kern. To move the cases. We have asked them largely to 
hear these 722 relief cases. We have 12,197 cases pending at the 
present time. 

Mr. Puitiires. How many did you have a year ago? 

Judge Kern. Eleven thousand, four hundred and eighty-seven. 

Mr. Pumuirs. Then you have 1,000 more cases than you had a 
year ago? 

* Judge Kern. Yes. And we have disposed of up to the present 
time more cases than we have for years and years and years, but the 
ases have been coming in. 


BACKLOG OF CASES 


Mr. Putuurrs. Is there anything about conditions this year, the 
type of cases, which is unusual compared to last year? Why should 
you have 1,000 cases more this year in the backlog ¢ 

Judge Kern. There are more cases being filed. If I may just give 


you some of the statistics here as to how they have been running, in 


fiscal 1950 we had 5,300 cases filed; for 1951, we had 6,100 cases filed; 


in 1952 we had 6,800 cases filed. Through February of this year 
we have already had 4,600 cases filed, and for the year we anticipate 
between 8,500 and 9,000 cases to be filed. 

Mr. Putmurrs. My question is as to whether these new cases are 
in the same classifications as they were in the previous year, or has 
there been a change in the number of certain types of cases ¢ 

Judge Kern. U nfortunately, yes; there has been a change in that 
there has been an increase in fraud caes. They are running now for 
2 months over 30 percent of the cases involving determinations of 
fraud. That perhaps results from the intensive activity of the Bureau 
of Internal Revenue through their so-called racket squad. 

Mr. Putures. Does that take up more or less of your time 

Judge Kern. Oh, they are more difficult, and they take up more 
time. Also, on account of the psychological atmosphere now sur- 
rounding the Bureau, they are a little more difficult to anticipate 
settlements of. 

Mr. Pumurrs. Formerly, a lot of those cases were settled out of 
court, and now they are going to court ! 

Judge Kern. Yes. There were not so m: iny of them, for one thing, 
and, second, more of them were settled. The Bureau, I understand, 
is rather swamped in their investigation, but also that contributed, 
! think, to the number of cases filed with us in that the Bureau, be- 
cause of lack of personnel, has not been able to give proper adminis- 
trative consideration to those cases in the administrative settlement 
stage. 

Mr. Puituirs. How about renegotiation cases ? 

Judge Kern. Renegotiation cases are falling off. We have reduced 
those from 900 to under 200. We hope those will go down. 
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The section 722 cases are now up to around 950, but show som« 
falling off. We have about a 10 years’ job there in cleaning those up. 
We hope to cut that down by the use of these commissioners. At 
the same time our regular cases have increased, too. 

Mr. Corron. May I interrupt to ask what section you referred to? 

Judge Kern. Section 722, which is a section of the Internal Reve 
nue Code, which provided for specific legal relief, granted to tax- 
payers in excess-profits tax cases. 

As you know the excess-profits tax in the War Act had its bass 
on the normal income earned during the base period 1937, 1938, 1939, 
and 1940, adding up the 4 years to arrive at a normal income, and 
then everything over that was taxed at some 85 to 90 percent. 

Now, the law provides that in certain cases special relief will be 
granted where there is some evidence that during the base period th 
average income was out of line and was, in fact, not a typical year’s 
earning. In other words, that it was really not normal income, eve1 
though it was averaged over a 4-year period. 


‘OTHER OBLIGATIONS 


Mr. Puitures. Let us go to your other obligations. We have talked 
about your personnel. 
TRAVEL 


You want $10,000 more than you had last year for travel, which is 
an increase of 3314 percent. 

Judge Kern. Yes. I would like to be heard on that, if I may, be 
cause we have a serious situation facing us right now. This year we 
have had more hearings than we have had for years. We have sched- 
uled a total of 152 weeks of hearings. I think the highest prior to this 
year for the last 4 years has been 129. 

In spite of that, we are running a little behind in the number of 
cases filed over the number of cases disposed of. We have the per 
sonnel this year to schedule 40 more weeks of hearings, but I am out 
of money on the travel expense. As a result, I had to cancel tentative 
scheduled hearings amounting to 26 in fiscal year 1953. 

Now, we would really like to have, if we could get it, $18,000 more 
this year; with that we could possibly set down enough case hearings 
which, with settlements, might result in $15 million collections to the 
Government. Next year we certainly hope to have more hearings than 
we have this year. 

Mr. Tuomas. You mean if you had $18,000 more you could schedule 
26 more hearings. 

Judge Kern. Yes. 

Mr. Tuomas. To be held outside the District of Columbia. 

Judge Kern. Yes. 

Mr. THomas. Some of them going to settlement would result in $10 
million to $15 million collections to the Government. 

How many cases are settled annually, involving how much money ¢ 

Judge Kern. That is hard to say. We would say that $500,000 
would be ihe average settlement with 20 hearings, which would be 
$10 million, I believe. It is awfully hard to give an average, but ] 
think it is obvious that it would be beneficial. We know from past 
experience that a large number of these cases, maybe 80 percent of the 
cases set for trial, will be settled. That is just a guess. 
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Mr. Jonas. You mean results in settlement. 

Judge Kern. Yes. I am not talking about cases which we hear. 
[ am talking about cases which the parties themselves would settle. 
The only way we can keep up with this work, gentlemen, is to set a 

\inimum of 190 weeks. We would like to set more hearings in more 
places. In order to keep up with the load, we have just got to do 
that. These cases come from all parts of the country. They come 
from the Panhandle of Texas, New Mexico, Arizona, up to the Rocky 
Mountain Range, up into Colorado, the Dakotas, Montana, Utah, and 

ther parts of the countr y where we want to give more frequent oppor- 
tunities for hearings, but on account of the smaller number of cases, 
we do not feel we can afford—— 

Mr. Putturrs. How many judges are on the court now? 

Judge Kern. There are still just 16. 

Mr. Putiurrs. How many sit in a hearing? 

Judge Kern. One. 

Mr. Puiurs. One for each case. 

Judge Kern. Yes. 

Mr. Puituirs. What is the average length of time it takes to hea 
1 case ¢ 

Judge Kern. Again it is hard to say. If we put on a 2-weeks’ cal- 
endar, we now assign between 250 and 300 estimated trial hours. 

Mr. Puiurrs. In how long a time? 

Judge Kern. On a 2-weeks’ calendar. Obviously we cannot try 
that number of cases, but the cases are settled; many of the cases are 
settled. 

Mr. Tuomas. Most of the members of the committee are familiar 
with your operations. But, suppose you go out to Los Angeles or 
Chicago or New York or Dallas or Houston or New Orleans and you 
end a judge out for 2 weeks, how many cases do you normally assign 
tohim? Of course, how long it is going to take to try a case depends 
on the parties; but do you usually clean up, say 50 percent of the cases, 
10 percent, 75 percent, or what ¢ 

Sates Kern. It is rather difficult for the chief judge, who does the 
assignment of the judges to the different places, to say, because a judge 
can only write about 50 opinions a year. 

Mr. Tuomas. And that is a lot of opinions. 

Judge Kern. It is a miracle that he can do that. 

Mr. Tuomas. You assign some 50 cases for a 2-weeks’ period 

Judge Kern. Suppose the judge goes out and picks up 12 cases. 
That means 12 cases he must write opinions on. And when he has 
got over 30 cases pending in which he has to write opinions—and I 
watch it—and when it gets to 50 cases, I begin to get concerned, and 
pull the judge off for a while. 

But it might be that a judge can go out and dispose of, say, 100 
cases, some are settled, but he may pick up 10 or 12 cases, increasing 
the workload of opinion writing. Usually they go out on about 8 or 9 
trips a year. 

Mr. Primus. You are requesting $10,000 more for travel. 

Judge Kern. I believe that is right. 

Mr. Purures. How about transportation; that would be under the 
same item. 

Judge Kern. Yes. 
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PRINTING AND REPRODUCTION 


Mr. Putures. How about printing and reproduction? That is in 
the same amount as for last year. 
Mr. Scuoenrevper. That is correct. 


OTHER CONTRACTUAL SERVICES 


Mr. Puiuures. You have an increase in contract services. 

Judge Kern. That is for transcripts. And may I be heard on that 
fora minute? This year I think we had $26,000 for transcripts. 

Mr. Pumures. Yes. Which was an increase of $4,000 over the year 
before. Now, you are asking for another increase. 

Judge Kern. That is another reason why we cannot continue our 
work. Let me give you an example, Mr. sire At the present 
time there is being tried in the Tax Court a case known as William 
Lias, which no doubt you gentlemen have heard about. He is from 
West Virginia. That case is 14 weeks old, and the transcript in that 
one case already incurred by the Tax Court involves $1,800. Now, you 
can see that out of $26,000, if we had a big case like that, what will 
happen. 

Mr. Puitiies. If the court reporter sells any transcript to any other 
parties, do you get any money out of that? 

Judge Kern. No. 

Mr. Pures. That is actually for transcripts, then ? 

Judge Kern. The court reporter puts in a bid, and his bid says 
he will charge so much per page to the Commissioner of Internal 
Revenue, so much per page to the taxpayer, and so much for the court. 

Mr. Pures. Do you receive anything from the sale of publica- 
tions that are sold by you or by the Super intendent of Documents? 

Judge Kern. We publish opinions that are referred to and cited, for 
instance, as 12 TC—Tax Court. They are published by the Govern- 
ment Printing Office and sold by the Superintendent of Documents. 

Mr. Scnorenreiper. They are published in three forms, available 
for sale by the Superintendent of Documents, in individual decision 
form, monthly compilations, and in the annual bound volumes, and all 
forms are available for sale. 

Mr. Tuomas. Do you get anything from the sales of the Superin- 
tendent of Documents? 

Mr. Scuornretper. No. We are responsible originally for the 
publication. 

Mr. Tomas. Does that represent an offset to your requested 
budget ? 

Mr. Scnornrevper. We do not sell them. The funds that we are 
asking for here are for expenses we have to meet in the operation 
of the court. 

Mr. Puturrs. What becomes of the amount received ¢ 

Mr. ScHoeNFELDER. We do not sell them ourselves. 

Judge Kern. We do not sell them. 

Mr. ScHoenrevver. They are sold by the Superintendent of Docu- 
ments. We only have a very limited number available to us. 

Mr. Puimurrs. Do you get any money from any other agencies of 
the Government ? 

Mr. Scuoenreiper. The only receipts that we have come from filing 
fees, filing petitions, at $10 a petition. 
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Mr. Puutiires. How much would that amount to? 

Mr. ScHoENFELDER. In round numbers, we expect this year to receive 
somewhere in the neighborhood, I think, of $90,000. 

Mr. Puiurrs. Where does that show up in your statement ? 

Mr. ScHoeNnre per. I think it is on pages 3 and 4. 

Mr. Putters. Do you pay any money to any other agencies ¢ 

Mr. ScHOENFELDER. Only on reimbursements for certain types of 
obligations, such as carpentry work, towel service, and other work 
which General Services Administration performs. 

We expect to get about $95,000 all told. 

Mr. Puuies. The statement at the bottom of page 2 would cover 
that. That will result in what ? 

Mr. ScHornrevper. That will result from estimated receipts of 
ipproximately $89,000 from petitions, and the balance, of about $6,000, 
which we receive for charges for certification of papers, requests that 
ome into the court for transcripts of documents filed with us, and 
Oo On. 


DOCKET SECTION 


Mr. Jonas. I would like to ask you the difference between your 
docket section and your docket file, and why do you need two sections ? 

Judge Kern. The docket section is where they perform the func 
tions that are found in the usual court clerk’s office. The docket. book 
ind entries of various items which make up the docket record. The 
pe section is really a file section. That is where all of the cases which 

e docketed are filed—in other words, it really is a file section. The 
dee ket files is really a misleading description. It is really more a files 

ection. 

Caen Jonas. Do you not think you could get along with the seven 
people in the docket section 

Judge Kern. No; we could not, Mr. Jonas. In that connection, 
for example, in 1946 we received cases filed of 3,077. This year we 
will have an increase of roughly 4,000. Now, for each one of these 
thousand cases, for every case that comes in, there are entries to be 
made, And let me point out in this connection, Mr. Jonas, that this 
court has national jurisdiction. We have to keep a calendar for all 
these cases, and we have what we call a calendar section, so that in 
every case that comes in some 20 entries, clerical entries, have to be 
made. With an increase of 4,000 cases it means an increase of 80,000 
clerical entries that have to be made. 

Our chief deputy clerk just said the other day that he thought he 
was going to have to find another job. I asked him why, and he said 
because this was driving him crazy; that he cannot sleep at nights. 
lhe work is just tremendous; it is, Mr. Jonas. 

Mr. Jonas. You do not think you could do the work with fewer 
people ? 

Judge Kern. No. Recently I asked somebody from Remington- 
Rand to come up and see if they could possibly suggest some mechan- 
ical appliance that could be used to do this work. But at the present 
time, operating by hand, the answer is “No.” 

Here is another example: We want an additional clerk in the 
Appeals Section. The number of appeals is increasing; it increased 
from 283 in 1951 to 346 in 1953. Now the preparation of the record of 
cases to go to the courts of appeals and matters of certification 
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Mr. Jonas (interposing). The appellant prepares that, does he not? 

Judge Kern. No; the appellant tells us what he wants in the appeal, 
but our clerk will prepare the record and certify it to the court of 
appeals. 

Mr. Jonas. That is the first time I ever heard of a lawyer not 
having to prepare the case, the record on appeals. 

Mr. ScHoenretber. That is one of the main jobs in the appeals 
cases. They pay the cost of preparing the record. 

Mr. Puitirs. Where does that show up? 

Judge Kern. There is a small fee paid. 

Mr. Scnornrevper. There is a payment for such things as typing 
the record, and so forth. 

Mr. Pui.irs. Does that appear in the $95,000? 

Mr. Scnornretper. That comes in the $6,000 receipts of which I 
spoke. 

Mr. Jonas. That is in the Appeals Record Section. 

Mr. SCHOENFELDER. Yes. 

Mr. Jonas. You have six people in that Section ? 

Mr. ScHOENFELDER. Yes. 

Mr. Pumures. How much would the $6,000 pay toward the cost? 

Mr. Jonas. This is about $20,000. 

Mr. Puutxies. It would not pay for the cost of that Section. 

Mr. ScHoEnrevDER. No; it does not pay the salaries for the people 
who are there. 

Mr. Jonas. You are asking for six people? 

Mr. ScHorenretper. There are only four now, Mr. Jonas. There is 
one additional proposed for 1954. Currently we are operating with 
four people. 

Judge Kern. I can say that they have done a great deal of work 
recently, because the work in appeals is going up. Our clerk can tell 
you more about what is involved in the preparation of records, but 
they are doing a tremendous amount of work. 

Mr. Scnoenrevper. In addition to the preparation of these records 
there are any number of requests for documents for various purposes ; 
requests which come in from parties who have litigation before the 
court. Some want documents for use in another court. Also, in con- 
nection with the appeals taken from the Tax Court, this Section takes 
care of the bonds that have to be filed. 

Mr. Jonas. You mean a bond to pay the tax? 

Judge Kern. A supersedeas bond. 

Mr. Jonas. This looks to me like work that somebody in the clerk’s 
office could perform. 

Judge Kern. They work right in with the clerk’s office ; the clerk is 
in charge of it. 

Mr. ScHorenretper. These people all come under the jurisdiction of 
the clerk’s office. 

Mr. Jonas. You have 5 people in the principal clerk’s office, and 4 
deputy clerks in the hearing section. 

fr. ScHoenretper. Those deputy clerks are in field work. 

Judge Kern. Those are the men, Mr. Jonas, that go around with 
the judges. One of these men is supposed to go with the judge to act 
as a sort of combination clerk and bailiff; he takes care of exhibits, 
the orders of the court, and anything that takes place in the field. 
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Mr. Jonas. What is the special attorney and the other attorney and 
the two secretaries for a judge doing while the judge is out in the 
field? They have two lawyers and a secretary. 

Judge Kern. Yes. 

Mr. Jonas. What do they do while the judge is in the field? 

Judge Kern. They stay here; their job is working up the case. 
For example, I might cite as one illustration a case that came over my 
lesk the other day, involving some 120 pages, of the Southern Cali- 
fornia Edison Co. which was claiming relief under section 722. 

In order to dispose of that case and the exhibits and records in 
that case—they came in a crate—and it involved the history of the 
lectric industry in southern California almost from the year 1; it 
nvolved the history of Boulder Dam, the city of Los Angeles, and 
the water district—it was a tremendous record. 

These lawyers are supposed to help by making up a findings of fact 

id drafting a memorandum of law. That is the only way we are 

le to function. 

Mr. ScHOENFELDER. To give you a little background—and I thought 

e judge would give this e xplanation before closing—practically all 

+ the work of the individual judges, as far as the accumul: ation of 

ork which we must dispose of is concerned, comes as the result of 

ils at various locations throughout the country. 

During the 8 to 10 weeks he is out on trial assignment, while he is 
trying cases, these two attorney assistants are working at the hom« 
{fice in the preparation of drafts of opinions which are to be sub- 
nitted to him, to review, revise, and dispose of. 


STATISTICAL SECTION 


Mr. Jonas. What does the Statistical Section do? 

[ am personally satisfied that the Tax Court is overworked, and 
[ would like to help you find out why this renegotiation was 
saddled on the court, because I think it probably should have been 
placed under the jurisdiction of some other agency. But I am 
ot sure that you do not have more of an administrative staff here 
han you can justify. That is my reason for asking these questions. 
I am perfectly aware of the tremendous number of cases that are be- 
ing handled by the Tax Court. I am a practicing lawyer myself, and 
[ cannot even keep up with the opinions because they are coming out 
o fast I cannot read or study them. 

Judge Kern. Thank you, Mr. Jonas. And if you will bear in mind 
that this is a national court and that we have cases coming in every 

1y, you Can see-——— 

Mr. Jonas. I can understand that. 

Judge Kern. The clerk himself carries on correspondence, and, I 
uppose, at the rate of 50 letters a day with people all over the country 
trying to help them out. Much of the staff’s time is taken up in writ- 
ing up subpenas. 


FISCAL OFFICE 
Mr. Jonas. Why do you need a fiscal office and a General Services 


Section and an administrative officer and a budget officer? Do you 
need all of that overhead for a court of this kind? 
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Judge Kern. Yes, Mr. Jonas. You see, we do not operate like the 
normal court. We do not have a marshal to take care of that kind of 
business matter. This court functions all over the country. Mr. 
Schoenfelder is the administrative officer; he can describe his work 
better than I could. 

Mr. ScHornreLver. There is another fact to keep in mind, that is, 
this court is not only a court, but it is an independent agency within 
the executive branch of the Government, and we find ourselves with 
problems that would not normally be faced by a court, which does not 
have to keep up with civil-service regulations, for example. We have, 
as a result, an increase in personnel problems that have to be at- 
tended to. 

Mr. Jonas. How many employees do you have at this time? 

Mr. ScHornrevper. We have overall authorization this year of 
137 personnel, of which there are 16 judges. 

Mr. Jonas. How many people are in administrative positions to 
supervise the activities of these 137 people, [ mean, fiscal and budget 
officers, assistant budget officers, administrative officers, and several 
assistants ¢ 

Mr. Scuoenrevper. Administrative officer—we have no assistant ad- 
ministrative officer. 

Mr. Jonas. You have two clerks. 

Mr. Scuoenrevper. That is right. One clerk works with, and as- 
sists me, and the other devotes practically full time to personnel mat- 
ters. 

Mr. Jonas. You have an administrative officer and also a budget 
officer. 

Mr. ScHornrevper. Yes; I am also the budget officer. 

Mr. Jonas. You act as budget oflicer, too. 

Mr. Scuoryrevper. Mr. Keeter is assistant budget officer and fiscal 
officer. 

Mr. Jonas. And you two are the only ones? 

Mr. ScHoenreLper. We are the only two who are concerned with 
budget and fiscal matters. 

Mr. Jonas. The other people in your section are clerks? 

Mr. Scuorenrevper. The administrative office is broken down in this 
way : Administrative officer, administrative clerk, and personnel clerk, 
and these offices stem out of my office as the administrative officer. I 
serve not only as the administrative officer but the budget officer and 
personnel officer and certifying officer. The fiscal affairs are. con- 
trolled by the fiscal officer of the court. In addition to that 

Mr. Jonas. Of the whole court? 

Judge Kern. Of the whole court. 

Mr. Scuoenre.per. You see, all administrative offices are central- 
ized under my immediate direction. Mr. Keeter serves as the fiscal 
officer ; because we have no separate budget office, he also “doubles in 
brass” as assistant budget officer. W hile that is shown separately, he 
performs a dual function, the functions that concern themselves with 
fiscal and budget matters. 

He has in his office an assistant who attends to the accounting and 
audit problems of the court. 

Then you must realize that with 137 people we have to prepare an 
average of 3 payrolls each month. We have to process all of the 
vouchers that are concerned with travel in addition to the payrolls 
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and other expenditures that are made by the court, which run approxi- 


mately $1 million a year; this involves a great deal of paperwork. 
We have used during the course of the last several years part-time 
issistants in that office, but we have found that, with the increased 


amount of expenditures and personnel, the work is too much for two 


people. R t . ‘ : 
Also, Mr. Keeter does not devote himself entirely to fiscal work. 
We are concerned during very much of the year with budget problems 


and planning for future operations, so that actually we have probably 


about 114 persons who use their time on fiscal matters. 

Mr. Jonas. Why would you need that much time on a budget? 
You are not running a manufacturing business. 

Mr. Scuoenretter. Mr. Jonas, we are operating as one of the 
branches of the Federal Government, and the consideration of our 
budget alone is almost a year-round job. We started preparing this 
budget estimate now under consideration in August of 1952. 

Mr. Jonas. You understand, I am not trying to embarrass the Tax 
Court. I am just trying to find ways of saving money, if I can, for 
the overburdened taxpayers of the country. 

Mr. Scnornretper. I will be glad to explain just how we operate. 


ENROLLMENT CLERK 


Mr. Jonas. One other question: What is the enrollment clerk ? 

Mr. Scuoenrevper. The enrollment clerk is concerned with the re- 
ceipt of applications for admission to practice before the court. We 
receive an average of about 100 requests for admission to practice 
before the court each week—— 

Mr. Jonas. Could not the clerk of the court handle that work ? 

Mr. ScHoenreLper. He could handle it. If it were to be handled 
inder his jurisdiction, he would have to have somebody to do the work, 
vecause it takes one person almost full time to do the work. And com- 
bined in that job also is the responsibility for maintaining the records 
of those who have been admitted to practice before the court. 

Judge Kern. How many are there now? 

Mr. ScHoENFELDER. There are about 35,000. 

saee Kern. There are about 35,000. 

Mr. Jonas. Well, she has a card index; does she not ? 

Mr. Sc HOENFELDER. But she has correspondence that has to be at- 
tended to. 

Mr. Jonas. But you have a form you can use? 

Mr. ScHoenreLperR. Much of this is on a form, or it could not be 
handled otherwise. We would have to have three people to take care 
of it otherwise. 

Judge Kern. We also have a committee on enrollment and disbar- 
ment that she has to attend to. 

Mr. Jonas. How many did you disbar during this last year! 

Mr. Scnoenrevper. I would have to supply that. 

Judge Kern. I ae say about 10. Would it not be? 

Mr. ScuorNretper. I do not know. 

et Kern. It is something like that. Then, when an application 
comes in, the file has to be checked, and it is also checked against 
ancl ‘roll kept by the Treasury Department, and in that way we 
pick up some information from the Treasury roll of attorneys who 
appear before the Department. 
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STATISTICAL SECTION 


Mr. Jonas. Now, coming back to the previous question, what is 
your Statistical Section ? 

Mr. Scnornrevwer. The Statistical Section is organized to give us 
program reports; actually it is the Statistical Reports Section, the 
section which prepares the reports and information that is supplied 
to the chief judge and other officers of the court. 

Mr. Jonas. Is it information which the court wants ? 

Mr. ScCHOENFELDER. Yes. 

Mr. Jonas. It is called for in the hearing? 

Mr. ScHornrevver. In order to accumulate the data required, they 
check the records for all kinds of information, which has to be as- 
sembled in order to supply it for the final reports that have to be made. 
There are, 1 would say, 15 or 20 different types of reports, monthly, 
intermittent, and annual. 

Judge Kern. Supplied by those two people. 

Mr. Putiures. You said, Judge, that you invited a commercial sup- 
plier of equipment in to see if they could make some suggestions to 
handle this work. Did they make any suggestions / 

Judge Kern. They have not as yet. They did not seem to have had 
any particular experience about matters attached to court procedures. 


INCREASE IN NUMBER OF CASES BEING FILED 


Mr. Krurcrr. I would like to ask the judge why there are so many 
cases now being filed ? 

Judge Kern. There are several reasons for that. In the first place, 
as the number of taxpayers increases, that increases the amount of 
litigation. As the tax rate increases, it makes it more worthwhile; 
any dispute as to the amount of tax involved results in more appeals. 

Then also there is another thing that makes for increased litigation, 
and that is the fact that some 4 or 6 years ago the Pe of Internal 
Revenue was examining 1,800,000 returns a year. Now they have 
stepped that up to 3,800,000, or more than doubl eal the number that 
they were reviewing, and that is turning up litigation. 

Mr. Krurcer. More deficiencies. 

Judge Kern. Yes. 

Mr. Krureer. I was thinking about 1947 or 1948, which were con- 
sidered the most prosperous years in the last decade, and now that it is 
falling off a little, since people are making less money there actually 
should be less litigation, but it seems that “it is still i increasing. Can 
you tell us the reason for the increase? 

Judge Kern. The low year was 1946, and since then they have been 
increasing. 

Mr. Puitiis. When does the statute of limitation run as against 
suits that can be brought before the court? 

Judge Kern. Unless there is fraud or unless there is an understate- 
ment of gross income of 25 percent or more, the statute of limitation 
is 3 years, as far as filing the pe tition is concerned. 

Our work also has been increasing to the extent of some 2,000 cases 
based on this excess-profits tax—sections 721, 722, in excess-profits 
tax cases. 
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Then our work, our cases have increased to some extent by reason 
of the renegotiation. It is falling off. 

But you can just say, Mr. Krueger, that. as you increase taxes, and 
increase the number of taxpayers, there is going to be an increase in 
litigation. 

I want to emphasize to the members of the committee that we are the 
taxpayers’ court. We were established for the convenience of the 
taxpayer. Weare nota prosecuting body. We do not have any crim- 
nal jurisdiction. The cases are filed with us because it is easier for the 

taxpayer. As of the present time, the district courts throughout the 
country have only about 1,000 cases pending before them. 

Mr. Pumurs. How many taxpayers act as their own attorney? 

Judge Kern. Only a comparatively few. 

Mr. Putiiies. It is not nec essarily a poor man’s court? 

Judge Kern. It is a taxpayer’s court. We give the same attention 
o the small case as to the large. We have small cases that some- 

mes take more time than the large cases. I would like to tell you 
something about a case I had in Chicago, where I had finished with 

ne case involving some 3 or 4 million dollars on the Pullman Co., 
rrowing out of a complex corporate reorganization. ‘The next case 
hat followed was that of a pullman conductor and the question in- 
olved was whether he could take a deduction for his uniform. The 
mount involved was $46, and it took just about as long to try that 
ise as it did the one involving $4 million. 


ADMINISTRATIVE DISPOSITION OF CASES 


Of course it is only natural that people will litigate, as a rule, in 
larger amounts, and that some of the smaller cases can be dis- 
posed of, and should be disposed of, administratively by the Bureau 

f Internal Revenue. 

And I may say right now the Bureau of Internal Revenue is not 
ettling a lot of these cases administratively—this is just a thought 

that occurs to me which I perhaps should not put on the record— 
cause of the recent experience they have had. 

Mr. Tuomas. They had their fingers burned ? 

Mr. Krurcer. I was under the impression that the Internal Rev- 
nue Bureau was placing a considerable number of additional tax 
gents and field men on the job. 

Mr. Jonas. The revenue agents. 

Mr. Krureer. That the revenue agents were handling so many 
ses in the field that there would not be so m: iny left for you. 

Judge Kern. They are handling a good many; there should be 
more. We feel that the Bureau of Internal Revenue should be in- 

creasing their personnel in that phase of the activity in considering 
the se cases, so that they can administratively settle them. They are 

\bout 2 years behind in that work they tell me. 

Mr. Jonas. I think it would be of interest to have you show us 
he percentage of cases that are filed with the Tax Court that are 

ettled without a hearing; the percentage that are settled on the basis 
of one judge out in the field; the percentage that go before the full 
ourt and the percentage of those that are appealed. 

Mr. Puitiis. Can you furnish that? 


80608—53—pt. 83——_10 
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Mr. ScHoenFeLper. Yes, we can get that. 
Mr. Puitiies. Can you do it without asking for additional help? 
Mr. ScHOENFELDER. Yes. 

Mr. Jonas. I do not want it if it is going to involve a lot of expense. 

Mr. Scnornrevper. I think I can give you right now data which 
would substantially answer all of the information you have asked for: 
these are the actual figures for 1952, and we have projected them into 
1953. You understand, we have not completed that year, so this is a 
projection. 

In 1952, we closed 5.045 cases. All these cases had been closed, for 
one reason or another. 

Mr. Jonas. Taken out of court ? 

Mr. Scuornreiper. Yes; they were closed by the court. Of the 
5,045, 3,342 were closed by stipulation, which means settlement be- 
tween the 2 parties; 867 were disposed of by written opinions. 

Mr. Puiures. That is less than 20 percent. 

Mr. ScuHorenre.per. Those are cases that had to be tried, that had to 
go to trial, for which a transcript was had, briefs of counsel, and 
written opinions prepared. 

Six hundred and thirty-seven of them were dismissed by action of 
the court for lack of jur isdiction or other reason. 

Judge Kern. Failure to prosecute, or by default. 

Mr. Scuoenre per. Ninety-nine were ¢ ‘losed by mandate, that had 
been appealed and had been returned to the court for a rehearing or 
disposed of in one way or another by reason of a higher court’s 
decision. 

That makes up the total of 5,045. 

The amount of tax liability that was involved in those 5,045 cases 
was $305.460,993. ; 


NUMBER OF CASES APPEALED 


Mr. Jonas. I would like to have you give me an estimate of how 
many appeals have been taken. 

Judge Kern. I think there were 2853 cases. 

Mr. Jonas. Out of this number? 

Judge Kern. Yes. 

Mr. Jonas. Those that went up to a higher court ? 

Judge Kern. Yes. 

Mr. SCHOENFELDER. It is 346. 

Judge Kern. The number is 346 instead of 283. 

Mr. Puitirrs. How many of the 346 were cases in which the opinion 
of the Tax Court was sustained ? 

Judge Kern. Mr. Phillips, the circuit court has not acted yet on 
all; but I can say this, that our percentage ratio of affirmances 
has been—well, to put it this way, the total reverses since the court 
has been established, I would be afraid to tell you, because it is 
almost unbelievable. I can say that the opinions of the Tax Court 
are more often cited by the Supreme Court than the opinions of any 
other court in the country. I think the court has done a good job, 
Mr. Jonas. 

(Off the record.) 
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Judge Kern. Our workload is increasing all of the time, and the 
only way we can decrease it is for us to set more cases, per trip, 
and to put more judges in the field; and the only way we can handle 
tnat—and we have got to handle it—is to cover more territory. We 
like to cover more parts of the country. We have fewer calendars 
set in California than we ought to have. We ought to go there about 
six times a year. 

Mr. Jonas. Why do you not set more cases down for hearing when 
the judges go on the field trips ? 

Judge Kern. As I said, I think it was to Mr. Thomas, we cannot 
load the judge down with too many cases. 

Mr. Jonas. I mean deliberately, in order to give them an oppor- 
tunity to take advantage of the hearing, and perhaps a certain per- 
entage of the cases will be settled. 

Judge Kern. We set 300 hours for 2 weeks. We can only expect 
the court to sit about 5 hours a day. 

Mr. Corron. The whole problem is just one more indication that 
we have reached the saturation point of loading taxes on the American 
people. 

Judge Kern. Well, I will say this, that the more the taxload the 
more there is bound to be litigation. I do not know of any way to 
ivoid it, but you see the trouble in that connection is that the tax- 
payers are the ones who bring these cases. If we cannot keep up 
with the schedules the taxpayers want to know what is the matter. 

Mr. Jonas. Have you had your attention brought to the kind of 
case being filed, deliberately delaying, in order to get the advantage 
of interest ¢ 

Judge Kern. No. 

(Off the record discussion. ) 

Mr. Pumures. Thank you very much, Judge. 

Judge Kern. Thank you. 
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WITNESSES 


JAMES M. MEAD, CHAIRMAN 

STEPHEN J. SPINGARN, COMMISSIONER 

ALBERT A. CARRETTA, COMMISSIONER 

WM. P. GLENDENING, JR., ASSISTANT SECRETARY AND CHIEF, 
DIVISION OF BUDGET AND FINANCE 

JOSEPH E. SHEEHY, DIRECTOR, BUREAU OF ANTIMONOPOLY 

EVERETTE MacINTYRE, ASSISTANT DIRECTOR, BUREAU OF ANTI- 
MONOPOLY, AND CHIEF, DIVISION OF INVESTIGATION AND 
LITIGATION 

CORWIN D. EDWARDS, DIRECTOR, BUREAU OF INDUSTRIAL ECO- 
NOMICS 

JOHN M. BLAIR, ASSISTANT DIRECTOR, BUREAU OF INDUSTRIAL 
ECONOMICS 

WILLIAM T. KELLEY, GENERAL COUNSEL 

HENRY MILLER, ASSISTANT GENERAL COUNSEL IN CHARGE OF 
INDUSTRY COOPERATION, AND CHAIRMAN, PLANNING COUNCIL 

DANIEL J. MURPHY, BUREAU OF ANTIDECEPTIVE PRACTICES 

HARVEY H. HANNAH, CHIEF, DIVISION OF WOOL AND FUR 
LABELING 

JAMES A. HORTON, DIRECTOR, BUREAU OF INDUSTRY COOPERA- 
TION 


SALARIES AND EXPENSES 


Amounts available for obligation 


1952 actual | 1953 estimate | 1954 estimate 


Appropriation or estimate $4, 314, 400 $4, 178, 800 $5, 500, 0 
Unobligated balance, estimated savings | —7,483 | a 
Obligat urred 4, 306, 917 | 4, 178, 800 | 5, 500, 001 


Obligations by activities 











Description 1952 actual | 1953 estimate | 1954 estimate 
1. Ant nopoly 

Investigation and litigation $1, 693, 806 $1, 755, 960 $2, 704, 11 

Economie and financial reports 229, 511 226, 390 488, 4 

4 leceptive pr 

Inve f i] 4 1, 229, 400 1, 107, 886 1, 111, 606 

l rrade } con ices 217, 696 207, 835 211, 38 

W ool and fur act inistration 308, 104 2 335, 03 

7) Lanham act and insurance 23, 691 , 775 24, 66 
3. Executive direction and management 299, 412 292, 855 305, 8% 
4. Administratio 305, 297 290, 709 | 318, 82! 


Obligations incurred ; ee 4, 306, 917 4, 178, 800 5, 500, 001 
| 





? 
de 


EF, 


‘TI 
ND 


TAL 


OF 


CIL 


‘UR 


RA- 


657 


Obligations by objects 


Object classification 1952 actual | 1953 estimate | 1954 estimate 
tal number of permanent positions 760 672 RRR 
ige number of all employees 676 661 R46 


rage salaries and grades: 
General schedule grades 





Average salary -- $5, 783 $5, 860 $5, 79. 
A verage grade GS-8. § GS-8. 7 GS-8. ¢ 
Crafts, protective, and custodial grades: 
A verage salary . ‘ $2, 968 $3, 059 
Average grade CPC-3. 6 CPC 7 
Ungraded positions: Average salary $4, 251 $4, 260 
Personal services 
Permanent positions $3, 898, 722 $3, 870, 065 $4. 890, 365 
Regular pay in excess of 52 week base 15, 950 14, 700 18, 000 
Payment above basic rates 20, 288 15, 000 20. 000 
Total personal services 3, 934, 960 3, 899, 765 4, 937, 365 
lravel 184, 653 163, 035 295, 835 
lransportation of things 3, GR2 1, 500 K 
Communication services 29, 599 20, 000 32, OOK 
Rents and utility services 9, 587 10. 000 22. 30K 
Printing and reproduction 35, 030 20, 000 AO, OO 
Other contractual services 23, 119 12, 500 16, 5OK 
Services performed by other agencies 17, 040 22 000 22 000 
Supplies and materials 46, 709 27, 500 50. 000 
Equipment. 22, 091 2, 500 71. OO 
Refunds, awards, and indemnities 147 
Obligations incurred 4,306, 917 4.178, 800 5 500. 000 
Analysis of expenditures 
1952 actual | 1953 estimate | 1954 estin 
iquidated obligations, start of year $291, 709 $347, 716 $260, 000 
gations incurred during the year ........- wrbrecccenmens| 4, 306, 917 4,178, 800 | 5, 500, 000 
4! 598, 626 4, 526, 516 5, 760, 000 
uct unliquidated obligations, end of year... eS 347, 716 260, 000 | $25, 000 
r ‘ - | c = ce oor ae 
otal expenditures itd dads ddebotkicciabia iin 4, 250, 910 | 4, 266, 516 | 5, 335, 000 
= = | oS 
Expenditures are distributed as follows: | 
Out of current authorizations. ............--- nuit 3, 987, 053 | 3, 918, 800 5, 075, 000 
Out of prior authorizations.........-- apis : 263, 857 | 347, 716 260, 000 


Mr. Corron. The committee will please come to order. 

The chairman of the subcommittee, Mr. Phillips, had to be out of 
town on important business today, so we shall get along with an 
imateur handling the hearing. 

We are glad to have with us this morning the Chairman of the 
Federal Trade Commission and representatives of the Commission. 


BACKGROUND OF MEMBERS OF THE COMMISSION 


Before I ask you, Mr. Chairman, about your preliminary state- 
ment, may I say that although I have, through the years I have been 
sitting on this committee, spent some part of the hearing trying in 
my mind to identify the people who were on the various commis- 
sions—may I say that we now have two new members on the sub- 
committee, and for their benefit as well as for the rest of us, before 
we start, may I ask you if you will give us a brief statement, men- 
tioning the names of the Commissioners, with a brief summary of 
their bac kground. 
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Of course, we do not need much information about you, Mr. Chair- 
man, because those of us who have served in Congress and who knew 
you when you were in the House and in the Senate hold you in high 
regard, and I imagine the new members who are here for the first time 
on the Appropriations Committee also are cognizant of your work 
and your background, but you might mention “for the record just a 
few words about your work, and your associates by name. 

Mr. Meap. Mr. Chairman, as you pointed out, I was a Member of 
the House for some 20 years and a Member of the Senate for 8 years, 
and I sat on both sides of the table, and I can sympathize with your 
problems. 

To my left is Commissioner Spingarn, who came to us from the 
White House staff. Prior to that he was a member of the legal staff 
of the Treasury Department and has been devoting a great many years 
in the service of the Government in his legal capacity. 

Commissioner Carretta has been a practicing lawyer here in the 
District of Columbia before coming on the Commission. 

Mr. Glendening is Assistant Secretary and Chief of the Division 
of Budget and Finance. 

Mr. Joseph E. Sheehy is our Director, Bureau of Antimonopoly, 

Mr. MacIntyre is the Assistant Director, Bureau of Antimonopoly, 
and Chief, Division of Investigations and Litigation. 

Dr. Edwards is our Director, Bureau of Industrial Economics. 

Mr. Kelley is General Counsel. 

Mr. Miller is Assistant General (¢ ‘ounsel in charge of Industry Co 
operation and Chairman of the Planning Council. 

Mr. Murphy is Director, Bureau of Antideceptive Practices. 

Mr. Hannah is Chief, Division of Wool and Fur Labeling. 

Mr. Horton is Director, Bureau of Industry Cooperation. 

Mr, Corron. There are two other members of the Commission / 

Mr. Meap. Yes; Mr. Mason, of Illinois, and Mr. Carson. 

Mr. Corron. What were they doing before they came on the Com- 
mission ? 

Mr. Meap. Mr. Carson was secretary to Senator James Couzens for 
a time, and prior to that he was in the newspaper field. 

And by the way, Commissioner Carretta, whom I mentioned a while 
ago, was a lawyer for some years, practicing in the District of Co- 
lumbia. 

Mr. Mason has been with the Commission, I believe, about 7 or 8 
years. He was in the State senate out in Illinois; his father was a 
Member of the House and a Member of the Senate; his sister was a 
Member of the House, so he comes from a long line of legislative 
background, 

Mr. John Carson’s term runs out shortly. 

Mr. Corron. Thank you, Mr. Chairman 

I assume you have a preliminary statement. 


on GENERAL STATEMENT 


Mr. Mean. I have a very brief statement which gives the figures 
and which I think will enable the members of the committee to get 


possibly a better grasp of what we are asking. It consists of about 
8 or 9 pages. 
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Mr. Chairman and members of the committee, it is a privilege and 
pleasure to come here and speak to you about the Commission’s ac- 
complishments — the fiscal year 1953 and its program for the 
ensuing fiscal yea 

I shall hierar to bring to your attention as briefly as possib le 
important matters with respect to duties and activities of the Com- 
mission and the probable course of its work during the 1954 fiscal 
year. 

The Bureau of the Budget has recommended and the Federal Trade 
Commission is requesting an appropriation of $5,500,000 for the fiscal 
year 1954. The corresponding amount appropriated for 1953 was 
*4,178,800, which included a supplemental appropriation of $125,000 
for the fiscal year 1953 for enforcement of the corporate antimerger 
law. 

This requested increase will provide an additional $1,210,255 for 
expansion and extension of the Commission’s antimonopoly program, 
$69,794 for the antideceptive practices program, and $41,151 for 
executive direction and management and administration, These in- 
creases are in the main to cover the cost of the new responsibilities 
assigned to the Commission by the Congress and by the President. 

The Federal Trade Commission administers the Federal Trade 
Commission Act, certain sections of the Clayton Act as amended by 
the Robinson-Patman Act, the Webb-Pomerene Export Trade Act, 
the Wool Products Labeling Act of 1939, certain sections of the Lan- 
ham Trade-Mart Act of 1946, and the Fur Products Labeling Act. 

In general these acts are designed to reserve free competitive enter- 
prise which is the foundation of our political and economic democracy. 
Upon its existence depends the American way of life. 

The primary duty and common objective of the Commission is to 
keep our economic competitive system and the channels of trade free 
from restraints which injure competition. 

The legislative history of the Federal Trade Commission Act shows 
that it was meant to be the strongest of the regulatory commissions. 
But the Commission cannot carry out the plain intention of the Con 
gress unless appropriations related to the size of its task are provided 
for it. 

The Federal Trade Commission finds itself confronted with an in- 
creasing volume of work and added responsibilities for enforcement of 
laws passed by the Congress without commensurate increase for addi- 
tional staff. As a matter of fact, the funds appropriated for fiscal 
year 1953 provide for a smaller staff than in 1939 or 1940. However, 
the Commission’s additional statutory responsibilities since 1939 are 
highlighted as follows: 

In 1940 the Wool Products Act assigned to the Commission the 
duty of maintaining surveillance over the labeling of wool textiles. 
The Commission now spends more than $200,000 a year in the ad- 
ministration of this act. 

In 1946 the Trade Mark Act assigned to the Commission new duties 
with regard to the unlawful use of registered trade marks. 

In 1948 the McCarran Insurance Act gave the Commission a juris- 
diction over insurance which is highly complex because its scope 
varies from State to State in accord with variations in State law. 

In 1950 the Antimerger Act gave the Commission jurisdiction over 
icquisitions of assets by corporations where there is an adverse effect 
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upon competition. The Commission’s previous jurisdiction in such 
matters had been limited to acquisitions of stock. In signing the law, 
the President said he would expect the Commission to be alert and 
vigorous in its enforcement. 

This has increased our work very materially. 

The Fur Products Labeling Act, effective August 9, 1952, gives the 
Commission authority over the labeling of fur products similar to 
that already assigned in the case of wool textiles. The Commission 
has received no increase of appropriation for the enforcement of this 
statute. There has been an increase in the Commission’s appropria- 
tions during the period 1939 to 1953 but this was entirely due to the 
higher le vel of salaries and expenses, not at all due to the series of 
legislative enactments which I have brought to your attention, and not 
at all due to the increased workload that has been given to the Com- 
mission as a result of the expansion of the Nation’s economy. 

For instance, in 1900, there was spent in this country $95 million, 
approximately, annually for advertising. We are spending today at 
the rate of $7.1 billion for advertising, and one of the duties of the 
Commission is to survey advertising, to eliminate deception in adver- 
tising, and to keep it as truthful as we can, so that our appropriations 
in 1939 and 1940 were greater than our appropriation today, except 
for such additions as required to take care of the increases in salaries. 
In other words, we are endeavoring to carry out a policing function 
with a force sufficient to cover the city of Yonkers, and yet with police 
problems, a city as large as New York. That is how it appears to one 
whose duty it is to carry out those functions. 

Mr. Krurcer. How big is Yonkers? 

Mr. Meap. Yonkers would have a few hundred thousand, while the 
city of New York, to my knowledge, has been 7 to 8 million. 

The Commission’s request for funds for the Bureau of Antimo- 
nopoly for the fiscal year 1954 amounts to $1,638,835. This will 
provide 77 additional positions at a cost of $418,000 and an increase 
of $90,000 for travel and other expenses. 

A careful appraisal of recent developments leads us inevitably to 
the conclusion that the need for antimonopoly enforcement during 
the fiscal year 1954 will be greater than in the current year. It is 
apparent that price ceilings ‘will be removed and that controls gen- 
erally will be relaxed. We expect in the future, as in the past, many 
instances to develop in which individuals or groups will endeavor to 
force their selling prices to higher levels by artificial and unlawful 
means. We may ‘also expect many instances in which increasing pro- 
duction will enable large buyers to induce discriminatory prices from 

producers with surplus inventories which may not be moving through 
titer channels at regular prices. To meet these situations there must 
be a tightening of antimonopoly enforcement. 

The antimonopoly problems which require investigation by the 
Commission are rapidly increasing largely as a result of ‘the additional 
responsibilities placed upon the Commission by section 7 of the Clay- 
ton Act, as amended, which is designed to make the law against corpo- 
rate acquisitions and mergers more effective. Approximately $259,000 
of the increase requested for the Bureau of Antimonopoly. will be 
utilized on section 7 work. 
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These applications for complaint are carefully examined, and only 
those matters are docketed for investigation which appear to be with- 
in our jurisdiction and of substantial significance, however, the anti- 
monopoly matters pending for investigation increased from 341 on 
July 1, 1951, to 771 on December 31, 1952. 

An important part of the Commission’s antimonopoly program is 
Ree oe by the Division of Economie Evidence of the Bureau 

Industrial Economics. Investigation and trial of many of the 
Comuadadens cases call for technical assistance by economists, statis- 
ticians, and accountants from the Bureau of Industrial Economics. 
In certain cases there is need for statistical analysis of price move- 
ments or for economic and accounting computations designed to es 
tablish comparability in price and cost data derived from different 
sources. In cases involving price discrimination, respondents may 
offer cost defenses, which must be analyzed by the Bureau’s ac- 
ountants. 

In some instances, persons from the Bureau accompany lawyers 

into the field to examine company records and files. In other in 
tances they make office analyses of information supplied by the field 
investigators. They may subsequently furnish expert testimony in 
the course of trial, analyze economic, accounting, and statistical evi- 
dence offered by respondents, and prepare evidence for submission in 
rebuttal. 

The economic staff is also fully responsible for the first stages of the 
worm on mergers. It screens mergers, brings together figures on 

iatters such as the size of merged companies and their place in the 
total market, and recommends field investigation where a lessening 
of competition appears to be probable. Through this staff, the Com 
mission selects inexpensively the merger cases that call for intensive 
work, compiles and analyzes inexpensively the relevant information 
that can be obtained in Washington, and economizes field work by 
planning in advance the exact information to be obtained in the field 
and the best sources from which to obtain it. 

Growing backlogs in merger cases are cause for alarm: for if merg- 
ers are to be effectively stopped, action must be taken before the eggs 
are thoroughly scrambled. Between September 1, 1952, and Febru- 
ary 1, 1953, the number of mergers under consideration increased from 
771 to 867. In January this staff made final recommendations as to 
129—3 for field investigation or complaint, and 126 for closing. It 
also carried on analyses of 86 mergers to be reported upon subse- 
quently. As more cases reach field investigation and trial, the burden 
per case upon the economic staff will increase. 

The request for the Bureau of Industrial Economics in connection 
with the antimonopoly program for fiscal year 1954 will provide an 
increase of 37 positions and $201,700. Of this increase $120,800 is 
for increased work on mergers and $80,900 is for other antimonopoly 
work. The request for the Bureau of Industrial Economies also in- 
cludes the sum of $186,000 to provide for a report pursuant to section 
6 of the Federal Trade Commission Act upon the division of the con- 
sumer’s dollar among processors and distributors and among the 
principal elements of cost at each processing level. For example, this 
analysis would show the share of the retail price of bread received 
by the retailer, the baker, and the flour miller; and the share of the 
miller’s and baker’s receipt which went for labor, materials, and other 
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expenses. Some figures are regularly published by the Department 
of Agriculture to show the total spread in prices between farm and 
consumer, but there have been only a few spot studies of the subdivi- 
sion of such spreads. Recent discrepancies in the movement of farm 
prices and retail prices point to the need for facts about spreads in 
processing and distribution as a basis for understanding what has 
been happening and for devising any needed remedial measures. 

The Commission undertook this project initially in response to a 
request made by the President last September. Associations of manu- 
facturers, distributors, and farmers, as well as consumer and labor 
organizations, have expressed interest in the work. Analysis of the 
cost of sales is desired by many processors as a means of evaluating 
their operating policies and by employers and labor groups as an 
agreed starting a for wage negotiations. Analysis of distributive 
spreads is desired by many trade associations of distributors for busi- 
hess Oech the he ‘ 

Though the Commission was asked to make a comprehensive plan 
covering all items important in consumer’s budgets, it has seemed 
best to test the methods contemplated by beginning on a limited scale 
with a few commodities, such as bread, butter, milk, men’s shirts, bed 
sheets, cigarettes, and fertilizer, before submitting any larger pro- 
posal. Through staff discussions the Commission is seeking to avoid 
duplication of any work now performed or contemplated by the De- 
partment of Agriculture. 

With reference to the Commission’s financial reporting program 
the estimate submitted in the budget includes what is merely a trans- 
fer into the Commission’s budget of funds currently appearing in the 
budgets of the Office of Price Stabilization and the Federal Reserve 
Board. It consists of a small sum to cover the cost of a quarterly 
financial report on a minimum scale for wholesale and retail trade 
corporations. Under a plan developed by the Bureau of the Budget, 
the Commission, in collaboration with the Securities and Exchange 
Commission, is agent for the whole Government in reporting quar- 
terly financial statistics for manufacturing corporations. 

In 1951 this statistical program was extended to cover wholesale 
and retail trade at the request of the Office of Price Stabilization and 
with funds supplied by that agency. Reports were produced cover- 
ing the years 1950 and 1951. When a reduction of the funds available 
to OPS prevented the continuance of the program as then contem- 
plated, OPS and the Federal Reserve Board supplied $17,500 to the 
Commission to continue the trade report temporarily on a minimum 
scale in the hope that the collection of the figures could be reestab- 
lished on a continuing basis. The Office of Statistical Standards of 
the Bureau of the Budget warmly encouraged the continuance of this 
undertaking. The Commission’s request does not change the mini- 
mal scale of the work as planned but is intended to bring it into the 
Commission’s budget on a regular basis. The minimal program was 
planned on the assumption that funds would be supplied by the Office 
of Business Economics, Department of Commerce, in addition to the 
$17,500 mentioned above, and when this expectation failed the quality 
of the figures was seriously impaired. 

The Commission’s 1954 request for the Bureau of Antideceptive 
Practices includes an increase of $60,600 for the additional work in- 
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cluding travel expenses required for the administration and enforce- 
ment of the new Fur Products Labeling Act. 

The Fur Products Labeling Act imposes additional duties, for 
which no funds have been appropriated. Its administration during 
the current fiscal year is being carried on by temporary diversion of 
funds from enforcement of the Wool Products Labeling Act. This 
arrangement permits only a partially effective enforcement of both 
acts. The increase requested is ¢ ‘onsidered to be the absolute minimum 
necessary for the Commission to discharge its responsibilities under 
the Wool and Fur Acts. Failure to provide the increase would con- 
tinue to reduce the amount of compliance inspection work under the 
two acts, with a consequent lowe ring of the high st: andards of com- 
pliance previously maintained in the ‘wool indus stry, and presently be 
ing initiated in the fur industry, and would result in seriously sacrific- 
ing the benefits intended by the legislation. The purpose of the two 
acts is to require informative labeling of wool and fur products for 
consumer guidance and to provide additional safeguards against un- 
fair and deceptive trade practices in the wool and fur industries. 

For the major part of the Bureau of Antideceptive Practices, which, 
in addition to administration of the Wool and Fur Labeling Acts, is 
responsible for the investigation and trial of all matters involving 
false and misleading advertising and other unfair and deceptive 
acts and practices in commerce under the provisions of the Federal 
[rade Commission Act, the amount requested represents no change 
from 1953, but a decrease of five positions from the number provided 
in fiseal 1952. 

Thus, the Bureau has already suffered a substantial cutback in the 
face of an increasing workload. The number of applications for com- 
plaint received from businessmen and consumers, which is a fair in- 
dex of the Bureau’s workload, has increased from an average of 

534 during the past 2 fiscal years, to an annual rate of almost 2,800 
caus the first half of fiscal 1953. Already, because of shortages 
of funds and personnel, the Bureau is unable to proceed in substantial 
numbers of cases which should have attention in the public interest, 
and businessmen and consumers are complaining in increasing num- 
bers of the Bureau’s failure to provide adequate protection against un- 
fair and deceptive trade practices. The investigations and litigation 
conducted by this Bureau are the foundation stone of the Commis- 
sion’s antideceptive-practices program which directly affects hundreds 
of millions of dollars in consumer expenditures annually and results 
in savings to ethical business and consumers of many times the cost 
of the work. 

Included in the appropriation language for 1953 was a limitation 
of $142,235 for expenses for travel to which was added $20,800 from 
the supplemental appropriation for section 7 work, making a total 
of $163,035 for all travel to be performed in 1953. Included in the 
Commission’s request for 1954 is an increase of $132,800 for travel 
funds and a request that the limitation imposed in the present ap- 
propriation law be removed. Your attention is directed to the fact 
that in the fiscal year 1952 the travel costs amounted to $184,653 
which is some $40,000 more than the limitation in 1953. The Com- 
mission is, to a large extent, an investigative body and its employees 
must travel. We hear these cases all over the country, for the con- 
venience of the respondent companies, and for the convenience of wit- 
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nesses, which we do require to travel great distances, many of them at 
our expense, witnesses for ourselves at these hearings, where we have 

‘ases in every State in the Union. Our personnel is made up largely 
of professional people: Lawyers, economists, accountants, statisti- 
cians, and they are essential and necessary for this particular type of 
work. And, as I say, travel is an essential element, and as the 
result of the curtailment of travel that takes place, and took place in 
the last appropriation bill, we are constantly delaying cases. We 
are transferring cases from one hearing examiner to another; to 
stay within the appropriation, so that in the last quarter we will do 
the least minimum of work that we are expected to do that requires 
travel. 

The travel limitation, therefore, has seriously handicapped the 
investigation and trial of cases and it is feared will result in the 
inefficient utilization of manpower in the last months of the year in 
order to stay within the limitation. If these employees could conclude 
with these cases, the attorneys and accountants and economists might 
be used on other work, while these cases will be held up waiting an 
additional appropriation in the next fiscal year. The Commission feels 
that if the travel limitation were eliminated, and if the funds could 
be utilized as deemed necessary, it would result in a more efficient 
organization. 

That completes my statement, Mr. Chairman. I merely want to 
point out again that in 1939 and 1940 we had more money and more 
manpower to do the work, but since that time we have had an additional 
number of important legislative enactments to c arry out; we are con- 
stantly called upon by legislative committees to give an accounting 
of the enforcement work we are doing, not insofar as these new legis- 
lative amendments are concerned only, and occasionally we are criti- 
cized for not carrying out the intention of the Congress. 

So, in this appropriation we are requesting enough money to carry 
on the legislative enactments of the Congress assigned to the Commis- 
sion, particularly those assigned to us since 1940. The increases we 
have received in the past in the appropriation have just about balanced 
the increased salaries that resulted from salary legislation enacted by 
the Congress, and very little account has been given to the tremendous 
increase in the national economy, which the Federal Trade Commis- 
sion must guide and to some extent police. So we submit this budget 
for your consideration. We have here Commissioner Spingarn and 
Commissioner Carretta and also the heads of the different bureaus who 
are in position to answer any questions you may wish to direct to 
them. 

Mr. Sprncarn. May I just add a few words to what the chairman 
has said ? 

Mr. Corton. Yes. 

Mr. Sprncarn. I want to completely endorse the very fine statement 
the chairman has made. I want to go a little further, if I may. I 
believe not only that the $5.5 million that we are requesting for the 
fiscal year 1954 is not too much, but I feel that it is inadequate ; I do 
not think that we are going to be able to do this job with that amount; 
I think it would take at least $7.1 million even as a minimum. Not 
only do I feel that is what is necessary to do the job which the Congress 
has assigned to the Commission in the antimonopoly field in a series 
of laws, but I also think that in actual terms of tangible, real economy 
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we can bring back to the Treasury a lot more dollars for every extra 
dollar you give us. 

I have prepared a memorandum which I would like to give to you 
gentlemen. 

Mr. Corron. You ask that this be included in the record ? 

Mr. Sprncarn. Yes. 

Mr. Corron. How long is it? 

Mr. Sprnearn. It is 11 pages. The subject is “Specific examples of 
ways in which the Federal Trade Commission, adequately staffed and 
supported with funds, can perform services that will repay the addi- 
tional appropriation costs many times over.” There is a brief 
covering memorandum. 

Mr. Corron. Is it the purpose of the request to cover anything above 
what this subcommittee should give, or that you hope it will give you, 
that is not concerned in this budget tary permission of $5.5 million ? 

Mr. Sprncarn. I do not suppose that the sube ommittee will give us 
anything more than that, but I did want to explain my views that 
this is a subminimum amount to do the job. 

Mr. Corron. The statement will be included in the record at this 
point. 

(The statement referred to follows :) 


STATEMENT BY COMMISSIONER STEPHEN J. SPINGARN, FEDERAL TRADE COMMISSION 

In my opinion, the $5.5 million of appropriations requested by the Federal 
Trade Commission for the fiscal year 1954 is less than the minimum amount of 
money with which the Commission can do the antimonopoly job which the Con- 
gress in many laws has assigned to it. At least $7.1 million is needed to do a job 
of even minimum adequacy. These additional funds ($1.6 million) can also be 
justified on the grounds of actual and tangible economy in Government—they 
will be repaid many times over. Attached is a memorandum of February 27, 
1958, which I have prepared, documenting the last statement. 

The Commission has been the subject of a great deal of criticism in the last 
year or so, but I believe that any fair examination of the situation will reveal that 
these criticisms (in the language of one eminent exponent of economy, Senator 
Paul H. Douglas, in a leading law review article about the Federal Trade Com- 
mission last year) “do not result so much from the measure in which it has 
failed to carry out its statutory duties as they do from the measure in which 
it has succeeded.” 

The fact of the matter is that the Commission has never been given even the 
minimum amount of personnel and funds necessary to do the job assigned to it. 
The Commission has a smaller staff today than it did in 1939, or, for that matter, 
than it did in 1918. The only reason our appropriations have increased is be- 
cause an average Commission employee received $1,750 a year in 1918; $2,880 
a year in 1939, while he receives $5,860 today. ‘The present salary level is not 
high for an agency composed predominantly of lawyers, economists, and other 
professional personnel. It is a few hundred dollars lower than the average salary 
level of the Antitrust Division of the Department of Justice, for example. 

The gross national product of the United States has increased over tenfo!d 
since 1918 in dollar value and over threefold in real value. The number of 
business firms has increased from 2 million to over 4 million. The advertising 
which we are required to keep free from misrepresentations and falsehoods is a 
$7-billion annual business today, compared with about $250 million shortly 
before the Commission was set up. This is a twenty-eight-fold increase. At the 
same time, the Congress has imposed one statute after another on the Commis- 
sion involving new responsibilities, thus further diluting the small staff available 
for the work of the Commission. Although it has the broadest jurisdiction of 
any regulatory Commission, the Federal Trade Commission is regularly at or 
near the bottom of the regulatory Commissions in terms of appropriations. In 
short, the picture is somewhat that of a city which has doubled or tripled in 
size and in trade and commerce, while at the same time reducing the size of its 
police and fire forces. 
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The considerations which I have set forth above become all the more com- 
pelling when it is considered that the basic problem with which the Commission 
is concerned, the problem of monopoly, has steadily grown more acute over a 
long period of time. Thus, one set of reliable figures shows that between 1909 
and 1933 the 200 largest nonfinancial corporations increased their share of the 
total assets of all nonfinancial corporations from about 33 percent to 55 percent 
of the total. Unfortunately, this particular series was not continued after the 
year 1933. However, in new figures which the Commission will shortly release, 
the change in concentration in manufacturing will be shown as between 1935 
and 1950. Although they may perhaps be subject to future technical revision, 
our preliminary staff estimates show that the 200 largest manufacturing corpora- 
tions increased their share of the total shipments of all manufacturing enter- 
prises from 37.6 percent in 1935 to 40.2 percent in 1950. 

The experience of other countries has unmistakably revealed that cartel and 
monopoly activities have played an important part elsewhere in the world in 
leading democracies down the road to totalitarianism of the left or right, or to 
socialism and nationalization of industry. Thus, the Socialist leaders in Great 
Britain told a United States Senator in 1943 that they were opposed to antitrust 
laws because when they assumed power, it would be easier to nationalize each 
industry if there were only 1, 2, 3, or 4 large firms in the industry than if it were 
highly competitive. 

It is significant that since the last war, one country after another has sent a 
delegation to the United States to study how we have attained the highest 
productivity in the world and these delegations have always included in their 
assignments visits to the Federal Trade Commission to study the operation of 
our antitrust laws which, more and more, are being imitated abroad. 

If the entire Federal budget were represented by the sum of $200, the Federal 
Trade Commission appropriation would be about one penny of it. The Govern- 
ment will be repaid many times over in terms of its own procurement alone by 
the wise and effective use of that appropriation. It would be unfortunate if an 
injudicious application of the wise general principle of economy in government 
should further reduce an appreciation which is so dangerously small in terms 
of the job which it is to be used for. 

The antitrust laws are vital to the well-being of our free institutions. But 
they are not self-enforcing. Adequate funds and good men are needed for that. 

I fully concur in the wise words of President Eisenhower which follow: 

“T am opposed to all unnecessary Government restrictions and regulation of 
private enterprise. I favor with equal vigor the maintenance and effective 
enforcement of the necessary basic safeguards to free American enterprise. 
These are provided in our antitrust laws supporting fair competitive pricing 
practices. American business cannot prosper and contribute in growing measure 
to our national well-being unless the opportunity to engage in business and to 
provide consumers with new and better products and services is vigilantly pre- 
served. Our laws against unfair and destructive pricing practices as well as 
other practices leading to monopoly must be fearlessly, impartially and ener- 
getically maintained and enforced.” 


FEDERAL TRADE COMMISSION, 
Washington 25, D. 0., February 27, 1958. 


MEMORANDUM 


Subject: Specific examples of ways in which the Federal Trade Commission, 
adequately staffed and supported with funds, can perform services that will 
repay the additional appropriation costs many times over. 

1, Automotive Parts case.—In a report by its staff, the House Committee on 
Expenditures in the Executive Departments was informed that the Government 
had spent in a period of 3 years over $305 million which it could have saved in 
connection with the purchase of automotive parts. The report alleged that such 
overpayments resulted because automotive parts manufacturers were either re- 
fusing entirely to sell to the Government or would not sell except at prices above 
those charged by their own distributors. In other words, the Government was 
being denied the right to buy these automotive parts at the factory door at the 
same price accorded other large purchasers who were permitted to do so, 
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At the request of the committee, the FTC has been investigating this matter 
for about a year. While the case must not be prejudged, it is apparent that if 
the allegations which have been made are proven and the Commission’s action 
should result in eliminating the restraints in trade which create this situation, 
a very large savings will accrue to the Government. Moreover, if the Commission 
had had sufficient manpower to throw a task force of 12 or 15 full-time investi- 
gators into the field on this case, the investigation would have long since been 
completed. Because of its personnel and appropriation situation, however, no 
such investigation effort has heen possible and the present estimated date for the 
completion of this investigation is May 1953. 

2. International petroleum cartel report—This FTC staff report—a 2-year 
job—was published in August 1952 through the Senate Small Business Com- 
mittee, after the President, who had previously requested that it remain classified 
secret on security grounds, authorized its release. The report is entirely factual. 
It contains no conclusions or recommendations. 

This report (and the FTC staff work which underlies it) is playing a part 
in the civil suit now being brought in New York by the Department of Justice 
on behalf of the Mutual Security Agency to recover $77 million in alleged over- 
charges of the Government by certain international oil companies. The report 
is also a major element in the present Department of Justice antitrust action 
n Washington against various international oil companies and their subsidiaries 
which is merely a request for a grand-jury investigation to ascertain the facts 
and whether or not it appears that any United States laws have been violated 

A bitter worldwide propaganda attack against the report has been launched 
by the oil companies. Editorials, articles, and speeches by the scores are attack- 
ing it in the most intemperate terms. The California Texas Oil Co. (owned 
jointly by two members of the oil cartel) has sent to 67 foreign governments a 
booklet containing attacks on the FTC oil report and the United States Govern- 
ment’s handling of the oil cartel case. (The California Texas Oil Co. is alleged 
to have overcharged the Government by more than $25 million in the Govern 
ment’s civil suit in New York.) 

During 1 week last fall speeches attacking the FTC oil report were made at 
meetings and conventions as far apart as Lake Placid, N. Y., Houston, Tex., and 
San Francisco, Calif. Campaigns of this character are not made against unim 
portant or inconsequential documents. 

It should be noted that one main line of attack has centered upon the effect 
of publication of the FTC oil report on national security. The FTC sought 
and followed the advice of the President on this point. 

3. Steel scrap investigation.—The Commission for almost a year has been 
investigating and studying the iron and steel scrap industry on the basis of 
allegations that restraints affecting the channels through which the steel com- 
panies purchase their supplies of iron and steel scrap were impeding the flow 
of this scrap to the steel mills. The steel mills and foundries of this country de- 
pend upon scrap flowing through these channels for about one-fourth of their 
total supply of metallic materials. It has been in very short supply. Mr. Charles 
Wilson, while Defense Mobilizer, found it necessary to call several national 
conferences on the subject of how to get out more steel scrap. Mr. Manly 
Fleischmann, while head of DPA, made frequent television appeals on the same 
point. The FTC investigation is now almost completed and a staff recommenda- 
tion to the Commission will be forthcoming shortly. If Commission action in this 
case should result in a greater flow of steel scrap, it is apparent that a most im- 
portant contribution will have been made to the defense mobilization effort in 
terms of Government purchase of steel items, tools, and building construction. 

If FTC had had sufficient personnel to investigate this matter on a task force 
basis with 10 or 12 investigators working on it full time the investigation would 
have been completed at least 6 months earlier. 

4. Drug advertising cases —The Commission has recently brought a number 
of cases against the advertising of alleged miracle treatment drugs for rheuma 
tism, arthritis, and many other related ailments, 

Far from being miracle drugs the therapeutic effect of these products is con- 
fined to the relief from pain afforded by their aspirin content although they sell 
for as much as 6 times the price of aspirin. Beguiled by their exaggerated ad- 
vertising claims, persons affiicted with the diseases for which they claim to be 
an effective treatment may delay seeking the medical treatment which they 
really need. 
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In the case of Imdrin, the Commission sought an injunction against a con- 
tinuance of the false advertising pending the final disposition of the Com- 
mission’s own case against this product. The injunction was obtained with 
great difficulty. 

The Federal district court refused to grant it. The Federal court of appeals 
reversed that decision and remanded the matter to the district court which 
then finally granted the injunction. According to counsel for the Imdrin Co. at 
a recent hearing before the Commission, the sales of Imdrin dropped from the 
rate of about $2 million per year to a rate of about one-half million dollars per 
year following the FTC injunction. The Commission has now issued its own 
order against the false Imdrin advertising. 

In another recent case, the Commission sought and obtained an injunction to 
prevent exaggerated and deceptive advertising representations of a product 
called NHA Complex, which is a vitamin mineral food supplement, sold at a 
high price. High-powered radio and television programs in behalf of this prod- 
uct represented to the listener-viewer that, whatever his diet consisted of, he 
was starving to death unless he got the diet supplements provided by NHA 
Complex. Contracts had been made with a large number of broadcasting stations 
from Maine to California (six in Alaska alone) for the advertisement of this 
product. Asa result of this high-pressure advertising campaign of misrepresenta- 
tions, sales in this product had boomed at the expense of the public’s pocketbook, 

Although the Commission’s authority to seek injunctions is limited, the ex- 
amples cited above illustrate the sayings to consumers and adversely affected 
competitors accomplished through prompt Commission action. (Staff limitations 
account for much of the delay in the disposition of FTC cases.) 

5. Deep freezers tied in with “wholesale price’ food sales.—The present high 
prices of food naturally lead to the exploitation of the consumer's desire to save 
money on food. One of the most pernicious exploitation devices is a campaign 
which has been sweeping the country, tying in the sale of deep freezers with the 
purported right to buy food at ‘‘wholesale prices,” with alleged enormous sav- 
ings in food costs. 

The Department of Agriculture has advised that many of these representations 
are entirely false and that there may be no savings whatever on food purchases— 
indeed when the cost of the deep freezer, its operation, and upkeep is figured in, 
the cost of the food may actually be higher than it otherwise would have been. 
This advertising campaign has been very effective, however, and there hav: 
been reported instances of five-fold increases in the sale of deep freezers. 

If the Commission had sufficient funds and personnel, it could have attacked 
this situation on a task-force basis with simultaneous investigations of the 
largest offenders and the issuance of simultaneous or near-simultaneous com- 
plaints against them. With its existing personnel, however, the Commission 
has only been able to issue one complaint and is investigating a large number 
of other cases as rapidly as personnel available will permit, which is not very 
rapid 

6. GI schools for Korean veterans.—The new legislation extending educa- 
tional rights to Korean veterans provides that the State accrediting agencies 
shall give due weight to any existing FTC cease-and-desist orders involving 
schools before accrediting them for availability to veterans at Government 
expense. FTC has sent an index covering some 385 schools which have been 
the subject of orders or stipulations to each of the 48 States and to the Terri- 
tories and possessions. If it had available funds, FTC could and should do 
a great deal more work on this matter on a project basis which would result 
in undoubtedly saving the Government money and the veteran from being sub- 
jected to totally inadequate educational institutions. 

7. Copper report.—IiIn 1947 the Commission made a study of the copper in- 
dustry which produced a report of over 400 pages. This report revealed that 
integrated companies had a stranglehold on the domestic sources of copper and 
that independent fabricators were unable to compete by purchasing foreign 
copper because of the 4 cents a pound import tax on copper ($80 a ton). The 
situation was very serious and some concerns ran advertisements saying that 
they were closing down because of their inability to get copper. The FIC re- 
port produced a complete picture of the situation and a few weeks after it 
was released, Congress suspended the import tax on copper and, with some 
gaps, that suspension has continued to date. In a letter of September 30, 1952, 
to an official of FTC, former United States Senator Danaher, a Connecticut 
Republican, who has been engaged in the practice of law since he left Congress, 
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gave the FTC report credit for persuading Congress to suspend the import tax 
on copper in 1947. In his letter, Mr. Danaher stated: 

“Of course I was particularly interested in the copper industry as I repre- 
sented Revere Copper & Brass, Inc. One can find statistics in the Bureau of 
Mines on one aspect. He finds another set of statistics in the Department of 
Commerce. The Tariff Commission deals with some other subjects. The Depart- 
ment of State may have special concern with copper as related to international 
trade or agreements in that field. The practical, naked fact remains that when 
American industry sought to develop for the Congress its case which would dem- 
onstrate the effect of continuance of the 4 cents per pound ‘duty’ on copper im- 
ports the only governmental source to which we could turn was the Federal 
Trade Commission. Its very excellent studies had drawn upon all unrelated 
sources with the result that a well rounded completed picture was ready at 
hand.” 

Mr. Danaher’s letter further stated: “It was establishable that the mainte- 
nance of an $80 per ton duty resulted in an increased cost to American con- 
sumers reckoned as great as $300 million per year above what those costs would 
have been had there been no import tax.” 

8. Steel drum case.——The United States Government is the largest purchaser 
of many types of products. Therefore, any corrective action taken to restore a 
more competitive situation in an industry selling heavily to the Government is 
apt to result in large savings of the taxpayers’ money. Recently the Commission 
issued a complaint charging 5 major steel companies and 3 of their subsidiaries 
with an agreement to fix and maintain prices in the sale of steel drums. It was 
ilso alleged that these firms control 75 percent of the Nation’s steel-drum busi- 
ness. Steel drums are widely used by other industries, and particularly by 
dealers in oil and lubricants. Millions of such drums are used annually by the 
Armed Forces, as well as by various civilian agencies of the United States Govern 
ment. If the steel-drum industry proves to be noncompetitive as to price, restora- 
tion of price competition should result in substantial savings to the Government. 

9. Surgical supplies and equipment case-—The Commission recently accepted 
a consent settlement with the American Surgical Trade Association and the 
Manufacturers Surgical Trade Association, terminating an attempt by the two 
trade associations and their members to monopolize the distribution and sale of 
surgical supplies, instruments, and equipment in the United States. Ninety 
percent of the industry’s annual volume of more than $100 million was ac 
counted for by the approximately 400 member manufacturers, distributors, and 
dealers of the American Surgical Trade Association. 

The two trade associations were required to terminate their efforts: to prevent 
manufacturers from selling to dealers not approved by the Manufacturers Sur- 
gical Trade Association; to restrict or prevent dealers and manufacturers from 
engaging in trade and commerce by legal methods not acceptable to the members 
of the trade association ; and to fix uniform terms and conditions of sale between 
and among themselves. 

This case should result in the restoration of free competition to an industry 
vital to the health and defense of the Nation. The savings both to the Govern- 
ment and to the public are incalculable. 

10. Orthodontists case.—The Commission recently accepted a consent settle- 
ment with the American Association of Orthodontists, an association composed of 
orthodontists, or those who are primarily engaged in straightening teeth. 

The association agreed to cease and desist from preventing those who manu- 
facture and sell supplies and devices used by dentists in this profession from 
having access to advertising media serving the dental profession generally. 
This will permit the laboratories which specialize in producing orthodontic mate- 
rials and supplies to make their facilities known to the approximately 90,000 
dentists who do not specialize in orthodontia, but many of whom are qualified 
to and would do such work if independent laboratories were available to provide 
necessary materials and equipment. 

There are only about 3,000 orthodontists in the United States, which results 
in making such corrective work expensive and inaccessible in certain areas of 
the country unless the work is done by general dental practitioners. This case 
should result in substantial savings to the general public and especially to 
parents of children needing orthodontic work. The orthodontic service should 
also be made available to many more millions of persons. 

11. Food processor cases.—Believing that there should be a maximum of com- 
petition in food processing at all of its stages, especially at a time when food 
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products take such a large portion of the family budget and farm prices are 
falling, the Commission has, within its budgetary limits, given a high priority 
to complaints of law violations in this industry. 

Since June 1952 two formal complaints have been issued in an attempt to free 
food growers from illegal restrictive practices. One complaint charges more 
than a score of tomato processing companies with combining to boycott and 
destroy a cooperative association of tomato growers in the Ohio-Michigan- 
Indiana area, third largest tomato-growing territory in the United States. The 
companies are also charged with fixing the prices which they will pay the 
growers for raw tomatoes. The second complaint charges five large apple proc- 
essors from the Appalachian Belt and a trade association of Appalachian apple 
growers and processors with combining to fix, stabilize, and maintain the prices 
for raw apples used for processing purposes. Sixty percent of all apples har- 
vested in the United States and sold to processors for canning, making apple- 
sauce, etc., are processed in the Appalachian Belt by the respondent processors. 

If these complaints are found after hearings to be justified, the consuming 
public should benefit substantially from the resultant lifting of competitive 
restraints. 

12. Automotive supplies cases—The Commission has tried to be vigilant in 
protecting the public against the deceptive practices of a small minority of manu- 
facturers of automotive parts and supplies. Recently the Commission required 
the manufacturer of an antifreeze preparation to cease and desist from adver- 
tising his product as an antifreeze preparation, without disclosing that the 
preparation will rust, clog, and corrode the cooling system of automobile engines 
and otherwise damage such engines. Another recent order required a manu- 
facturer of automobile springs composed in part of used springs to clearly mark 
such products as being fabricated from used parts. These and similar orders 
will undoubtedly result in large savings to consumers, and result in the saving 
of resources needed to arm our military forces. 

13. Orthopedic shoe industry investigation—As a result of numerous com- 
plaints from stock shoe manufacturers, orthopedic shoe manufacturers, and 
doctors, the Commission instituted an industry-wide investigation into the 
practice of describing ordinary stock shoes as “orthopedic,” “health,” or “cor- 
rective” shoes, and of claiming that these products would keep the feet healthy, 
correct, and prevent defects and deformities of the feet, and correct and prevent 
poor posture. The misleading and deceptive claims of therapeutic and correc- 
tive benefits were found to be especially prevalent in the advertising of chil- 
dren’s shoes, thus leading many mothers into the erroneous belief that these 
shoes would correct whatever defects or deformities of the feet or whatever 
postural defects were present in their children. 

The investigation covered 123 firms having an annual sales volume of approxi- 
mately $760 million. As a result corrective action has been taken against 65 
firms, correction being effected by administrative treatment in 18 cases by stipu- 
lations to cease and desist in 42 cases, and by formal cease-and-desist orders in 
5 eases. The total estimated cost of the investigations is $15,000. All but one 
case was investigated by correspondence inquiry (a situation quite often possible 
in false advertising cases though rarely in antimonopoly cases). The small 
amount expended has resulted in substantial savings to the public. 

14. Soil conditioners.—With the advent on the market, during 1952, of some 
20 types of soil conditioners and the making of many broad claims as to the value 
of such products for the family garden, the Commission promptly -initiated a 
series of investigations to determine whether or not grossly exaggerated claims 
were being made on behalf of some of the products. Shortly after such investi- 
gations were begun, the Commission issued a complaint against one widely ad- 
vertised product, alleging exaggerated advertising, inc'uding a false representa- 
tion that the product would keep soil conditioned indefinitely after one applica- 
tion. Corrective action in these cases should result in large savings to the 
Nation’s home gardeners, who purchased in excess of $5,000,000 worth of such 
products during the 1952 growing season. 

15. Investigation for Department of Justice of optical-goods-industry consent 
decree.—On September 17, 1948, the Department of Justice obtained a final decree 
against the major manufacturers and wholesalers of opthalmiec goods. In a 
letter of August 12, 1952, the Attorney General requested the Commission under 
the provisions of section 6 (c) of the Federal Trade Commission Act to make an 
investigation of the manner in which this decree has been and is being carried out. 

The decree (which followed a consent judgment entered in an action charging 
13 manufacturers of eyeglass frames and mountings, a national trade association 
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of optical wholesalers, 6 optical wholesalers, 2 patent-holding companies, and 13 
individuals with engaging in a conspiracy and ‘combination to fix prices and other- 
wise restrain trade in opthalmic goods) enjoins price fixing, cancels certain 
patent licenses, requires that patents and trademarks relating to the frames and 
mountings involved be made available to other manufacturers on reasonable 
terms, and prohibits expansion by 2 defendants in the field of wholesale distribu- 
tion by the acquisition of independent concerns, and the boycotting of wholesale 
firms and other unfair competitive practices. 

Under paragraph XXIV of the decree, authorized representatives of the De- 
partment of Justice are granted access to the books and ledgers of the defendants 
for the purpose of securing compliance therewith. 

The Attorney General has authorized eight attorney-examiners of the Com- 
mission as his representatives under the provisions of this paragraph. It is 
estimated that approximately 150 interviews, including many file searches, will 
be required to obtain factual information necessary to a proper disposition of this 
matter. This will require the services of 6 to 8 men for approximately 3 months, 
not including the time necessary to prepare a report to the Attorney General. 
This investigation is scheduled for the current fiscal year, and the Commission 
will complete as much of it as possible within the existing limitation as to person- 
nel and travel funds. 


RECENT CRITICISM OF THE FEDERAL TRADE COMMISSION 


Mr. Corron. Is there anything further ? 

Mr. Spincarn. The Commission during the last year or so has been 
the subject of a great deal of criticism “and of attacks from many 
different sources. For example, you gentlemen may have seen in the 
Saturday Evening Post of January 24, 1953, a leading article of 
about 5,000 words by Mr. Robert FE. Wilson, the chairman of the board 
of the Standard Oil Co. of Indiana, which is entirely devoted to an 
attack on the Federal Trade Commission because, he says, the Com- 
mission has become an agency of antibusiness propaganda. 

He also attacked the Robinson-Patman Anti-Price-Discrimination 
Act, which small and independent businessmen regard as their Magna 
Carta. 

I sought an opportunity from the Saturday Evening Post to answer 
Mr. Wilson in an article of equal length, and they said they would not 
permit a rebuttal article, that they would limit me to a letter of not. 
over 400 words in the letters to the editor column. I did not feel that 
would be adequate to do the job. 

So I arranged with the American Forum of the Air to have a nation- 
wide TV and radio program on which I could debate the subject with 
Mr. Wilson, but Mr. Wilson declined my challenge to debate, so I have 
not had an opportunity to adequately answer the charges, but I am 
preparing answers to Mr. Wilson’s allegations against the Commis- 
sion. My problem is to find a means of giving the answers the same cir- 
culation as Mr. Wilson’s charges. 

Here is another thing. Ina 1952 issue of the University of Chicago 
Law Review, Mr. William Simon undertook in a leading article to 
make what he called the case against the Federal Trade Commission. 
Mr. Simon, who is presently general counsel for the Petroleum Ad- 
ministration of Interior has been an oil-company lawyer and a regis- 
tered lobbyist for the basing-point interests. 

Mr. Yares. Is he now with the Department of the Interior ? 

Mr. Sprncarn. He is General Counsel of the Petroleum Administra- 
tion for Defense in the Interior Department. I am also informed that 
the American Bar Association has recommended him to the new At- 
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torney General to be Assistant Attorney General in charge of the Anti- 
trust Division. 

Naturally that makes me feel x little apprehensive, in view of the 
fact that Mr. Simon has recommended in effect that the Federal Trade 
Commission should be abolished as an antimonopoly agency. 

Mr. Corron. Mr. Commissioner, I do not want to curtail your time, 


but we have some inquiries about the budget, and we will be glad to 
hear you about them. 


Mr. Sprncarn. Yes. 

Mr. Corron. We have before us a rather extensive budget: and, 
if you will make your comments on these matters that are not entirely 
connected with the budget as short as possible, we will appreciate it. 

Mr. Sprncarn. I will do so. I do want to leave with the committee 
a copy of this article, entitled “Anti-trust Policies and the New Attack 
on the Federal Trade Commission,” written by Robert A. Wallace 
and Senator Paul Douglas. It is a reply to Mr. Simon’s article and 
was published in the summer 1952 issue of the University of Chicago 
Law Review. 

Mr. Corron. Do you have other copies of that? 

Mr. Sprncarn. On the Simon article; no; I do not. 

Mr. Mrap. We can get copies for you, Mr. Chairman. 

Mr. Sprnearn. Of the Douglas article, we do. Ul give you each 

copy. 

Mr. Jonas. I think we should have copies of both. 

Mr. Sprincarn. Yes. 

Mr. Meap. I will procure copies for the members of the sub- 
committee. 

Mr. Jonas. Very well. 

Mr. Spingarn. Senator Douglas and Mr. Wallace conclude their 
article with this statement: 

The Federal Trade Commission's present difficulties do not result so much 
from the measure in which it has failed to carry out its statutory duties as they 
do from the measure in which it has succeeded in carrying out its statutory 
duties. 

I would also like to bring to the attention of the committee the fact 
that the Hoover Commission task force, in considering the same pro- 
posal that Mr. Simon made, said: 


We have carefully considered whether the Federal Trade Commission should 
be continued as an independent regulatory commission, and especially whether 
its functions in the broad antimonopoly field should be transferred to the De- 
partment of Justice. Our conclusion, as already indicated, is that the Com- 


mission should be maintained in order to implement the policy of the antitrust 
laws. 


And, if we are to be maintained, I hope we will get funds enough 
with which to do the job. 

The fact of the matter is that the Commission has never been given 
even the minimum amount of personnel and funds necessary to do 
the job assigned to it. The Commission has. a smaller staff today 
than it did in 1939 or, for that matter, than it did in 1918. In the 
meantime the gross national product of the United States has in- 
creased over tenfold since 1918 in dollar value and over threefold in 
real value. The number of business firms has increased from 2 mil- 
lion to over 4 million. The advertising which we are required to 
keep free from misrepresentation and falsehoods is a $7 billion an- 
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jual business today, compared with about $250 million shortly before 
the Commission was set up. 

This is a twenty-eight-fold increase. In the meantime we have 
had additional responsibilities placed upon us with a decrease in 
our staff and an increase in the concentration of business. 

One set. of reliable figures shows that between 1909 and 1933 the 
200 largest nonfinancial corporations increased their share of the 
total assets of all nonfinancial corporations from about 33 to 55 per 
cent of the total. Unfortunately, this particular series was not 
continued after the year 1933. However, in new figures, which 
the Commission will shortly release, the change in concentration in 
manufacturing will be shown as between 1935 and 1950. Although 
they may perhaps be subject to future technical revisions, our pre- 
liminary staff estimates show that the 200 largest manufacturing 
corporations increased their share of the total shipments of all manu 
facturing enterprises from 37.6 per cent in 1935 to 40.2 percent in 
L9D0. 

One final thing: I was a little worried to read a newspaper report 
n the last 2 or 3 weeks that represent: itives of the California-Texas 
Oil Co. and of the Standard Oil Co. of California had been meeting 
with members of the House Appropriations Committee staff and the 
chairman of this subcommittee with reference to matters contained 
n our budget estimates, and in that connection I want to call your 
attention to a California-Texas Oil Co. booklet-— 

Mr. Corron. Just a moment. You said you had read something in 
& paper. 

Mr. Sprncarn. I said there has been a report in the press to that 
effect. 

Mr. Corron. That some private representatives of corporations 
have been meeting 

Mr. Sprncarn. With the staff, yes. 

Mr. Corron. With the committee staff ? 

Mr. Spincarn. With the committee staff and Mr. Phillips. That is 
the press report. Here is a copy of it. 

Mr. Jonas. I think that the record ought to show where the state- 
ment came from. 

Mr. Corton. Let the record show that the Commissioner has sub- 
mitted a copy of an article in the CIO News of February 16, 1953, 
page 2, entitled “Taber Calls in Big Business To Ax Budget.” 

Mr. SprnGarn. You will see at the bottom 

Mr. Corron. I see nothing in here that indicates that it refers to 
Chairman Phillips of this subcommittee. 

Mr. Sprncarn. It refers to representatives of the Standard Oil Co. 
and the California-Texas Oil Co. and to Mr. Phillips. The oil com- 
panies have launched a propaganda attack against the Federal Trade 
Commission, and the California-Texas Oil Co. has sent this booklet 
to some 67 foreign. governments—that is this 32-page booklet that I 
have here. 

And on page 17 of this booklet, called As United States Editors 
View the Oil Charges, is found this statement; just as a sample: 








We all know how Alger Hiss was able to influence Government policies in favor 
of Russia, so one is justified in wondering if there were any Communist-inclined 
officials in the Federal Trade Commission responsible for the “secret” interna- 
tional oil industry report. Now, belatedly, the report is being made public 
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it might be well to play safe, and have the FBI investigate every man who 
participated in its preparation and writing. 

I would like to say right here that the FBI has got the loyalest— 
(Note: The reference to the FBI was intended to be tothe FTC. See 
Mr. Spingarn’s subsequent correction of the foregoing statement). 

Mr. Corron. Just a moment, Mr. Commissioner, let the record show, 
please, that Mr. Phillips is unavoidably absent. We will receive this 
document, and hold it for his consideration. So far as I know, no 
member of this committee knows anything about any such group con- 
ferring about the proposed budget of the Federal Trade Commission. 
In view of the charges in the record by Commissioner Spingarn, we 
Mi receive this and hold it. This is a copy of a statement submitted 
by Commissioner Spingarn along with his prepared statement, and 
we will submit it to the chairman of the subcommittee, Mr. Phillips. 
Tt may be that Mr. Phillips might want to have some kind of an expla- 
nation, or might want to hear something more about the allegations 
for the purpose of the record. I do not know anything about this, at 
all. Mr. Phillips may. 

Now, have you anything else to say which has direct connection with 
the budget we are considering? 

Mr. Sprxcarn. Yes; I have this further to sa I want to present 
to you President Eisenhower’s statement feoas the antitrust laws. 
This is President Eisenhower’s statement : 

I am opposed to all unnecessary Government restrictions and regulation of 
private enterprise. I favor with equal vigor the maintenance and effective 
enforcement of the necessary basic safeguards to free American enterprise. 
These are provided in our antitrust laws supporting fair competitive pricing prac- 
tices. American business cannot prosper and contribute in growing measure 
to our national well-being unless the opportunity to engage in business and to 
provide consumers with new and better products and services is vigilantly pre- 
served. Our laws against unfair and destructive pricing practices as well as 
other practices leading to monopoly must be fearlessly, impartially, and ener- 
getically maintained and enforced. 

You will find that at the conclusion of the short memorandum of 
only three pages which I have submitted to the committee for inser- 
tion in the record. 

Mr. Corron. This will be received and referred, as the others, to 
the chairman. 

Mr. Sprncarn. Yes. 

Mr. Corron. Do you have anything further? 

Mr. Sprncarn. Finally, I want to call to the committee’s attention 
an excellent article, which sums up what I am trying to say, called 
Small Business—America’s Bulwark, found in Dun’s Review of De- 
cember 1952, at page 23, by Herbert Barchoff, executive vice president, 

Sastern Brass & Copper Co., and I quote: 

The trend toward the nationalization of industry, and the unwitting sur- 
render of European businessmen to monopoly practices, which can only result 
in a socialized economic structure, are the chief impressions I brought back 
from a 2 months’ survey of business in NATO, Europe. 

I was not sent on a Government mission, and I did not go as the representative 
of a large industrial or business enterprise. I went as an independent business- 
man, who was curious to see what was going on, just as I might have visited 
a competitor in another part of the United States. 
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After stating he interviewed Government and leading businessmen 
as well as Mutual Security officials, he goes on to say: 

It is true that more dramatic revelations make the headlines, but the spread 
of nationalization throughout most of Europe strikes me as having a very pro- 
found effect on our entire economy from the small plant owner to the giant 
corporation. It is logical to assume that whatever it may be that caused it 
there, can also cause it here. 

Recent history has shown that wherever an industry has become a monopoly, 
that industry has been easy prey to nationalization. England alone has pro- 
vided us with many examples of this. Unfortunately, British industry never 
recognized the danger signs, clearest of which was the withering away of its 
small-business class, the strongest safeguard in any system of free enterprise. 
It never recognized that such a situation was just as perilous for big business 
and that it, too, would suffer ultimately through the destruction of free 
enterprise. 

Enlightened self-interest, if there had been awareness, might have dictated 
a policy assuring small business of a secure position in the British economy. 
It therefore follows that American big business, the ultimate target of nationali- 
zation, has a vital stake in the problem. 

Let me conclude by saying that I believe the Federal Trade Com- 
mission can do a real job, with a minimum additional amount. of 
money and personnel. I believe that this is urgently needed to prevent 
further increased economic concentration. 

Thank you very much, Mr. Chairman. 

Mr. Jonas. Mr. Commissioner, may I ask you if you know anything 
about the man who wrote this statement ? 

Mr. Sprncarn. No. 

Mr. Jonas. You do not know anything about him, but you endorse 
his statement ? 

Mr. Sprncarn. He is executive vice president of the Eastern Brass 
& Copper Co.; I do not: know anything about him, but I do endorse 
his statement. 

Mr. Corron. The committee thanks you, Mr. Chairman, for your 
very helpful and illuminating statement, and we thank you, Com- 
missioner Spingarn, for what you have added relative to the prob- 
lems of the Federal Trade Commission and its budget. I think the 
Commission may be assured that this subcommittee recognizes the 
importance of the work of the Federal Trade Commission in carrying 
out the acts of Congress, which have laid very definite and important 
tasks upon you. If the Commissioners present desire to add anything 
further, we will be glad to hear them. 

Mr. Mrap. Commissioner Carretta is present. 

Mr. Corron. We will be glad to have a statement from you, Com- 
missioner. 

Mr. Carrerra. Mr. Chairman, with your leave I will take only a 
few minutes of your time. I am the junior member of the Commis- 
sion, having served as a Commissioner for only the last 8 months. 

I want to support the statement of our chairman with respect to 
the budget. I have gone over the figures very, very carefully, and I 
sincerely feel that we cannot do a satisfactory job unless we get more 
funds. ‘However, in an endeavor to cooperate with the new admin- 
istration, I certainly feel that the Commission should bend over 
backward to do everything it can in order to do as good a job as 
possible within the $5.5 million. 
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I want to add this, that in the past 8 months, as a member of the 
Commission, I have come to realize that the public generally has 
come to look upon the Federal Trade Commission as a friend of small 
business and as an enemy of big business. I should like to see that 
attitude change. I should like to help prove that the Federal Trade 
Commission can be a friend of small business and a friend of big 
business as well, because the acts which we administer are not di 
rected against any particular size of business—rather, they are pri 
marily concerned with the effects of certain practices which may be 
indulged in by both small businesses and big businesses. I certainly 
hope that the Commission can prove to the public that it can be a 
friend both to large and small business, and thus do a good job. 

Thank you, Mr. Chairman. 

Mr. Corron. Thank you, Mr. Commissioner. 


COMPARATIVE SUMMARY OF APPROPRIATIONS AND ESTIMATES, 19553 AND 
1954 


The reporter will place in the record at this point a chart found on 
page 5, and I believe that the schedule on page 4 is all automatically 
in the record. 

We will also insert in the record the schedules found on page 3 of 
the justification. 

(The statements referred to follow :) 
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Comparative summary of funds by functions 


Allotment, Requested, 
fiscal year fiscal year | Increase 
1953 1954 | 


Antimonopoly | 
Investigation and litigation ‘on $1, 755, 960 | $2, 704, 110 | $948, 150 
Economic and financial reports_ -- 226, 390 488, 495 | 262, 105 

Antideceptive practices | 
Investigation and litigation 4 886 , 111, 600 
Trade practice conferences. . ; S 211, 385 
Wool and fur labeling. . ’ | 335, 030 
Lanham Act and insurance ‘ 4 5 | 24, 665 | 

Executive direction and management... : 292, 85! 305, 890 | 

Administration = 290, 70% 318, 825 


OEE sind sab iia — , 178, | 5, 500, 000 | 1, 321, 200 
| 


! Includes $125,000 supplemental appropriation for 1953 
REVISED BUDGET ESTIMATES 


Mr. Corron. Mr. Chairman, your total increase in dollars requested 
in the budget submitted to this committee over that of last year is 
$1,321,100. Is that a correct statement ? 

Mr. GLENDENING. Yes. 

Mr. Corron. As you are aware, the new Director of the Budget has 
requested the various departments to reexamine their requests. Has 
that been done, or is it being done, in the Commission ¢ 

Mr. Meap. That has been done. We have reviewed the budget, 
that is, at the direction of the Bureau of the Budget, and it is in gen- 
eral compliance with the Budget Director’s request. 

Mr. Corron. So that the request you bring to us today is the result 
of both your original request and the reexamination of your budget ? 

Mr. Mean. That is correct. 

Mr. Corron. Did the reexamination—— 

Mr. Meap. Correction, please. It is probably not the original re- 
quest ; it is the amount of money allowed. 

Mr. Corron. In your original request of this committee. 

Mr. Meap. That is right. 

Mr. Corron. Has there been any change in your original request in 
the amount of money, with reference to dollar increases, as a result 
of your reexamination ? 

Mr. Meap. No. 

Mr. Corron. Have you informed the Director of the Bureau of the 

sudget that you have complete the reexamination of your budget 
and that there are no changes? 

Mr. Meap. With reference to the letter—will you explain that, Mr. 
Glendening? 

Mr. GLeNpENING. The letter is still in process of preparation and 
will be sent this afternoon. 

Mr. Corron. That is the letter from you to the Budget ? 

Mr. GLENDENING. From the Federal Trade Commission to the Di- 
rector of the Budget, Mr. Dodge. 

Mr. Corron. What I am trying to get clear in my mind is this: Has 
the increase you have requested received the approval of the new 
Director of the Budget ? 

Mr. GLENDENING. Not yet. 

Mr. Meap. No. 
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(The revised budget amounts are found on p. 717.) 


PERSONAL SERVICES 


Mr. Corron. Your increase in positions over last year’s allowance 

216, 

Mr. Mean. Yes. 

Mr. Corron. You also received some kind of a freeze order issued 
by the Director of the Budget about adding new personnel before he 
and his associates had had time to reappraise the whole situation. 
Have you secured any release from that freeze order for these 216 
positions additional ? 

Mr. Meap. In the first place, with respect to the freeze order, we 
have made no additions, and unless we are given this additional ap- 
propriation and authority to make the increase by the Congress we 
will not add any new positions, because, of course, this will not go 
into effect until the beginning of the next fiscal year. 

Mr. Spincarn. We had 672 people on June 30 last. 

Mr. Corron. That was about—— 

Mr. Sprncarn. We only have 653 at this time. 

Mr. Corron. Your positions for the present fiscal year, in the last 
budget, were 672? 

Mr. Sprncarn. That was the number of people we actually had on 
the payroll on June 30. 

Mr. Corron. You have as of the present time how many actual 
people on the payroll ? 

Mr. Sprncarn. 653. 

Mr. Corron. And you are asking for 888 positions ? 

Mr. GLENDENING. That is right. 

Mr. Corron. How many ac tual new employees do you anticipate or 
expect to have on the payroll, if you are allowed the money you are 
requesting ¢ 

Mr. GLENDENING. We estimate that if we are given $5.5 million 
we would have an average of about 845 positions during the year. 

Mr. Corron. With a total of how many? 

Mr. GLENDENING. With a total of 888 requested. 

Mr. Corron. You have asked for additional positions, and addi- 
tional appropriations on each one of these activities with the exception 
of the Bureau of Industry Cooperation. Isthat correct? 

Mr. GutenpeNtNG. That is correct. 


COMMISSIONERS’ OFFICES 


Mr. Corron. For Commissioners’ offices you want 1 additional po- 
sition, with an increase in the amount for personal services of $9,500 
and $200 added for travel. That is to provide an additional attorney 
in the office of the Chairman of the Commission; is that correct? 

Mr. Meap. Yes. 


EXECUTIVE OFFICE 


Mr. Corron. You are asking for one additional position in the 
Executive Office, with an increased cost of $2,900. That position is 
shown on page 7. 

It is for a clerk-typist. 

Mr. GLENDENING. Stenographer, yes. 
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GENERAL COUNSEL 


Mr. Corron. We come now to the Office of the General Counsel : 
you are asking for 9 new positions, with an increase in personal serv- 
ices of $56, 300, and $3,500 for travel, or a total increase of $60,800. 
Is that correct ? 

Mr. GLENDENING. That is correct. 

Mr. Corton. Do those nine positions go into the Division of 
Compliance? 

Mr. GLENDENING. No; not all nine of them. 

Mr. Ketiry. Seven. 

Mr. GuenpENING. There are seven in the Division of Compliance. 

Mr. Corrox. The other two go where? 

Mr. GuenpeninG. One to the Division of Appellate Proceedings, 
and the other to the Division of Industry Cooperation. 


DIVISION OF COMPLIANCE 


Mr. Corron. Referring to page 12 of the justification, I was inter- 
ested in reading the story about the Division of Compliance. Your 
first activity is in securing written reports to show whether respond- 
ents to the orders you have issued have complied with those orders? 

Mr. Meap. That is right. 

Mr. Corron. When these reports indicate they have complied with 
the orders, they do not require much further attention, do they ? 

Mr. GLenpEeNING. No. 

Mr. Ketury. No; those that have complied do not require any sub- 
stantial attention, unless complaint comes back that they are deviating. 

Mr. Corron. You have written reports submitted to you that they 
are complying ? 

Mr. Kewtiey. Yes. 

Mr. Corron. Those reports are submitted by the concerns that are 
subject to your orders ¢ 

Mr. Keniry. Yes. 

Mr. Corron. Do those reports come to your central office here in 
Washington, or do they go to a branch office ¢ 

Mr. Keviey. They come here. 

Mr. Corron. They are reviewed here by somebody in the Division 
of Compliance ? 

Mr. Keuiny. Yes. 

Mr. Corron. Is the person who reviews the report an attorney ¢ 

Mr. Ketiey. They are attorneys; yes. 

Mr. Corron. And if the report indicates compliance, to the satis- 
faction of the attorney, no further compliance report is made? 

Mr. Keutry. No; if they are not complying, it is set aside, and the 
matter is reported directly to the Commission. 

Mr. Corron. So that the lawyer in the Division of Compliance actu- 
ally is working only on those cases where there has not been com- 
pliance, or compli: ince has not satisfied the requirements ? 

Mr. Ketixy. That is correct. 

Mr. Corron. What proportion of the individuals or corporations 
that are checked over for reports indicate compliance? What pro- 
portion indicate either partial compliance or no compliance and re- 
ceive further attention from the Commission ? 
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Mr. Keiiry. I cannot give that exactly offhand, but I will say a 
very substantial proportion represent satisfs uetory compliances. 

Mr. Corron. Can you submit for the record at this point an esti- 
mate showing the number of reports, and the number of corporations 
that you have received reports from, and the percentage of those that 
show unsatisfactory compliance that requires the attention of the 
Division of Compliance for which you are asking seven new positions 4 

(The information follows :) 

Of the 953 matters shown by the workload statistics of the Division of Com 
pliance as originating during the fiseal year 1952, approximately 77 percent 
involved continued work by this Division. 

Mr. Ketiry. On page 12 is given the statistics of the backlog. 

Mr. Corron. Yes; I have that, and I am coming to it. 

Mr. Keiiry. Yes. 

Mr. Corron. We will include the backlog at the bottom of page 
12 in the record at this point, showing the workload statistics for the 
fiscal year 1952. 

(The statement referred to follows :) 


Workload statistics for fiscal year 1952 


Matters pending June 380, 1951 5YS 
Matters originating during fiscal year 1952 . 953 


Total matters for disposition during fiscal year 1952 1, 551 
Matters disjosed of during fiscal year 1952 662 


Backlog pending June 380, 1952 / . RRO 


Mr. Corron. The matters originating during the fiscal year 1952 
are set down here as 953. 

Mr. Kerrey. Yes. c 

Mr. Corron. Do those 953 include the reports which have been re 
ceived that are unsatisfactory and also those that have been laid 
aside, or does that just include the cases that you have had to follow 
up because of noncompliance ? 

Mr. Kewtey. They include both. 

Mr. Corron. What I am trying to get is what percentage of the 953 
matters that were originally set down for the fiscal year 1952 repre- 
sent noncompliances, and therefore involve continued work by your 
Bureau ¢ 

Mr. Sprincarn. We would have to get the record on that. 

Mr. Keuiey. There are those with just a minimum of compliance, 
where a conference is had and a conclusion reached that they are 
satisfactory, and that ends it; then there are those that are reported 
as not satisfactory, which require further conference and investi- 
gation. 

Mr. Corron. Yes, and both are included in the total at the bottom 
of page 12, entitled “Workload Statistics for the Fiscal Year 1952.” 

Mr. Keuury. Yes. 

Mr. Sprncarn. Of course, a report is simply a self-serving state- 
ment that they have complied with the order, but may involve a subse- 
quent investigation on our own initiative to determine whether or not 
in fact they have complied. 

Mr. Corron. I am sure we understand that the respondent will not 
indicate he is not complying with the order, but I was wondering if 
you could tell us about what the percentage would be. 
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Mr. Sprncarn. There is another factor, of course—the report may 
be filed with the Federal Trade Commission and then we may receive 
information that the firm is not complying and we have to get more 
information. 

Mr. Corron. Can you add to this information, or can anyone tell me 
the percentage of the total cases, 953, we will say, for the matters 
originating during the fiscal year 19! 52, that were found to be satis- 
factory, but later on you received complaints that they were not com- 
plying and were held to be unsatisfactory ? 

Mr. Sprncarn. We will have to supply that information. 

Mr. Corron. I am sorry, but we will have to get on, Mr. Com- 
missioner. 

Mr. Sprncarn. Very well. 

(The matter referred to is as follows:) 

Based upon a check of this Division’s statistical records, of the 953 matters 
originating during the fiscal year 1952 approximately 54 percent necessitated 
attention by reason of reports of compliance later proving unsatisfactory. It is 
with this 54 percent that the attorneys of the Division expend the greater part 


of their time and constitutes the work of the Division involving complex legal 
problems. 


BUREAU OF ANTIMONOPOLY 


Mr. Corton. Next, the Bureau of Antimonopoly, for which you 
are asking 77 new positions, with an increase in cost of personal serv- 
ices, $418,000 plus $90,000 for travel and other objects, making a total 
increase of $508,000. 

Mr. Mean. That is correct. 

Mr. Corron. Now, will you turn to page 20 of the justification, and 
I believe you touched on this quite specifically in your preliminary 
statement, Mr. Chairman. J was interested to read there the review 
of the various acts of Congress designed to combat and control monop- 
olistic tendency, and also the other acts in relation to the work of the 
Commission. 

I do not care to start a philosophical discussion, but could you 
briefly, in plain language, tell us where you draw the line between 
the work of the Department of Justice in the enforcement of the 
antitrust laws, and the work of the Federal Trade Commission itself 
in its varied activities having to do with antimonopolistic practices? 

Mr. Mean. I am going to ask Mr. Sheehy, Director, Bureau of Anti- 
monopoly, to respond to your question, but let me point out that we 
have constant liaison with the Department of Justice to eliminate 
any duplication. 

Mr. Sueeny. Mr. Chairman, there is an area in which there is con- 
current jurisdiction between the Department of Justice and the Fed- 
eral Trade Commission, in the matter of enforcing the antimonopoly 
laws. Any violation of the Sherman Act which is enforced by the 
Department of Justice is a violation of section 5 of the Federal Trade 
Commission Act, but the reverse of that is not true; a violation of 
section 5 of the Federal Trade Commission Act may not necessarily 
be a violation of the Sherman Antitrust Act. 

One of the fundamental purposes of the Federal Trade Commis- 
sion Act was to reach a situation in its inception and before it de- 
veloped into the type of monopoly that the Congress sought to reach 
under the Sherman Act. 
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Mr. Corron. To put it another way: The work of the Department 
of Justice involves violations, and while you have some of those, 
you also have to engage in actions to prevent the acts reaching that 
stage. 

Mr. Sueeny. That is very well stated. 

Mr. Corton. I notice in your justification statement on this Divi- 
sion that two additional examiners are being requested. It seems to 
me that in many of the activities, many of the positions in the budget 
seem to be connected with violations of the Clayton Act, coming 
under section 7. 

Mr. Sureny. Section 7 of the Clayton Act provides that mergers 
or acquisitions of corporations which may substantially lessen the 
competition, are unlawful. The duty of the Federal Trade Com- 
mission in that field is to conduct investigations to determine the com- 
petitive effects. These acquisitions or mergers are taking place at 
a rate of in excess of 700 a year. Some of those are very small and 
do not require investigation. Others require investigations and very 
extensive field work. I have one at the present time requiring the work 
of 15 men in the field, almost a quarter of the entire investigatory 
staff of the antimonopoly bureau. 

Mr. Corron. In other words, the answer to my question is that 
section 7 has to do with the acquisition and mergers ? 

Mr. Sireenry. Yes. 

Mr. Corron. Could you tell us the percentage of work the Anti- 
monopoly Division of your Commission represents, that is, those 
devoting their time to mergers and acquisition ? 

Mr. Sueeny. Roughly, on the basis of the request we are now mak- 
ing for the Commission, it would be about 25 percent. 

Mr. Corron. On the basis of your present fiscal year’s operation ? 

Mr. Sureny. On the basis of the present fiscal year we had a little 
over 12 percent, I believe—and I would have to check that—but I 
believe it was between 12 and 15 percent. 

Mr. Corron. Very briefly, could you tell us what the other 75 per 
cent represents—and I am referring to the proposed activities for 

1954; the other 75 percent of the activities of the Antimonopoly 
Division would be devoted to what? 

Mr. Sueeny. It would be devoted to first violations of section 5 of 
the Federal Trade Act, and that includes all types of trade restraints, 
boycotts, intimidations, and other things that would block the chan- 
nels of commerce in the way of trade restraints. 

It would be devoted to section 2 of the Clayton Act, dealing with 
price discriminations injurious to competition, the type of thing which 
small business may be unable to meet. 

Mr. Corron. Will you just name them, rather than justifying them, 
in the interest of time ? 

Mr. Suerny. The third category would be section 3 of the Clayton 
Act, where you have the exclusive-dealing type of contract. 

In addition, we have section 8 of the Clayton Act, which covers the 
interlocking directorates between corporations where the effect of the 
interlocking directorate would be to lessen competition. 

Mr. Corron. One section of your division is entitled the “Division 
of Investigation and Litigation.” 

Mr. Sureny. Yes. 
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Mr. Corron. Am I correct in my understanding, from a study of 
your justification, that you make your investigations, and then if the 
case reaches the point where prosecution is necessary, that that is 
turned over to the Department of Justice, but one of your attorneys, 
or some of your personnel familiar with the case, sits in with the 
United States district attorney, who would do the prosecution ¢ 

Mr. Sueeny. No, Mr. Chairman; under our statutes Congress has 
given the Commission authority to issue formal complaints. If, at 
the conclusion of the investigation, the Commission is satisfied that 
there is reason to believe that the law is being violated, it will then 
issue a formal complaint in which it will cite the specific practices that 
are charged as violations. 

That is served on the respondent, and he has opportunity to answer. 
Many of these complaints may be disposed of without the necessity 
of going through litigation, where consent agreements are entered, 
but if they go to litigation, there is a hearing. It does not go to the 
Department of Justice. The hearing is before an examiner, and on 
the basis of the record made the Commission then satisfies itself 
whether the law has been violated, and if so issues an order to cease 
and desist, which is in the nature of an injunction. 

Mr. Corron. Yes, I understand that, and my question was intended 
to start right after the point you have developed. I think we are 
all reasonably familiar with what you have outlined up to this point, 
but when you get down to that point, when somebody has established 
that there has been a violation, and they are not complying, then does 
it go to the Department of Justice, to the attention of the attorney 
for the district to prosecute ¢ 

Mr. SuHeeny. The Commission has no criminal powers. It does 
have responsibility for the enforcement of this order. An appeal 
from that order of the Commission would be taken to the court of 
appeals, and if the Commission is dissatisfied or if the other party is 
dissatisfied, it may go to the Supreme Court. 

Mr. Corron. If and when the Commission acts—and I am talking 
now about your own representatives appearing in the trial, or assist- 
ing the Federal attorney in the trial of these cases 

Mr. Sueeny. They assist in the presentation of the case in 
court. We handle our own cases in the court of appeals, which is the 
bulk of the work. O course, the case in the Supreme Court would be 
handled by the Solicitor General’s office, with us assisting. 

Mr. Kertiry. The law provides for two things, Mr. Chairman, if 
the order is violated penalty is in a civil suit that is brought by the 
Attorney General. 

And in addition a great deal of work is done to assist the United 
States attorneys in these cases in civil suits. 

Mr. Corron. At the bottom of page 25 of the justification is found 
this statement : 

At the beginning of the fiscal year 1952 there were pending in this section for 
investigation a total of 341 cases. During the ensuing year a total of 556 
eases were received. Thus a total of 907 cases were on hand for investigation 
during the fiscal year. A total of 333 cases were completed during the year, 
leaving on hand at the close of the year the total of 574 cases. 

That means at the beginning of the fiscal year 1953? 

Mr. Sueeny. Yes. 

Mr. Corron. These cases are in varying stages of completion? 
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Mr. Sueeny. That is correct—for investigation. 

Mr. Corron. Would it take too much time, or would it be difficult 
to very briefly indicate in the record at this point at what stages of 
completion the cases are as of some date ? 

Mr. Mean. In investigation ‘ 

Mr. Corton. In investigation. That is, how many of them have 
reached the court of appeals, for instance. 

Mr. Sueeny. Yes. I think the figures are in the justification, Mr. 
Chairman, those that we are talking about; that is, the cases that are 
in investigation. At the present time we have about 100 cases in the 
Bureau in which formal complaints have been issued. ‘That would be 
in addition to the number shown under investigation. They are in 
varying stages of hearings, or may be pending before hearing exam 
iners or the Commission. 

Mr. Corron. To save time, if we put in the record the table shown 
on page 26—will that give us the information requested ¢ 

Mr. Sueeuy. [| think it will. 

(The statement referred to follows:) 


Investigation, investigations completed, and cases pending at the end of ths 


Entered : 
Pending | for invest Completed Pending 
June 30,1951) gation dur- ; . Core a 
une 30, ition dur year July 1,1 


Statutory basis of investigation 


leral Trade Commi 
Restricting trade (se 
ten Act 
Section 2 
Section 3 
Section 7 
Section 8 
Insurance 
Restricting trade (sec 
Clayton Act (sec. 2 
Industry-wide investigations: Restricting 
trade (sec. 6 
Trade-mark administration: Restricting 
trade (sec. 5) 


otal 


The above includes docketed applications (not supplemental), docketed appli 
cations after submission to Commission (supplemental), closed without docket- 
ing because of lack of jurisdiction or other deficiencies (preliminary matters), 
formal cases after issuance of complaint, work performed subsequent to request 
from Assistant General Counsel in Charge of Trade-Marks and Insurance, sec 
tion 7 matters received from the Bureau of Industrial Economics. 


BUREAU OF ANTIDECEPTIVE PRACTICES 


Mr. Corron. Let us take up now. the other Bureau, Antideceptive 
Practices, where you are asking for 11 new positions over fiscal year 
1953, involving $48,500 for personal services, and $12,100 for travel 
and other, making a total of $60,600. 

Mr. Mean. That is correct. 

Mr. Corron. All of the 11 new positions, I recall from reading the 
justification last night, are to go into the Division of Wool and Fur 
Labeling. 

Mr. Mourrny. That is correct. 


380608—53— pt. 3———12 
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Mr. Corron. The fur-labeling work has been carried along with 
your personnel that works in the Wool Division ? 

Mr. Mean. Yes. 

Mr. Corron. Under the act which passed before this fiseal year 
started, and for which there was no appropriation. 

Mr. Meap. Yes. 

Mr. GLENDENING. We had originally asked for $75,000 last year. 

Mr. Corron. Asked through somebody else, or us? 

Mr. GienpeNntNG. Asked somebody else. 

Mr. Corron. You now have in the whole Bureau of Antideceptive 
Practices a total of 150 positions? 

Mr. GLENDENING. That is right. 

Mr. Corron. How many actual employees does that represent, as of 
the nearest date you have a record ? 

Mr. Guenpentna. As of December 31 we had 115. 

Mr. Corron. Can you give the committee an estimate of the average 
number of actual positions in the Bureau of Antideceptive Practices 
during the fiscal year 1953 

Mr. Mean. With the new employees to be added ? 

Mr. Corron. For the fiscal year 1953 

Mr. Meap. Can you give that information, Mr. Glendening ? 

Mr. GLENDENING. 115 are only the Washington employees. 

Mr. Corton. I think the average would be 115—— 

Mr. Guenpentna. The correct employment figure is 155 on Decem- 
ber 31, 1952. Iam sorry. 

Mr. Meap. 135 would be the average. 

Mr. GLENDENING. Yes. 

Mr. Corton. If you are granted the request for the total of 161 
positions for the fiscal year 1954, what do you anticipate would be the 
average actual number of employees in this Bureau? 

Mr. GLENDENING. We would hope to keep the average as close to 160 
or 161 as possible. 

Mr. Corron. Of course, you could mot employ all of the people on 
the first day of the fiscal year, could you? 

Mr. GLENDENING. It would probably run somewhere around 155— 
I would estimate that to be a good average. 

Mr. Meap. I might add, Mr. Chairman, that we have some em- 
ployees who are in emergency agencies, who are engaged in defense 
work, that we must take back whenever they report. It is a little 
difficult to average what the maximum would be under current con- 
ditions. 

Mr. Corron. At the present time you are handling the fur-labeling 
enforcement, under Fur Labeling Act, from your Wool Division ? 

Mr. Meap. That is correct. 

Mr. Corron. How many employees are you presently using in the 
fur-labeling activity ¢ 

Mr. Mrap. I will ask Mr. Hannah, Chief of that Division, to give 
that information. 

Mr. Hannan. At the present time we have 36 employees, that is, on 
the basis of 3 years, we have had an average of 39 employees for that 
Division. 

Mr. Corron. Thirty-six—I am asking now what you have in the 
Wool Labeling Division. 
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Mr. Hannan. Wool and Fur, the Division administering both of 
those acts. 

Mr. Corton. Yes. 

Mr. Hannan. We have 36 at the present time. 

Mr. Corron. How many of those would be devoting full time, if 
you can separate it as to those engaged in fur-labeling activities? 
~ Mr. Hannan. It would be difficult to distinguish those, Mr. Chair- 
man, because we have completely integrated the work in the Division. 
The administration of the two acts, which saves money and employees 
engaged in performing duties under both acts, and in investigation of 
compliance. 

Mr. Corron. Your employees are mostly in Washington ? 

Mr. Mean. No. 

Mr. Corron. And out in the field ? 

Mr. Hannan. We have 10 permanently stationed field employees. 

Mr. Mean. We have assigned 10 to the field in order to eliminate 
travel expense. 

Mr. Corron. These employees travel out of New York, Chicago, 
the Washington office, New Orleans, and Seattle 

Mr. Hannan. Six of the eleven requested employees will travel 
183 days, about half of the year. 


OTHER AGENCIES ENGAGED IN ANTI-DECEPTIVE-PRACTICE WORK 


Mr. Corron. At the top of page 53 of the justification I was inter- 
ested in reading this statement : 

Other Federal agencies have limited and restricted jurisdiction over single 
commodities or particular media, such as the Post Office Department over mails, 
Securities and Exchange Commission over securities, and the Alcohol Tax Unit 
of the Treasury over alcoholic beverages. The Federal Trade Commission's 
jurisdiction by contrast in general, extending to all media and, with few excep- 
tions, to all commodities. 

There are some agencies engaged in antideceptive practices, are 
there not? I believe you referred to the Food and Drug Adminis- 
tration. 

Mr. Srrncarn. The Food and Drug Administration, and Securities. 

Mr. Corron. Are there any others? 

Mr. Meap. The Food and Drug has the labeling on bottles, but we 
have advertisement in all commodities. 

Mr. Corron. Yes. I was not trying to indicate there has been any 
duplication. 

Mr. Mrap. No; just how many other agencies were engaged in 
such work. 

Mr. Corron. Yes. Can you tell me how many Federal agencies 
are engaged in some kind of antideceptive investigation or enforce- 
ment ? 

Mr. Murrny. There are about 11 agencies that have some enforce- 
ment, such as the Post Office over mail, the Securities Commission 
over stocks and banks, the Alcohol Tax Unit over alcohol. 

Mr. Corron. You indicated there were 11 such agencies. 

Mr. Murrny. I do not have that broken down. 

Mr. Corron. Can you furnish a statement covering the number of 
such organizations ? 

Mr. Murpny. We can supply that. 





(The statement follows:) 


OTHER FEDERAL AGENCIES HAVING RESPONSIBILITIES IN THE FIELD 
OF ADVERTISING 


Other Federal agencies have jurisdiction over advertising, limited to singl 
commodities or particular media. The Federal Trade Commission’s jurisdiction, 
by contrast, is general, extending to all media and, with few exceptions, to al 
commodities. 

The most obvious exceptions are those specifically stated in section 5 of the 
Federal Trade Commission Act, which excludes from the Commission’s jurisdic 
tion “banks, common carriers subject to the acts to regulate commerce, ail 
earriers and foreign air carriers subject to the Civil Aeronautics Act of 1938 
and persons, partnerships, or corporations subject to the Packers and Stock 
yards Act.” Regulation of these lines of business is, by specific legislation, the 
responsibility of other Federal agencies, Sanks are subject to regulation by 
the Federal Reserve Board and the Treasury Department; common carriers, by 
the Interstate Comerce Commission ; air carriers, by the Civil Aeronautics Board ; 
and packers and stockyards, by the Department of Agriculture. 

That these agencies may sometimes find the need for falling back on the 
general powers of the Commission is indicated by the following example: In 
December 1951 the Civil Aeronautics Board complained to the Federal Trade 
Commission that certain ticket agencies selling tickets for use on nonscheduled 
airlines were engaging in unfair and deceptive advertising but that such agencies 
not being air carriers, were not subject to the Civil Aeronautics Act. The Com 
mission undertook investigations in these cases, but the Civil Aeronautics Act 
was then amended, on July 14, 1952, extending the Board’s jurisdiction to in 
clude airline ticket agencies, and the results of the Commission’s investigations 
were accordingly referred to the Civil Aeronautics Board for attention. Also, the 
Secretary of Agriculture, in the exercise of his duties under the Packers and 
Stockyards Act, is authorized to request the Commission to make investigations 
and report in any case. 

Distinguished from the specific statutory exceptions noted above, there are 
some cases in which the Commission’s jurisdiction and that of other Federa 
agencies may to some extent be concurrent. To take care of such cases, the 
Commission has adopted and follows the policy of cooperating with such agencies 
to avoid unnecessary overlapping or possible conflict of effort (16 Code of Federal 
Regulations, sec. 1.4). 

The Securities and Exchange Commission has jurisdiction over the advertising 
of securities, and the Federal Trade Commission no longer exercises jurisdictio! 
in this field. 

The Alcohol Tax Unit of the Treasury Department, under the Federal Alcohol 
Administration Act, controls the advertising of spirituous beverages, and the 
I'ederal Trade Commission cooperates by supplying to the Treasury Department 
observed advertisements concerning such beverages. 

The Post Office Department, under title 18, section 1341, of the United States 
Code, issues fraud orders stopping delivery of mail to persons who have used the 
mails to defraud. The Commission maintains close liaison with the Post Utlice 
Department to assure that there will be no unnecessary overlapping or duplica- 
tion of effort in cases where both agencies might have jurisdiction. 

The Federal Communications Commission has no direct control over adver 
tising, but indirectly prevents fraudulent or deceptive advertising to some extent 
by virtue of its control over use of obscene language, lotteries, and granting of 
licenses. Copies of complaints and orders in Federal Trade Commission anti- 
deceptive-practice cases are regularly furnished to the Post Office Department 
and the Federal Commuications Commission for their information, pursuant to 
agreement between the agencies. 

The Secretary of Agriculture, acting under the Federal Seed Act of 1939, pre- 
vents false advertising and misbranding of agricultural and vegetable seeds. The 
Commission accordingly, under its policy of cooperation with other agencies, 
does not proceed in matters of this kind and has refefred a number of them 
to the Department of Agriculture for attention. 

The Secretary of Agriculture is also responsible for enforcement of the Federal 
Insecticide, Fungicide, and Rodenticide Act of 1947, which prohibits the sale in 
commerce of adulterated, misbranded, or unregistered economic poisons. The 
act, while directed principally at labeling, is sufficiently broad to cover claims 
made in advertising. After consultation and agreement between the two agen- 
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ies, the policy was adopted that, in general, advertising other than labeling 
would be handled as in the past by the Federal Trade Commission, with both 
agencies reserving the right to the full use of their respective powers when 
such use is necessary to protect the public interest (7 Code of Federal Regula- 
tions, section 162.3). The two agencies maintain close liaison for effectively 
arrying out this policy. 

The Atomic Energy Commission, the Navy Department, and probably other 
Federal agencies, have a policy, unsupported by statute, requiring all contractors 
vith the agency to refrain from any false or misleading claims signifying ap- 
proval or endorsement of the contractor's product. 

Although there are these other Federal agencies which have jurisdiction to 

mtrol advertising in certain limited fields, it remains for the Federal Trade 
Commission to afford broad protection to business and consumer against false 
vwivertising and other unfair and deceptive acts and practices in commerce. 

Mr. Murruy. With reference to the Stockyards Act, that juris- 

ction was taken out of the Federal Trade Commission and lodged 
with the Secretary of Agriculture, with respect to the packers. The 
secretary of Agriculture has charge of policing any monopolistic or 
unfair practices with respect to packers, and that is not now a part 
of the business of the Federal Trade Commission. 

Mr. Corron. Your general authority does permit you to make it 
your job; does it not? 

Mr. Mrap. No. 

Mr. Murrny. No. 

Mr. Corron. It is specifically removed from you? 

Mr. Murrny. Yes. 

Mr. Corron. Has anything else, other than the work on packers, 
been specifically taken from you and turned over to somebody else, 
delegated to somebody else? 

Mr. Murreuy. There are a few others as stated in section 5 of the 
lederal Trade Commission Act: Banks, common carriers, air ¢ar- 


riers, 


Mr. Corron. And your jurisdiction extends to everything else? 

Mr. Murruy. Practically; yes. 

Mr. Corron. I notice on page 57, an interesting statement near the 
middle of the page, where you are referring to the success of the 
Commission’s work in one particular case, and in which this state- 
ment is made: 


The effectiveness of the Commission action in these cases is attested by a 
etter received from an organization similarly devoted to consumer protec- 
tion, a portion of which stated: “The Bureau expresses its sincere apprecia- 

on to the Federal Trade Commission for the quick action taken in connection 
with this investigation. The Commission made every effort to expedite the 
nvestigation, Which was certainly in the public interest. The sale of inflam- 
nable sweaters was not only fraud on the public, but constituted a physical 
azard as well because of their inflammability.” 

Is there any particular reason why you should not tell us what 
that agency was? 

Mr. Murpnuy. No; it was the Better Business Bureau. 

Mr. Corron. How many private associations are engaged in help- 
ng combat deceptive practices? 

Mr. Murrny. Besides the Better Business Bureau—and, of course, 
vou realize that there it is just a matter of securing voluntary 
compliance, 

Mr. Corron. Yes; I understand that no other private association 
would have any power to punish, or do anything else, but I was just 
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a little bit interested to know how many other agencies or associa 
tions there are engaged in doing work of this kind. 

Mr. Morreny. That isthe only one. You may have different organ 
izations interested in different commodities that make surveys of the 
commodity and report actions in a great many cases. 

Mr. Corron. That is, they assist you at certain times, and render 
some assistance in the way of investigations? 

Mr. Sprncarn. That is correct. 

Mr. Murruy. They furnish information and assist us in running 
down leads. 

Mr. Corron. Yes. 

Mr. Murrny. An illustration would be where our organization 
complains about an import not disclosing its foreign origin. 

Mr. Corron. I understand, but the local consumer organization 
would be engaged in some investigation, and work to try to combat 
deceptive practices. Would it be possible to insert in the record at 
this point the names of these private associations that interest them- 
selves either in whole or in part in doing work, or doing investigation ? 

Mr. Murrnuy. The only organization that I know of is the Better 
Business Bureau. 

Mr. Meap. For continuous performance in antideceptive practices 
in the various States, the Better Business Bureau is the only large 
organization. The consumers’ organizations will be interested in 
specific cases, and then they may not be interested again for a long 
period of time; but the Better Business Bureau tries to keep business 
practices, usually in the local community or city, which is for the most 
part intrastate, and entirely within the State law. 

Mr. Corron. Could you insert in the record some of those even that 
engage periodically or spasmodically in work of this kind? 

Mr. Murpny. Yes. 

(The statement follows :) 


PRIVATE ORGANIZATIONS PROMOTING TRUTH IN ADVERTISING 


The better business bureaus, located in some SO cities of the country, ar 
supported and financed by retailers, primarily for the purpose of adjusting loca! 
consumer complaints and discouraging local businessmen from using advertising 
which gives rise to such complaints. The bureaus publish and sell books and 
pamphlets giving examples of improper advertising. These publications, and the 
other activities of the better business bureaus in discouraging the use of false 
advertising, are dependent for the most part upon past decisions of the Federal 
Trade Commission. 

The bureaus operate on a purely voluntary basis, and their suggestions to 
businessmen carry no sanctions. The bureaus frequently refer matters to the 
Commission for its consideration, where they were unable to effect satisfactory 
adjustments under their voluntary procedures. They further cooperate by mak- 
ing their consumer-complaint files available upon request in other cases being in 
vestigated by the commission. 

The better business bureaus are concerned principally with advertising, where 
as the Commission’s interest is much broader, extending to all unfair methods 
of competition and unfair or deceptive acts or practices. Also, the bureaus 
operate primarily in the field of local and intrastate matters, at the retail level, 
while the Commission’s responsibility is interstate and-national in character. 

Other private organizations, such as associations of advertising agents and 
broadcasters, have adopted voluntary codes of ethics designed to maintain a high 
level of truth and accuracy in advertising. These codes are in substance re 
statements of the law, based upon the Commission’s administrative and court 
decisions. The effectiveness of such a code depends, of course, upon the extent 
to which it is policed and the extent to which members of the association wil! 
voluntarily comply. 
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Mr. Carrerra. ‘There are instances that are brought to the attention 
of the Federal Trade Commission by a private organization because 
of the different interpretations placed upon the provisions of the 
statute, in which the organization or the better business bureau may 
interpret the act and find a deceptive practice and write to us, and we 
investigate and we find that there is in fact no deceptive practice. 
Second, they may investigate a situation and find that there is no 
deceptive practice, and in oyr interpretation we find that there is; 
therefore, we must. investigate. 

Mr. Corron. I am sure that these people relieve you of many of 


your duties, but 1 was just interested in finding out how many there 


were. : 
Mr. Carretra, Yes, 





FUR LABELING WORK 


Mr. Corron. Re ferring to the top of page 73, there is a statement 
in your justification indicating the character of the new jobs that you 
want for fur labeling work, it starts at the bottom of page (2: | attor 
ney, GS-13; 1 attorney, GS-12; 2 attorneys, GS-9; 1 marae 
GS-9; 2 attorneys, GS-7; 1 investigator, GS-7; 1 stenographer, GS 

| clerk-stenogr apher, GS-4; and 1 clerk-stenographer, GS-3. 

Are your investigations made wholly and entirely by attorneys? 

Mr. Meap. By attorneys, and sometimes by investigators. 

Mr. Corron. Investigator, GS-7, would not be an attorney. What 
kind of an investigator would that be? 

Mr. Hannan. That is in connection with the wool and fur label- 
ing; that kind of investigator would investigate minor violations 
under the Wool and Fur Labeling Act, and make general compliance 
inspections. 

Mr. Corron. Let me ask you this question, and if I am wrong cor- 
rect me: As I understand, under the Fur Labeling Act, every garment 
n whole or in part of fur has to be labeled, showing what kind of 
inimal the fur came from, whether the fur had been dyed or colored, 
whether it is made of pieces of fur, whether it originated from the 
animal or from another piece of fur. 

Mr. Hannan. Or whether it was imported. 

Mr. Corron. And the country it came from. 

Mr. Hannan. Yes. 

Mr. Corron. The people who do this work are supposed to ascertain 
first whether it is labeled, and whether the label contains all the in- 
formation required ; is that correct ¢ 

Mr. Hannan. That is true. 

Mr. Corron. You do not need attorneys or a group of attorneys, 
(iS-13 or GS-12, to go through the process of just finding out if they 
ire labeled, and if the label contains all of that information. 

Mr. Hannan. That is correct. However, at the present time the 
Division is understaffed with attorneys and overstaffed with investi- 
patoes, The hiring of additional attorneys would more properly 
balance the staff. 


Mr. Corron. That is the reason you are asking for this increase 
n attorneys instead of investigators ? 


Mr. Hannan. That is one of the reasons we are asking for more 
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Mr. Corron. Just briefly, what is your practice at the present time ; 
a you follow up every complaint of violation of the Labeling Act, 

r just make sample checks ? 

Mr. Hannan. We do both as far as possible. We make sample 
checks. We police the manufacturers of fur products, and also ship- 
pers, and distributors of wool and fur products, and we have been 
doing quite a bit of checking of retail establishments in order to 
determine just how the products are being labeled and otherwise repre 
sented when they reach the ultimate consumer. 


BUREAW OF INDUSTRIAL ECONOMICS 


Mr. Corron. We will pass over the Bureau of Industry Coopera 
tion and come to the Bureau of Industrial Economics, for which you 
are asking 77 new employees, at a cost of $380,800, arid tr: avel and 
other, $34,800, making a total of $415,600, over your last year’s ap- 
propriation. 

On page 43 I note a statement of the jurisdiction and functions of 
this Division. Am I correct in assuming from the explanation at this 
point in your justification, that the Division of Economie Evidence 
has to do with preparation of evidence and data and information for 
the special cases and possible prosecution ? 

Mr. Mean. That is right. 

Mr. Corron. And the Economic Reports Division that engages in 
some rather fundamental and widespread research and cathering of 
data and statistics about certain aspects of industry in general, ‘and 
that the Division of Financial Reports has to do with regular quarterly 
service on certain financial reports that are prepared, svabliched, and 
furnished ¢ 

Mr. Mrap. Quarterly and at other intervals, that is right. 

Mr. Corron. For the Division of Economic Evidence, you are ask 
ing for 37 new employees at a cost of $191,700, making a total of 63 
positions for employees ? 

Mr. Meap. Yes. 

Mr. Corron. Tell us quickly, if you can, how many actual employees 
in the present fiscal year 1953 you have, and what will your average be ? 

Mr. Mrap. Dr. Edwards, Director of that Bureau, will supply that 
information. 

Dr. Epwarps. The Division at the present time has 26 positions. It 
has at the present time 25 persons, 

Mr. Corron. First, tell us what the average is for the year. 

Dr. Epwarps. The total at the first of the year—I will have to refer 
to the budget officer for that. 

Mr. GLenpvENING. It would run to about 23 this year. 

Mr. Mrap. Twenty-three? 

Mr. Gienventnc. The average for 1953 will be approximately 23. 

Mr. Corron. Should you be granted the increase you are asking for, 
with a total of 63 positions, what do you anticipate will be the average 
number of employees for the fiscal year 1954? 

Mr. GirnpentnG. The figure $197,700 represents approximately 
an 8-percent reduction of the total annual salaries, for lapses and—— 

Mr. Corron. I am just the temporary chairman of the committee. 
Tell us what that means. 
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Mr. GLENDENING. That would mean about 58 positions, an average of 
oS to 60 positions. 

Mr. Corron. You have investigators and attorneys who prepare the 
cases that are attached to the Antideceptive and Antimonopoly bh 
qaustry Sections. 

Mr. Mean. Yes. 

Mr. Corron. How does the work of these people in working and 
gat hering economic evidence dovetail into this work # 

Dr. Epwarps. It dovetails in 2 Ways; l is in mergers, and the othe: 
s in other cases. 

In case of other than mergers, the Bureau of Antimonopoly, from 
time to time, encounters problems that call for special statistical 
special accounting work, « or the pene of some particular eco 
nomic evidence and analysis of it, and they then call upon us for 
help. The help may be so et in Washington by ——— ma 
terial and analyzing it. There is a lot of information in Washington, 
and this help may be rendered in Washington so they will not have 
to go into the field for it. 

Mr. Corron. In other words, some attorney in the field is preparing 
the case against ». 4 corporation, and he needs certain statistical data 
about the general practices of that particular industry, or that partic 
ular trade. 

Dr. Epwarps. Yes. 

Mr. Corron. And he gets hold of your Bureau of Industrial Eco- 
nomics and economic evidence and they prepare it for him. 

Dr. Epwarps. That is correct. In the case of mergers, if I may add 
just this, we begin the work by screening and analyzing mergers. 
Mergers are running somewhere between 700 and 800 per year. Of 
the mergers we recorded during October, November, and December 
our preliminary screening enabled us to recommend that no further 
attention be given to 58 percent of them. 

The rest were given preliminary attention by obtaining figures in 
Washington. For the months from February 1951 to January 31, 
1953, we found that in 366 cases we could recommend closing them 
at a cost of less than $25 per merger. 

In 40 other cases, the cost was higher; we had 7 in which the cost 
was more than $500 each, and out of the more expensive ones come the 
field investigations looking toward complaint. In these cases, the 
facts and figures obtained by us in Washington made the work in the 
field quicker and less expensive. 


ECONOMIC REPORTS 


Mr. Corton. We will take up next economic reports, and it is under 
this part of the record, incidentally, that I would like to have inserted 
a letter from Senator Gillette, calling attention to the $186,000 item 
for this purpose. 

Mr. Mrap. The consumer dollar study. 
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(The letter referred to follows:) 


UNITED STATES SENATE, 
COMMITTEE ON FOREIGN RELATIONS, 
February 27, 1953. 
Hon. Norris COrron, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN CoTTon: I would like to call your attention one small 
item in the budget for the Federal Trade Commission for fiscal year 1954 which 
your Subcommittee on Independent Offices will be considering. This is a request 
for $186,000 to enable the Commission to begin a study of the breakdown of th: 
consumer's dollar. 

As you may recall, during the Slst Congress I was chailtman of a subcommittee 
of the Senate Agricultural Committee which studied the problem of price spreads 
in a number of fields including bread and cereals, meat, milk and dairy products 
coffee, eggs, and others. This subcommittee has not been in existence since the 
end of the Sist Congress, and, to my knowledge, no other committee in Congress 
has undertaken or is prepared to undertake this type of study on the comprehen 
sive basis necessary to provide Members of Congress with the essential facts 
relative to this exceedingly significant subject. 

It is my understanding that if funds are provided for the Federal Trade Com 
mission as requested in the budget, the needed information will be gathered 
and made available to Congress and the public on a continuing and systematic 
basis. 

In my opinion the need for this type of information is now particularly acute 
On the one hand farm prices have been declining for several months. On the 
other hand we hear many complaints to the effect that these declines in farm 
prices have not been fully translated into lower consumer prices. The figures 
of the Department of Agriculture show that the overall spread between the 
farmer and the consumer has in fact been rapidly increasing. But what we 
do not know is what changes have taken place in the various components that 
make up the overall spread between the farmer and the consumer. For example 
we have no information which would indicate how much of the increase in the 
spread has been due to higher labor costs, higher processing costs, higher whole- 
sale margins, higher retail margins, etc. The proposed study of the FTC would 
provide us with this badly needed information. 

I hope that the Independent Offices Subcommittee of which you are a member 
will approve this program. I am sure the benefit to Congress and to the publi: 
will repay the cost many times over. 

With kind regards. 

Sincerely, 
Guy M. GI.erre. 


CONSUMER DOLLAR STUDY 


Mr. Corron. I notice that that was started by Presidential order. 

Mr. Meap. That is correct; last September. 

Mr. Corron. At the top of page 47 of the justification the Commis- 
sion requests the sum of $186,000 for 34 positions, and also there is 
included $12,500 for travel and $7,500 for machine rental, in a new 
reporting project on the breakdown of the consumer’s dollar. On 
September 26, 1952, the President directed the Commission to prepare 
a plan for a statistical analysis of the division of the consumer’s 
dollar, covering all items important in the budget of American 
families. 

Is this an entirely new study, or have you any data accumulated by 
any other research or any other organization, governmental or other- 
wise, along this line? 

Dr. Epwarps. The Bureau of Agricultural Economics prepares a 
market-basket report which compares the price received by the farmer 
on certain commodities with the price paid by the consumer and esti- 
mates the total spread between the two. Our work is designed, not 
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to do the same thing, but to go into the spread between the two and 
show how much went to each st age and how much to each type of 
processing cost. 

Mr. Corron. Before I came on this committee, I served some 4 
years on the Committee on Agriculture, and at that time we were very 
much interested in the matter of the amount the middleman received ; 
that is, assuming that the farmer was asked to sell his product cheaper, 
how much less did the consumer have to pay; and I think there were a 
good many investigations for the purpose of determining that fact. 

It is my recollection that during the time we were holding those 
hearings there were literally dozens of organizations, private and 
official, that were engaged, the time not being devoted entirely to that 
question, but who were engaged in dividing up the consumer's dollar, 
and I recall that we had economists down here from Harvard who 

said that at Harvard they have some kind of a foundation to support 
such studies, and from it they were going into this business of dividing 
the consumer dollar. They had some funds received from the founda- 
tion; and, if I remember correctly, they said they planned to gather 
information of the kind you refer to here. 

The Department of Agriculture had spent a great deal of time on 
it, and I seem to have gotten the impression that you are now embark- 
ing on a matter that has been at least partially explored again and 
again in the Government. Am I wrong? 

Dr. Epwarps. You are not wrong, but their job is different. 

The first thing we did was to survey studies that have been made 
during the years. We found that there had been many spot studies of 
one kind or another at various times of various products. There has 
been no effort to do what is proposed to be done here across the board 
on the various commodities entering into the consumer’s budget. 

We made it our first job of planning to try to eliminate from our 
plan anything that involved what has been recently done or is being 
done or is somebody else’s responsibility to do. For example, the Bu- 
reau of Agricultural Economics has done a great deal of work on non- 
processed food—things like eggs, and so on—and a part of our plan 
has been to urge them to join ‘with us in doing the work in that field. 
We thought we had better stay out of that entirely. 

Similarly we have asked them to do the work on meat. We are 
conferring with them frequently in an effort to eliminate any dupli- 
cation between the agencies. 

Mr. Corron. Will you furnish for the record at this point a list of 
the agencies doing research work in this field or that have any research 
on that particular subject. 

Dr. Epwarps. We will be glad to furnish it. 

(The information requested follows :) 

There is only one other agency of the Federal Government engaged in making 
studies showing the breakdown of the consumer’s dollar into its various compo- 
nents. That agency is the Department of Agriculture. 

In its market-basket survey the Department of Agriculture regularly publishes 
figures for a considerable number of products showing (a) the retail price paid 
by consumers and (0) the price received by farmers. The Department does not 
regularly publish any data showing the various components of this overall spread 
between the farmer and the consumer. It is this gap which the Federal Trade 
Commission’s proposed program is designed to fill. 


The Federal Trade Commission and the Department of Agriculture have each 
made, from time to time, certain spot studies showing the components of the 
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spread for a particular commodity. Many of these studies have been limited 
one market area and have not purported to represent conditions in the country 
as a whole. The studies of processed commodities by the Department of Agricul 

re have usually relied upon other agencies for primary data; a number of these 
studies have relied upon primary data collected by the Federal Trade Commis 
sion. Apart from the price-control agencies, the FTC is the only agency that has 
had extensive experience in collecting information as to the division of proces 
sors’ costs. 


Information about the composition of the spread between farmer and con 
sumer is timely in the light of the recent widening of that spread, whether o1 
not such information is provided on a continuing basis. The plan which th: 
Cominission is developing at the President’s direction will provide an estimate 
of the cost of a continuing program. Such a continuing program is not now car 
ried on by any agency. 

Mr. Corron. Now let me ask you this further question: Do you 
intend to complete or do you expect to complete this study of the break 
down of the consumer’s dollar with the $186,000 that you are asking. 
by the end of the fiscal year 1954, so that this particular project will 
be over, or do you anticipate that it will be a continuing project, and 
that you will be back up here for more money to ¢ omplete it ? 

Dr. Epwarps. The project I have suggested is divided into two 
parts: Under the President’s directive, the first is to prepare a break 
down covering the commodities in the consumer’s dollar—— 

Mr. Corron. Can you just answer the question I asked: Do you 
anticipate that this will be all completed in this fiscal year, if you are 
given the $186,000, or is that going to be a continuing project from 
now on? 

Dr. Epwarps. We anticipate that on the particular commodities 
we now propose to cover the project will be completed; but that we 
will submit a plan to the President, according to the directive, as to 
what would be involved if we were to continue—— 

Mr. Corron. My question is do you anticipate completing it? In 
other words, this is not going to be completed in any one fiscal year: 
it is a project that is going to last for some time. The study with 
reference to the breakdown of the consumer’s dollar is going to con 
tinue and you will be back up here next year asking for funds to 
continue the study / 

Dr. Epwarps. The continuation would be 

Mr. Corron. You know right well that it will not be completed / 

Dr. Epwarps. No, Mr. Chairman, I do not think that is a fair con 
clusion. 

Mr. Corron. I am frank to say that if you undertake this consumer 
study and it is completed, it will be the first time I have known of 
that being done since the Government first began. 

Dr. Epwarps. We are making a pilot study. We propose to take 
such commodities as cigarettes, bread, flour, sheets, shirts, milk, butter, 
fertilizer. The money we are asking for is intended to complete 
those at this particular time. 

Mr. Corron. The Department of Agriculture is or has made a study 
of the consumer’s dollar 

Dr. Epwarpds. They do not break down the spread between farm 
and consumer. Theirs is a different study. 

Mr. Corron. They have wasted a lot of money in the Department of 
Agriculture. 

Dr. Epwarps. They get certain information, but this study is dif- 
ferent from theirs. 
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Mr. Sprncarn. May I say, Mr. Chairman, that I think this study 
should be continued, and I am sure you will find there is no difference 
of opinion between us and the Bureau of Agricultural Economics in 
this regard. 

Mr. Corton. I am sure that no department would ever want to cur- 
tail the work of another department, where one division assists an- 
other in getting funds for the other department. 

Now, can you tell me today, if you were given the $186,000, if you 
received every cent of the amount you are asking, granting the pur- 
pose of the study is good, whether you are going to come back and 
isk for money next year to continue this study ¢ 

Dr. Epwarps. That would depend upon the President’s directive. 

Mr. Mean. Mr. Chairman, I think we must finish the pilot study, 
but of necessity we have to go to the President and get his approval 
for continuing the study. 1 would like to ask Dr. Blair to a 

point on that, Mr. Chairman. 
- Mr. Corron. Very briefly, because I am taking up too much time. 

Mr. Brame. Mr. Chairman, the Department of Agriculture is gath- 
ering, as Dr. Edwards has stated, the figures showing what the farmer 
receives and what the consumer pays. That work is of a continuing 
nature. In addition, there have been spot studies from time to time, 
by the Department of Agriculture, by the Federal Trade Commission, 
and others, as to how much of the overall spread between the farmer 
and the consumer is accounted for by the retailer, the wholesaler, the 
processor, transportation, and so on. 

The tragedy, from our point of view, is that these other studies 
have been on a “spot” or one-time basis. Thus they are of little value 
in showing what happens when the overall spread increases—what 
happens to the various components which make up the overall spread 
between what the farmer gets and what the consumer pays. 

Of course, the whole question of whether or not the project should 
be placed on a continuing basis is one for this committee, in the last 
resort, to determine. 

Mr. Corron. And when you get through, who is going to decide 
about whether there is too much spread ? 

Mr. Buatr. This is merely a factfinding study. 

Mr. Anprews. When you find the facts, are you going to find out 
what part of the dollar goes for taxes? 

Dr. Buatr. Yes. 

Mr. Anprews. And otherwise? 

Dr. Buatr. Yes, to the fullest extent possible. For example, with 
respect to cigarettes, we’plan to show what portion of the price paid 
for a carton or package of cigarettes consists of taxes paid by the 
manufacturer. As another illustration, we would plan to show for 
shirts and sheets what it costs the processor, the manufacturer, in 
taxes paid to the Federal Government. 

Mr. Jonas. Will the study show any relationship between the popu- 
Jation engaged in the middleman’s activities and the people known as 
producers and consumers ? 

Dr. Buatr. It will show all the stages to the ultimate consumer. 
Mr. Jonas. There are a lot of middlemen in this picture. 

Dr. Buarr. Yes. Lama farmer, and 1 am aware of that fact. 
Mr. Jonas. And I am a consumer. 
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Dr. Buarr. As a tobacco farmer, I know what I have to pay for 
cigarettes, and what I get for tobacco. The study will show what 
makes up that spread. That type of information is not now available. 
We would like to make it available in a systematic way. 

Mr. Jonas. One other question: W hat will happen to this study; 
what benefit will be received from it ? 

Dr. Bua. The Federal Trade Commission and perhaps the Depart- 
ment of Agriculture have been receiving inquiries from consumers, 
from farmers, and from Members of Congress asking us what accounts 
for the widening spread between the farmer and the consumer. 

Mr. Jonas. I understand; and these people will be engaged 
gathering the facts and making recommendations? 

Dr. Buiarr. No; it will be just a fact-finding study, just to show 
what accounts for change in the overall spread. 

Dr. Epwarps. May I add, in addition to the interest that this pro- 
yram has for farmers and consumers, there are business groups inter- 
ested in obtaining this type of data in order to compare their costs 
with those of the industry as a whole. 


FINANCIAL REPORTS 


Mr. Corron. We will take up next the financial reports. For finan- 
cial reports you are requesting 6 new positions, at a total cost of 
$23,100, which will bring your total number of positions up to 30. 
What will be the average actual employees anticipated for the coming 
year, if you are granted the amount requested ¢ 

Mr. GLENDENING. It would be about 29 to 30. 

Mr. Corron. These financial reports are issued quarterly and are 
sent to whom ? 

Mr. GLENDENING. Businessmen, bankers, and so on. 

Mr. Corron. Do they pay anything for them ? 

Mr. Gienventna. No. 

Mr. Corron. Do they ask for them ? 

Dr. Epwarps. They ask for them. 

Mr. Corron. Do they make special requests for them, or do you 
niean when they have asked for them at one time they are kept on the 
mailing list? 

Dr. Epwarps. No. Most of the people are those who furnish us 
information in getting out the reports, and they continue to receive 
them as they continue to cooperate. 

Mr. Corron. Then in the majority, those who receive these reports 
are those who collaborate with you in putting them together. 

Dr. Epwarps. Yes. About 8,000 of them, I should say, out of more 
than 13,000 issued—13,700 to be exact. 

Mr. Corron. What does it cost, roughly, to print them, in addition 
to the personnel work involved in putting them out ? 

Mr. GLENDENING. The estimate of the Printing Office would run 
about $300 a quarter, or a little more, 

Dr. Epwarbs. The principal expense other than payroll is renting 
tabulating machines. 

Mr. Corron. Who figured out the $23,100? 

Dr. Epwarps. We did. 

Mr. Corron. Why do you have to have this increase ? 
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Dr. Epwarps. It is an illusory increase. Most of the money that is 
now being received—$17,500 is being received from the OPS and the 
Federal Reserve Board, and it is proposed to take the $17,500 into our 


wn budget and to increase it by about $6,000 to remove some inaccu- 
racies in the f figures. 













REIMBURSEMENTS 





FROM OTHER AGENCIES 











Mr. Corron. At this point will you put in the record, if you can, 
tatement showing during the present fiscal year, ending next July, 
ow much money the Federal Trade Commission has received or an- 
ticipates receiving for the entire fiscal year from other departments 

or divisions of Government for work that your people do for them. 

Mr. Mean. In this connection, so far as it applies to financial reports, 
t is in my statement. 

Mr. Corron. Yes. 

Mr. Mrap. But there are one or two other agencies that give us 
uoney for work done by us for them. 

Mr. GLENDENING. There is another item of $6,500 for special non- 
ontinuing work for the OPS—The Office of Price Stabilization. We 
vill not get it in 1954. 

Mr. Corron. At this point in the record insert a statement showing 
the money you have received, or the portions of the amount of money 
the Commission is receiving during the present fiscal year- 

Mr. Meap. From other agencies. 

Mr. Corron. Yes; from other agencies, or from outside sources other 
than what is appropriated directly to you. 

Mr. Meap. Yes; we will supply that. 

(The information requested follows :) 


















United States Government agencies: 
Economic Stabilization Agency _- 
Office of Price Stabilization 

Non-Government : 


Amount 
pbeimaen $8, 500 


plete vom? Seka BS 6, 500 
Federal Reserve Board , 500 















Total - ae ensndios alana mea il cteaiemanied ain nites a ae 


Mr. Corron. Will you ibs insert how much you anticipate in the 
fiscal year 1954 ¢ 

Mr. Meap. Yes. 

(The information requested follows :) 







No such funds are anticipated during fiscal year 1954. 





NUMBER OF ECONOMISTS 
















Mr. Corron. Someone has brought to my attention, and I will ask 
you if it is accurate or not, a statement showing the Federal Trade 
Commission economists engaged in preparing economic reports—this 
s not confined to 1 bureau, apparently—this shows 29 economists, 
and the amount of salaries paid, $204,710. Do you have information 
to tell me whether that is accurate or not / 

Mr. GLENDENING. That is correct. 

Mr. Corron. How are they scattered through your organization, 
briefly ¢ 

Dr. Evwarps. They are all within my bureau, but not all engaged 
ll preparing economic reports. 

Mr. Corron. They are all within your bureau ? 

Dr. Eowarps. Yes, industrial economics. 
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Mr. Corron. But they are divided between economic evidence and 
economic reports ? 

Dr. Epwarps. That is correct. 

Mr. Corron. But they are all in economic evidence ? 

Dr. Epwarps. A number of them. 

Mr. Corron. How many ? 

Dr. Epwarps. The larger number of them. 

Mr. Corron. How many more economists do you anticipate employ- 
ing, if you are allowed the increase requested, of 77 for the Bureau 
of Industry Economies ? 

Dr. Epwarps. I believe the Secretary has the green sheets on that. 

Mr. Gienpentne. Yes. We are requesting 32 economists out of 
the total of 77 new positions. 

Dr. Epwarps. If I may, while he is looking that up, give you this 
distribution: We have approximately eight on economic reports; 
apart from myself, the rest of them are on economic evidence. 

Mr. Corron. That is, you have eight on economic reports, which is 
the outfit that works up the basic data? 

Dr. Epwarps. Yes; and I am one of the 29. 

Mr. Corron. And how many have you on financial reports? 

Dr. Epwarps. None. 

Mr. Corron. That is 9 out of 29. 

Dr. Epwarps. The rest are on economic evidence; that is, working 
on antimonopoly cases. 

Mr. Corron. The rest are actually working on economic evidence ? 

Dr. Epwarps. Yes. And in economic reports we have the smallest 
number in our history. 

Mr. Sprncarn. I would like to insert this tabular statement in the 
record. This is the lowest number of economists we have had on eco- 
nomic reports in the last 30 years. We have today about one-third to 
one-quarter of the number of economists we had on this work in the 
twenties. 

Mr, Corron. This statement showing the economists engaged in 
preparing economic reports shall be made a part of the record. 

(The statement referred to follows :) 


FTC economists engaged in preparing economic reports and total FTC personnel 
1924-53 


Econo- | 
} mists on 
Total economic 
Commis- | reports asa 
sion per- | percent of 
sonnel | Commis- 
sion per- 
sonnel 


Econo- 


| 
| | : 
| mists on 
| Total | economic 
| Commis- reports as a 
sion per- | percent of 
sonnel | Commis- 
sion per- 
sonnel 


Econo- 
: | mists en- 
Fiscal year gaged on 
| economic 
reports 


Econo- 
mists en- 
Fiscal year gaged on 
economic 
reports 
| 


hss 


Swe 


PS 100 





701 


TWO FUNDAMENTAL FUNCTIONS OF THE COMMISSION 


Mr. Corron. Could anyone give me an approximate breakdown 
between these two, as to how much of the fundamental and basic 
functions of the Federal Trade Commission is involved in trying 

s; that is, enforcing of these acts of the Congress against monop- 
olies and against deceptive practices? That is a fundamental func- 
tion, 1s it not? 

Mr. Sprncarn. That is one of them. 

Mr. Corron. That is a most important one, is it not? 

Mr. Sprncarn. Let me tell you what the Hoover Commission task 
force said. 

Mr. Corron. I am not asking what the task force of the Hoover 
Commission said; I want an answer to the question if you can give a 
breakdown; and I want to know whether this is the fundamental, basic 
function of the Commission or not. 

Mr. Sprncarn. It is one of the two main functions, I believe. 

Mr. Corron. In connection with that function of the Commission— 
that is, the enforcement of laws—there is, of course, a certain amount 
of necessary research, the gathering of statistics and information 
so that the people will have the information with which to enforce 
the laws. That is correct, is it not? 

Mr. Sprncarn. Yes. 

Mr. Corron. Entirely separate from that you have developed an 
industry fact-finding body, and you are disseminating certain statis- 
tieal and other information for the benefit of industry and of the 
general public. Am I correct in that? 

Mr. Merav. And for the Commission, the Congress, and the 
President. 

Mr. Corron. And that is the second function you refer to? 

Mr. Sprncarn. Yes. 

Mr. Corron. What part of the money you are using and the activity 
you are engaging in of gathering statistics and fact finding is in 
connection with your enforcement of laws, and what proportion of 
it is in the function of gathering general information? It may be 
impossie to do that. 

Jr. Epwarvs. In my Bureau, Mr. Chairman, the Division of 
Economic Reports has a total personnel, including stenographers, of 

1; the Division of Financial Reports, a total of 31, mostly clerks; 
the Division of Economic Evidence, working on legal cases, 26; and 
the Division of Accounting, working on legal cases, 16. From time 
to time a small amount of the time of the Division on Accounting is 
loaned to the reporting divisions for a special purpose. 

So that, of these figures, 31 plus 11 represent all of the people, both 
professional and clerical, who are devoting their full time to reports. 

Mr. Corron. Could you translate that into percentages ? 

Dr. Epwarps. I do not have it broken down that way. 

Mr. Corron. Insert it in the record. 

Dr. Epwarps. Yes. 

(The information follows:) 

Within the Bureau of Industrial Economics the Division of Accounting and 


the Division of Economic Evidence are engaged wholly upon legal and law- 
enforcement work. The Division of Economic Reports and the Division of 


80608—53—-pt. 3-13 





702 


Financial Reports are engaged wholly in the preparation of economic reports 
and financial reports, none of which fall within the legal or law-enforcement 
categories. In fiscal year 1953, 14 percent of the funds allotted to the Bureau 
were allocated to the Division of Economic Reports and 24 percent of the 
Bureau's funds were allocated to the Division of Financial Reports. 

Mr. Meap. Mr. Chairman, these financial reports are not economic 
reports. 

Mr. Corron. I understand. 

Dr. Epwarps. Mr. Chairman, I have made a rough computation 
and it is about 6 or 7 percent. Between 6 and 7. 

Mr. Corron. That is for what / 

Dr. Epwarps. Those are the people who are devoting their time 
to either economic reports or finance reports. 

Mr. Corron. That is, a general factfinding function is how much ¢ 

Dr. Epwarps. This is the percentage of the Commission’s total 
payroll. 

Mr. Corron. Of the total payroll ? 

Dr. Epwarps. Yes. 

Mr. Corron. Some of those are gathering facts. 

Dr. Epwarps. That percentage is the payroll of the factfinding 
group to the total payroll of the whole Commission. 

Mr. Corron. I see, but that does not give us the percentage of 
those as between factfinding and general information. 

Now, Mr. Chairman, you mentioned in your statement, and I find 
it again in the guetiie ation, that you are engaged, and that the 
Securities and Exchange collaborates with you, in getting out a 
quarterly report. 

Mr. GLENDENING. Yes. 

Mr. Corron. The two organizations work together ? 

Mr. GLENDENING. Yes; SEC reports the listed corporations and the 
Federal Trade Commission furnishes the material and statistics for 
unlisted corporations, 

Mr. Corron. Do you have information about how much of you 
personnel, how muc h the *y are contributing of their time and position 
and money to this project / ¢ 

Mr. GLENDENING. I have onl} general information. 

Dr. Epwarps. They cover a list of corporations of something like 
1,600. We cover a list of cor porat ions, Which comes to approximately 
9.000. 

Mr. Corron. Do you collaborate with any other agencies on any 
of this factfinding activity ? 

Dr. Epwarps, No, except that we have always tried to get infor 
mation from other Government agencies before we go out and get it 
ourselves. 

Mr. Corron. And you do get some from others? 

Dr. Epwarps. Yes. 

Mr. Corton. Is there any duplication whatsoever, so far as fact 
finding and research in this is concerned / 

Dr. Epwarps. The first thing we do when we gather statistics is to 
go to the Office of Statistical Standards of the Bureau of the Budget : 
we must clear our questionnaires, and when we do so all points as to 


possible duplication are raised by the Bureau of the Budget, and 
we must satisfy them. 
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Mr. Corron. It should be indicated at this pot in the record that 
the Chair has before him letters sent to the committee by Congressman 
Porter Hardy questioning the usefulness of the quarterly reports. 
The letters protest against the money spent in the preparation of them 
ind are opposed to their continuance. 


HEARING EXAMINERS 


Passing on to hearing examiners, you are asking for 2 new hearing 
eXaminers, personal services, $17,000, with an additional $7,500 for 
travel and other. 

Mr. GLENDENING. Yes. 

Mr. Corron. That is the force that must work in connection with 
section 7 of the Clayton Act; is that right / 

Mr. GLENDENING. All of the formal cases of the Commission go 
before the hearing examiner. 

Mr. SprnGarn. It may be any type of case. 

Mr. Corron. I gathered from the statement on page 90 of your 
justification, that this was work in connection with the merger cases 
that necessitated the request for the 2 additional examiners. Is that 
correct ¢ 

Mr. Mean. Mr, Chairman, 1 do not think that is quite correct. I 
snow when I became Chairman we had about 18 hearing examiners. 
\ number of them were overage, and I cut down the number from 18 
0%. IT eut the number down a little too fine, in connection with the 
additional work, and we find it is very difficult to get along with the 
number we had following the cut from 18 to 9, which was a little bit too 
deep a cut, and therefore we are asking to restore 2 positions. 


LEGAL RECORDS 


Mr. Corron. Legal records, on page 92 of the justification, where I 
notice in this connection you are asking for 9 new positions. 

Mr. GLENDENING. Yes. 

Mr. Corron. Which brings the number of employees from 31 to 40, 
with an additional amount requested of $25,997. 

Mr. GLENDENING. Yes. 

Mr. Corron. I notice the explanation on page 92 that the Legal 
Reeords Branch is comparable to a court clerk’s office, and that the 
docket of the cases must be kept up in order to effectively utilize the 
rest of your staff. 


BUREAU OF ADMINISTRATION 


On page 96, where you are talking about the Division of Genera! 
Services, which is a central administrative unit, I notice one of the 
functions is docketing and maintaining records in legal proceedings : 
ilso for maintaining an administrative file. Is that correct ? 

Mr. GLeNDENING. That. is correct: for convenience in day-to day 
supervision, the Division of Legal Records is under the general super- 
vision and direction of the Division of General Services. But their 
work is direetly related to the legal work of the Commission, and so, 
for the purpose of budgeting, they are pulled out of administration ; 
they are in there only for the purpose of convenience of supervision. 
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Mr. Corron. But you are asking for nine new positions under ad- 
ministration. 

Mr. Gienpventno. Not in the Bureau of Administration. This same 
nine we are asking does not appear in the Bureau of Administration. 
It just happens to be the same figure. 

Mr. Corron. But you are asking for nine positions in each division. 

Mr. GLENDENING. Yes. 

Mr. Corron. And you pointed out that the work referred to under 
General Services Division, and in the Administration, that the nine are 
not to be used on that ? 

Mr. GienvENING. None of the increase of nine in the Bureau of Ad- 
ministration are requested for Legal Records 

Mr. Corron. I understand now. You are asking for 9 for Legal 
Records, and 1 of the functions is in doing this work. 

Mr. GrenpeninG. Yes. That is their only function. 

Mr. Corron. And you are asking for 9 more for administration, and 
1 of the jobs in General Services is described exactly the same as that 
for docketing of cases. 

Mr. GienventNG. That particular statement on page 96 should have 
been deleted as I explained previously. The discussion of the Admin- 
istrative Division started on page 94. 

Mr. Corron. Very well. We will take up the next item. 


STENOGRAPHIC POOL 


Stenographic pool, for which you are asking 20 new positions, at a 
total cost of $50,497. Are those in Washington? 

Mr. Gienventna. They are all in Washington. 

Mr. Meap. We have a great deal of diffic vulty. We are understaffed 
all of the time. Our clerks are taken from us very quickly by other 
agencies who can offer higher grades. 

Mr. Corron. The number of 67 would be the total you would have 
in the pool if you are granted the figure requested ? 

Mr. GLENDENING. That is correct. 

Mr. Corron. How many of those do you have in the field ? 

Mr. Guenpentna. None of these 67 are in the field. We have 31 
clerks, stenographers, and typists in the field offices. 


PRINTING AND BINDING 


Mr. Corron. For printing and binding you are asking for $50,000. 

Mr. Meap. Yes. 

Mr. Corron. That goes up from $20,000 to $50,000. 

Mr. GLenpeNtNG. The increase next year will be because we will 
have to print at least one volume of Commissioners’ decisions, at an 
estimated cost of $16,000. The cost of paper and printing services, 
which we must purchase from the Government Printing Office, is in- 
creasing, and the price is going up for everything we order, hence a 
considerable increase in cost next year. 

There will be some increase in the cost of printing documents and 
other material that must be filed in the courts of appeals. 

Mr. Corron. Are there reports sold by the Government Printing 
Office to the public? 
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Mr. GLenpveNtNG. The decisions of. the Commission are sold by the 
Government Printing Office, and the economic reports are also sold by 
the Public Printer. 

Mr. Corron. All of the money received goes back to the Treasury, 
and does not come back to you. 

Mr. GLENDENING. That is correct. 

Mr. Corron. Have you any figures'that would indicate what income 
was derived in 1952, which is a complete fiseal year, from the sale by 
the Government Printer of decisions and reports put out by the Fed- 
eral Trade Commission ? 

Mr. GLeNpDENING. We cannot supply that. 

Dr. Epwarps. Several of the recent economic reports are com- 
ple te ‘ly sold out. 

Mr. Corron. Is some of the money requested to be used in reprint- 
ing additional copies of those reports / 

Dr. Epwarps. No. 

Mr. GuenpeninG. This would be used to cover original printing 
only, and only a sufficient supply for our own use. 


BUREAU OF ADMINISTRATION 


Mr. Corron. For one brief moment I would like to return to the 
Bureau on Administration. 

Page 94 indicates a request for eight positions in the coming fiscal 
year on personnel. If my ar ithmetic is wrong, correct me, but you are 
asking for 888 employees to provide 1 personnel employee to each 111. 
The limitation in the general provisions allows 1 personnel employee 
for each 135. 

Mr. GLEnpENING. One of those, Mr. Chairman, is a nurse who is not 
included in the personnel category. She is charged to the Division of 
Personnel for administrative purposes, but she js not included in the 
overall limitations. 

Mr. Corron. Then that means, however, that you would have seven? 

Mr. GLenpENING. We would have seven; that is correct. 

Mr. Corron. Does that bring you within the provision? 

Mr. GLenventnG. It would bring us very close to the proportion. 
However, I believe it was figured on the basis of about 1 to 115. 

Mr. Corron. It is 135 in the act. 

Mr. GLENDENING. Yes, it is in the present act. 

The limitation of 1 to 135, I might say, is very, very tight restric- 
tion taking into consideration all “of the necessary work “that is re- 
quired by the Civil Service Commission in connection with the hiring 
and termination of employees. 

Mr. Corton. It is not confined to this agency, the other agencies 
follow it. 


GENERAL OPERATING EXPENSES 


Mr. Corron. The general operating expenses is page 99. You ask 
an increase of $105,500, and on the middle of page 100 there is a teble 
headed “Estimated Cost of Furniture and Equipment for New Em- 
ployees Requested,” beginning with that. That will be inserted at 
this point in the record. 





(The table is as follows :) 
Estimated cost of furniture and equipment for new employees re- 
quested $50, 000 
Library books and equipment 10, 900 
l'ypewriter (replacement ) 
Standard, 40 at $110 (new) : + $4, 400 
Standard, 20 at $1385 7 2, T00 7, 100 


Miscellaneous equipment 3, 000 
Total requested for equipment in 1954___ ; i i $71, 000 
Mr. Corron. The miscellaneous equipment is $3,000. Ww hat is that 
$3,000 miscellaneous for? 
Mr. GLenveNING. That $3,000 is small equipment and equipment 
that is not specifically listed, as are typewriters and furniture. 


TRAVEI 


Mr. Corron. I just want to return for one brief moment to your 
other objects. The chairman in his opening statement spoke about the 
limitation of travel. You are asking for an increase of $132,800 in 
travel. 

Mr. GLENDENING. Yes, sir. 

Mr. Corron. What did you have for travel in 1952? It does not 
show on here. 

Mr. GLenDENING. In 1952 we spent $190,184.65. 

Mr. Corron. Then in the present fiscal year you spend $163,053 ? 

Mr. GLenDENTING. That is right. 

Mr. Corron. You are asking for $295.8 835. Th: . travel is predicated 
however, on your getting the 216 new employees? 

Mr. GLENDENING. That is correct. 

Mr. Corron. How much of your travel goes direct from Washing 
ton? T mean by that, how much of your travel is from the home office 
here in Washington out into the field. and what proportion of it is from 
the field offices in the various cities into and about territory on cases? 

Mr. GuenpeNtNG. T would estimate that 60 percent is from Wash 
ington headquarters to the field and 40 percent from field offices, 


PERSONNEL IN FIELD OFFICES 


Mr. Corron. To make the record complete, vou have eight employees 
in New Orleans office ? 

Mr. GLENDENING. Yes. 

Mr. Corron. Thirty-six in Chicago ? 

Mr. GLenpENTNG. That is right. 

Mr. Corron. Forty in Washington. I mean the Washington branch 
office ? 

Mr. GLENDENING. Yes, sir. 

Mr. Corron. Thirty-six in New York. Four in Seattle. 

Mr. GLenpeNtNG. Yes. 

Mr. Corron. Thirteen in San Francisco ? 

Mr. GrLENDENTNG. That is right. 

Mr. Corron. Would you save some money in travel if you had a few 
less people in Washington and a few more people in your branch 
offices ? 
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Mr. Meap. I do not think so, Mr. Chairman. We decentralized a 
number of our employees in the last 2 years. I do not believe we could 
do any more of that decentralization. I will ask Mr. Sheehy if he 
thinks we can. 

Mr. Sweeny. The majority of those employees in the branch offices 
ire employees of the Bureau of Antimonopoly, Mr. Chairman, and 
they rarely go outside of their own territory. The Washington field 
office covers the whole southeastern section of the United States. 
Rarely does occasion arise for a man to have authorization to go out 
ide his territory. 

Mr. Corron. Thank you. ‘Tell me the total number of present 
employees in Washington exclusive of your Washington branch office. 

Mr. GLENDENING. On December 31, 511. 

Mr. Corton. The total in the field is how much ? 

Mr. GLENDENING. 138 on December 31. 









PRANSPORTATION OF 





rHINGS 


Mr. Corron. Under “Transportation of things, * you are double the 
PEE iation of last year. What is that for briefly / 

Mr. Guenpenine. That covers the freight and express that we are 
required to pay on the shipping of exhibits to trials throughout th 
country, the tr: enenertns of documents and exhibits from the fiel 

nto Washington, and it is household goods of employees that are 
moved. 

Mr. Corron. I notice that. Under what circumstances do you move 
your employees’ household goods ? 

Mr. GLENDENING. Whenever they are transferred from one head- 
quarters to another by reason of official need. 

Mr. MeEap. We made a special effort to move single people wher 
ever we Can do so in order to cut that down and out, and we have em- 
phasized the necessity for that more in the last few years than L be- 
lieve we have in the past. 

Mr. Corron. You are asking for a certain percentage of increase 
in personnel, but you are doubling your transportation of things, 
which is out of proportion to the increase you are asking in personnel 
and in general costs. 

Mr. GLENDENING. In the type of work, type of case, we had antici- 
pated expanding in the Commission, which is mainly the antimonop- 
oly work, the documents in those cases, that is the extent of the bulk 
of the documents and the evidence in those cases, is so much more 
voluminous that an increase in that type of work will increase the 
ost of shipments out of proportion to just an across-the-board in- 
crease. Actual expenditures for this item in 1952 were $3,982, which 
is more than the amount requested in 1954. 

Mr. Corron. How many automobiles do you have? 

Mr. GLENDENING. One. 

Mr. Corron. Here in Washington? 

Mr. GLenpeNtING. Yes. None in the field. 

Mr. Corron. There is nothing in this budget for any additional 
automobiles ? 

Mr. GLENDENING. 


No. 











LEGISLATIVE AUTHORITY 


Mr. Corron. Had you received prior to this hearing a letter from 
this subcommittee asking that you prepare an analysis showing the 
statutory authorizations for all the functions which you engaged in? 

Mr. GLENDRNING. Yes, sir. 

Mr. Corron. And is this the response ¢ 

Mr. GLENDENING. Yes, sir. 

Mr. Corron. We will insert it in the record at this point. 

(The letter is as follows:) 

FEBRUARY 27, 1953 
Hon. JouHN PHILLIPS, 
Chairman, Subcommittee on Independent Offices Appropriations, 
House of Representatives, Washington, D. C. 

My Dear CHarRMAN: In accordance with your request of February 24, 1953 
regarding statutory authority for the various activities of the Federal Trade 
Commission, the following information is furnished: 

Antimonopoly program: 

Investigation and litigation: 
Section 5 of the Federal Trade Commission Act ; 
Sections 2, 3, 7, and 8 of the Clayton Antitrust Act, as amended; and 
Wel b-Pomerene Export Trade Act. 

Economic and financial reports : 
Section 6 of the Federal Trade Commission Act. 

Antideceptive practices program: 

Investigation and litigation: 
Sections 5, 12, and 15 of the FTC Act; 
The Wool Products Labeling Act; and 
The Fur Products Labeling Act. 

Trade practices conferences: 
Sections 5 and 6 of the FTC Act. 

Wool and fur labeling: 
The Wool Products Labeling Act and 
The Fur Products Labeling Act. 

Lanham Act and insurance: 
Lanham Trade Mark Act: 
Clayton Antitrust Act, as amended; 
Federal-Trade Commission Act; and 
Public Law 15, 79th Congress. 

We shall be glad to furnish any additional information you may desire upor 
request. 

Sincerely, 
JAMES M. MEAp, Chairman 

Mr. Corron. Have you been examining the structure of your de 
partment recently with a view to ascertaining whether there can be 
any consolidation of divisions or bureaus ? 

Mr. GLenvDENING. Yes. 

Mr. Corron. When did you make this examination? And who 
made it ? 

Mr. GLENDENING. Within the last 2 weeks we have made such an 
examination as a result of the letter of the Director of the Budget in 
connection with the review of the 1954 estimates. That was done at 
the same time the estimates were reviewed. 

Mr. Corron. And your examination convineed you that no savings 
could be gained by any consolidation without seriously injuring the 
service ¢ 

Mr. GLenDENING. We feel that the organization as it is now set is 
the most practical organization that we could use. It was interesting 
to note that an outside engineering firm, just submitted their report 
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) Congress on, I think, the Interstate Commerce Commission in which 
ey recommended very highly the adoption of the same form of 
rvanizi ational se tup that we now have. 
Mr. Corron. Have you recently made an inventory of your sup- 
lies both in your home offices and in your field offices? 

Mr. Grenpentne. We have a continuous inventory in the supply 
We inventory about three times a year on a continuous basis. 
field offices are only for day-to-day consumption. 


ry) 
Olil. 


he supplies in the 


RENTS AND UTILITY SERVIC! 

Mr. Corron. Your rents and utility services are more than double. 
You had $10,000 and you are asking $23,500. Why such an increase ? 
Mr. GLENDENING. That increase is for rental on IBM machines 
at would be used for financial reporting and mainly the consumer 


lollar project. 
We have had for many years 
10,000 a year for machine rental for financial ronerte 


onal tabulating equipment that would be required for the cons 
ial resionts would cause 


ollar study and the slight increase for finan 


iat Increase. 

Mr. Meap. Mr. Chairman, if I may make an observation about the 

nsumer-dollar study, sometime after I became a Member of Con 

ess, and I think it was about 1920, the chairman of the Appropria- 

ons Committee made a request upon the Federal Trade Commission 
nitiate a consumer-dollar study and authorized an appropriation 


$125,000 or $130.000 for the work, which was in those days, by 
é‘ : 


nore than we are asking now. 
; Some Supreme & 


;a contract with IBM which runs about 
The addi- 
umer 


I 
ymparison, 1 
We initiated the study, but because of 
ons our investigating authority was challenged. Those 
“been reversed, and tod y we have 
ike the study which first came to our attention the « 
Appropriations Committee ba k in 19v 
onegress at that time, and L remember that 
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ground, and also that of Commissioner Carreta and Mr. Carson and 
Mr. Mason. When I read this record later, I would like to know a 
little more than I do now about it. 

Mr. Meap. I think if each Commissioner would make his own eon 
fession it would be as Will Rogers said, all good, because Will said 
one time, “Whenever I hear a man talking about himself, I know it is 
going to be good.” 


BACKGROUND OF COMMISSIONER SPINGARN 


Mr. Spincarn. Nothing could be fairer than for me to give my own 
personal history. 

I was born in 1908 in Bedford, N. Y. My father was a scholar, 
soldier, and college professor. You can find his record in any issue 
of “Who’s Who in America” up to the time of his death in 1939. Inci 
dentally, he was a Republican who ran for Congress in 1908 with 
the personal endorsement of President Theodore Roosevelt and Elihu 
Root. 

I was educated at Phillips Exeter Academy and spent a couple of 
years at Yale, and then after a year at a French university, Grenoble, 
I went out to Arizona where I became a voting resident and finished up 
and got my university and law degree at the University of Arizona, 
whose bar I am a member of. 

Mr. Jones. Arizona? 

Mr. Srrncarn. Yes, sir; as well as the District of Columbia. At 
Arizona I was president of several university organizat ions, vice presi 
dent of the law school student body, and managing editor of the uni 
versity humor magazine. During this period, also, I served five sum 
mers as a United States national park ranger in Colorado. 

I came to Washington in 1934 fresh out of the University of Arizona. 
I became an assistant attorney at $2,600 a year at the Treasury De 
partment. Jam a Government career man. I worked up and served 
in every grade in the regular legal grades, P2, P3, up to P8. 

In 1942 I went in the Army, served 4 years, 3 years overseas, 1D 
cluding 2 invasion landings, North Africa, Salerno, Anzio, and so 
forth. I became a lieutenant colonel and was the commanding officer 
of the Fifth Army Counter Intelligence Corps under General Mark 
Clark and General Alfred M. Gruenther. My outfit captured over 500 
enemy esplonage and sabotage agents. We received a unit citation 
and I was lucky enough to get several decorations and awards. Gen 
eral Clark was good enough to praise my counterespionage work in 
his book and General Gruenther has been equally kind. Incidentally, 
Tam a Saturday Evening Post author also. I wrote three articles in 
1948 on how we caught spies in World War IT. There have been no 
requests for rebuttal, although one of the spies we captured wrote me, 
a lady who was not quite satisfied with my literary treatment of her. 

(Discussion off the record.) 

Mr. Sprnearn. In 1946 I came back to the Treasury as Assistant 
General Counsel, so appointed by Secretary Vinson, now Chief Jus- 
tice of the United States, and I served there until 1949 principally as 
legislative counsel for the Treasury. I was also legal counsel during 
that period for the United States Secret Service. I also was Deputy 
Director of Contract Settlement. 





In 1949 I was asked by the White House to come over there and be 
come Assistant to the Special Counsel to the President. 

Then in 1950 I became administrative assistant to the President of 
the United States, and in the fall of 1950 he ap ypointed me to the Fed- 
eral Trade Commission, where I have been since. As assistant to the 
President, I served in effect as legislative counsel for the White House. 
I was in charge of the staff work on the President’s Small Business 
Program in 1950, I also was in charge of drafting the bill which be 
came the Defense Production Act of 1950. 

Incidentally, my colleagues have called my attention to a little mis 
take I made this morning. I spoke too quickly. I said, when I was 
talking about this oil company business and the imputations of sub 
versiveness in the Federal Trade Commission, that ho agency had a 
better loyalty record than the FBI. I understand that is what I said. 
What I meant of course was the Federal Trade Commission. Othe 
iwencies may have records equally good, but they could not be better 
than that of the Federal Trade Commission. In the whole 5 years 
of the present loy: ilty program we have not had occasion to a 
disloyalty charges against a single Commission employee or hold : 
loyalty hearing, and every action we take in the loyalty fie \ 1 is post 
audited by the central Richardson, now the Bingham, Loy: ilty Review 
Board, so it would have to be good. Incident: ally, the Loy: uty Review 
Board are tenants of ours in the same building and we have to be good. 

Mr. Jonas. I just glanced at the article and I did not detect any 
charge against the Commission. 

Mr. Sprncarn. Not of disloyalty or subversive tendencies in this 
particular article, although there are plenty of other charges. An 
associate of Mr. Wilson, Mr. Bruce K. Brown, president of a subsidi 
ary of Standard Oil of Indiana, has been touring the country making 
speeches against the Federal Trade Commission. Last fall he made 

least 3—1 in Tulsa, 1 in New Orleans, 1 in Chicago. He made a 
nationwide television broadcast too and I secured an opportunity from 
the president of CBS, I am glad to say, to answer him. Mr, Brown 
sald the K 7t: pe ‘rsonnel were haters of private enterprise. 

Since -" matter has been raised, I am not only for small and in 
dependent business, but I am for big business too. I know it is es 
sential we have big business in this oe of modern industrial 
technology we live in. I venture to say that I’m a better friend of 
enlightened, competitive capitalism than some of the gentlemen of 
the oil industry who talk so piously about competi ition but spend so 
much of their time in working with an international cartel which is 
trying to eliminate complefion and fix prices at high levels. I want 
LO Sa) that the ol] companies and their trade press are very ood al 
propaganda and vilification. A few years ago Senator Wherry, 
who Gehid certainly not be called a radical, gentlemen, was chairman 
of the Senate Small Business Committee, and he made an investigation 
of the oil industry and issued a highly critical report. Immediately 
the oil companies and their press sprang to arms and talked about 
Wherry’s—— 

Mr. Corron. Just a minute, Commissioner. I do not want in any 
way to curtail the questions of my colleague here, but the hearing here 
1S on your budget, and the F eder al Tr: ace C ommission is not on tri: al, 
in this committee. We hold them in the highest esteem. What the 
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newspapers, or somebody else may say I would have to rule is not 
germane. 

Neither is this committee on trial, but I think you have made 
certain allegations about some secret sessions—— 


Mr. Sprncarn. I have quoted what I read in the newspaper. 

Mr. Corron. About our work. 

Mr. Sprncarn. I quoted what I read in the newspaper on that. 

Mr. Corron. Let the record show that if Mr. Phillips chooses to 
examine this matter further, he shall have that right. 

Mr. Sprncarn. May I — 

Mr. Corton. Just a moment. Let the record show that as far as 
anyone sitting on this committee today is concerned, none of us has 
had any session behind doors; nestor has the staff of the Independent 
Offices Subcommittee. And I gather now that you are simply quot- 
ing an article in some CIO paper and that it is nothing you have any 
personal knowledge of, nor are you making any such assertions, 

Mr. Spincarn. I am only repeating what I read. I said if that 
were true, I would be somewhat apprehensive of the situation. 

Mr. Corron. You are not making any such assertion ? 

Mr. Sprncarn. No, sir; I am quoting information here. 

Mr. Corron. Go right ahead. 

Mr. Sprncarn. I would like to give Mr. Jonas a copy of a state- 
ment of mine prepared several years ago on my antimonopoly and 
economic Views. 

Mr. Jonas. We will compile a file on this thing. 

Mr. Sprncarn. Good. 


BACKGROUND OF COMMISSION! 


Mr. Corron. Go ahead, Mr. Carreta. 

Mr. Carrera. I do not have any prepared statement with me, but I 
will be very brief in telling you about my bac kground. 

I was born in New York City on December 23, 1907. J graduated 

ollege, after ora luating from college, Sacha elemental eco- 
11¢S, lution of American industry, and money and banking for a 

5 lod of t years. 

In 1934 I came to Washington to join the staff of the Securities and 
Exchange Co ission, first as a statistician and later asa lawyer. I 
sta yed with that Commission until 1942 when I ene rred to Office 
oO! rice Administration, where I became assistant to the . A dmin- 
itbetor in charge of the rent department. I was with that Federal 
agency from 1942 until 1944 when I entered military service. 

I was in the Navy cies 1944 and 1945. 

Upon returning from my military service, I joined the Navy Depart- 
ment as a civilian as Vice Chief of the Renegotiations Section of the 
Navy Departisen) nt. cn I paeyed in that capacity during 1946 and until 
May 1, 1947, I believe. 

In 1947 I left the Government service to enter the private practice 
of law. I practiced law in the District of Columbia and in Arlington, 
Va., from May 1, 1947, until June 18, 1952, a period of a little more 
than 5 years 

During n y stay in Washington I was also on the staff of the Law 
School at Catholic Uni versity of America. From 1942 until my 
appointment to the Commission in 1952 I taught at the law school 
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two courses, one entitled “Corporation Law” and the other one entitled 
“Corporate Reorganization and Corporate Finance.” ‘That was from 
1942 until 1952. 

In September of 1946 I joined the staff of the School of Foreign 
Service of Georgetown University, and there I taught courses entitled 
“Analysis of Financial Statements,” and “Credit and Collections.” 

So I have had a background of teaching and Federal administrative 
work as well as the private practice of law, 

I think that is very brief, but I think it gives you the background. 

Mr. Jonas. That is entirely sufficient. 


PERMISSIVE ACTIVITIES OF THE FEDERAL TRADE COMMISSION 


Mr. Chairman, would it be in order to ask the secretary to furnish 
us with a list, not of activities of the Commission authorized by statute, 
but activities engaged in by the Commission based upon executive 
direction, such as this consumer index study. 

Mr. Meap. Dr. Edwards 

Mr. Jonas. Could such a list be compiled ¢ 

Mr. Meap. Surely. 

Mr. Epwarps. I think that is the only current one in my opinion. 

Mr. GLENDENING. In connection with that request, it was decided 
that the activities of the Commission at the present time are entirely 
covered by statute. The Presidential direction is the only one of its 
kind we now have. 

Mr. Sprnearn. In fact, we are authorized by law to do that. We 
could do it on our own initiative if we could get the money. 

Mr. Jonas. This activity of preparing economic and financial re- 
ports is an activity you are not directed to do by Congress but author- 
ized to do; is it not? 

Mr. Sprncarn. Yes. 

Mr. Jonas. And in the Commission’s judgment and discretion it 
engages in many of those activities. That is what I was trying to 
distinguish, between statutory direction and statutory authorization. 

Mr. Epwarps. Yes. May I make one statement in response ? 

The financial reports which we carry on, although they are author- 
ized by our statute, are carried on under a plan for such reporting 
which was approved by the Bureau of the Budget, and we are agents 
for the entire Government in collection of those figures. 

Mr. Sprncarn. If I may say so, the Hoover Commission said, in the 
80th Congress, and I am quoting from them: 


Of all its activities, the Commission’s investigations— 


They were referring to our economic investigations— 


have probably had the most substantial impact and enduring value. Its general 
investigations, more than 100 in number, have, in several instances, resulted in 
the passage of major legislation—notably the Packers and Stockyards Act, the 
Securities Act of 1953, the Stock Exchange Act of 1934, and the Public Utility 
Holding Company Act of 1935. 


And I might add the Robinson-Patman Anti-Price-Discrimination 
Act of 1936. 


And they said further: 


Its economic work—instead of being the backbone of its activities—has been 
allowed to dwindle almost to none, 
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In other words, we were criticized severely by the Hoover Commis- 
sion for letting the economic work dwindle. It has dwindled further 
since their 1949 report. 

Mr. Corron. I would like, if it is possible without too much trouble, 
to have you furnish that list of those ac tiv ities which are permissible. 

You will furnish that, Mr. Chairman ? 

Mr. Meap. I surely will. 

(The information is as follows:) 

Section 11 of the Clayton Act requires the Commission to issue complaints and 
orders when it encounters violations of law of the kind defined in that act. 

Section 5 of the Export Trade Act requires the Commission to investigate 
and make récommendations when it has reason to believe that the limitations 
of the act are not being observed. 

The Wool Products Labeling Act and the Fur Products Labeling Act require the 
Commission to undertake their enforcement. 

Section 5 of the Federal Trade Commission Act provides that the Commission 
shall institute le val proceedings for violation of the act “if it shall appear to the 
Commission that a proceeding by it in respect thereof would be to the interests 
of the public.” Section 13 provides that when the Commission has reason to 
believe that the enjoining of false advertising would be to the interest of the 
public, the Commission “may” bring suit for injunction in a district court. Se 
tion 6 of the act gives the Commission power to obtain information from cor 
porations, to investigate foreign trade conditions, to make reports to the Con 
gress, and to submit recommendations for additional legislation. While this 
power has been conferred, its exercise subject to funds appropriated is in the 
discretion of the Commission. The same section empowers the Commission to 
investigate the manner in which antitrust decrees are being carried out, but 
gives the Commission the duty of doing so only upon application of the Attorney 
General. The same section also empowers the Commission to investigate and re 
port the facts relating to alleged violations of the antitrust acts by a corporation 
upon the “direetion” of the President or either House of Congress, and empowers 
it to investigate and make recommendations for the readjustment of the business 
of any corporation alleged to be violating the antitrust acts upon the “applica 
tion” of the (Attorney General but does not direct it to do so. 

Mr. Meapv. While on the subject, in view of the fact that you in- 
serted a letter in the record with reference to our financial reports I 
have here typical comments from manufacturers, bankers, insurance 
companies, trade associations, labor unions, lawyers, consultants, en- 
olneers, public ations, universit ies, and ele emosynary assoc iations com 
menting favorably on our financial reporting. I would like to leave 
it for the record if you would want it. 

Mr. Corron. May I suggest that we would be very happy to have 
the committee look it over. I inserted that letter because it was from 
Senator Gillette. But I did not put the other letter in the record. I 
mentioned the committee had received them. 

Mr. Mean. The one from Senator Gillette was on the Consumer Dol- 
lar Study and—— 

Mr. Corron. May we have that, and I will leave it to the Chairman 
whether it should go in the record or not. 

Mr. Mrap. Very good. 

Mr. Jonas. On that point, I do not think the record should contain 
a lot of information defending your activities, because your activities 
are not on trial here, any more than I think the record should contain 
Professor Copeland’s comment that the Commission report is lack 
ing in intellectual honesty. I do not think any of that ought to be in 
this record. 

Mr. Mean. In view of the fact there was some mention of the finan 

ial reporting project in the letter that Congressman Hardy sent over, 

[ just wanted to put hi some comments on the other side. 
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Mr. Corron. Let the record show clearly that Congressman Hardy 
Limself did not question—— 

Mr. Meap. That is right. 

Mr. Corron. It was a letter from a constituent, and it was not in- 
-erted in the record. I merely mentioned it. 

Mr. Meap. That is right. 

Mr. Jonas. I daresay there are individuals in the United States who 
would like to eliminate the Commission altogether. T am not one of 
those individuals. 

Mr. Corron. Off the record. 

(Discussion off the record. ) 

Mr. Jonas. There is one other question I would like 
Chairman. 


to ask, 


UNOBLIGATED BALANCE ANTICIPATED 


What amount of unobligated funds do you have on hand now and 
will you have on hand at the end of this fiscal year? 

Mr. GLENDENING. On June 30 we anticipate having less than $5,000 

if this year’s money unobligated. However, of 1951 funds, we will 

ve $100,000 unobligated. That can and will be turned back on the 
Oth of June next year. 

Mr. Jonas. You mean 1951 or 1952? 

Mr. GLENDENING. 1951 funds; 1952 funds are very close. Right 
now there is less than $3,000 left in 1952, but in 1951 there is $100,000, 

Mr. Meap. Because of the responsibility of the Chairman, we have 
. meeting with our budget officer at the end of each quarter, and on 
one quarter we had $2,000 to spare. That was $2,000 between me 

nd probably the penitentiary. 

Mr. Jonas. How did you happen to carry over $100,000 in 1952 
without losing it? 

Mr. GLENDENING. We got our supplemental appropriations to start 
the section 7 work about February or March, and at the same time 
we believed that our operations would be considerably curtailed start 
ng July 1. So, instead of expanding throughout the balance of that 
vear and then terminating a group of people with their work half 
lone on June 30, we never started. 

Mr. Jonas. If you get $5,500,000, you really have $5,600,000, 

Mr. GLENDENING. No. We do not get that money, sir. 

Mr. Jonas. That goes back to the Treasury 

Mr. Guenpentne. That goes back. Any money remaining unob 
ligated after June 30 reverts to the Treasury in 3 years. 


then? 


INVESTIGATIONS OF COMPLAINTS 


Mr. Krvrcer. I have a question. I would like to refer back to in 
estigating concerns. Do you only investigate concerns where you 

elve ne ewen sir? 

Mr. Mrap. Not only where we receive complaints, sometimes we 
nitiate the complaint. 

We have, for instance, a regular periodical survey of advertisers 
ind from that activity complaints are initiated. 

[ think that Mr. Kelley or Mr. Sheehy or Mr. Murphey could tell 


you about complaints generally that we investigate and how they 
riginate. 





We originate some of them. Some of them are originated by indi 
viduals, corporations or agencies, groups, and we investigate them all 
But if we-find that there is little or no interstate commerce, little o1 
no public interest, or if some other agency is doing the investigating 
work, we have fairly effective liaison with the other agencies, and w: 
pull out so that there will be no expenditure of public money fo1 
ee ii a matters or where other agencies are engaged in investigating 

. Krurcer. Have you acquired a backlog “of that sort of in 
ee ration 4 

Mr. Meap. Yes; we have a fairly large backlog of investigating 
work to do because it is increasing as our economy expands, and ws 
haven’t increased our personnel, our manpower to do the work. W: 
have adopted a number of new procedures that expedite the work of 
investigation, and we have got it down to about as fine as we think 
we can make it right now. 

Mr. Krurcer. Do you approve only large mergers or are you also 
concerned about smaller ones ? 

Mr. Meap. We are concerned with all mergers of such significance: 
as to produce an adverse effect upon competition. 

Mr. Krurcer. Over a million? 

Mr. Sueeny. I am afraid I misled you in the statement I made 
this morning. That million-dollar test applies to section 8, the inte: 
locking directorate section of the Clayton Act, not to section 7. 

Mr. Mrap. We have a small sum of money, I think it is about $12,000, 
to test the various products for which advertising claims are made, 
for instance, the reliability of equipment or the effectiveness of com 
modities or clothing. For instance chlorophyl is one of them. 

Now we could not begin to investigate that case because an inves 
tigation which requires a test would take several times the money 
that we have for testing purposes. So our investigations are limited 
because we have about $2,000 for tests that are completed for us by 
Food and Drug and $10,000 that is for tests which are completed for 
us by Bureau of Standards. So where an investigation runs into 
a test, we are stymied by reason of the limitation on the appropriatio1 
for test work. 

Mr. Krurcer. That is all. 

Mr. Corron. Does your Commission charge any fees of the publi: 
for licenses or franchises or anything else? 

Mr. Guenpeninc. We have no licensing or franchising duties. The 
only thing we charge the public is a st: indard rate of 15 cents a page 
for photostats of our official records. 

Mr. Corron. And that is shown in the justification in receipts? 

Mr. GLENDENING. Yes, sir. 

Mr. Corron. I want to clear up one matter. In my statement | 
said I did not know what Mr. Phillips wished to do. I meant that 
literally about this matter of alleged proceedings of this subcom 
mittee. I know perfectly well Mr. Phillips has not participated in 
any, but I merely meant I was not speaking for him. 

That concludes the hearing. Thank you, gentlemen. 

Mr. Sprrncarn. I would like to mention something the chairman 
was too modest to mention. 

The Civil Service Commission made an inspection of the FTC in 
November and December 1952. Here is a paragraph from their report 
on our Commission which I think is very significant : 
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Discussion with employees reflected, with few exceptions, a generally hig 
level of work Satisfaction. Most employees contacted liked their work: con 
sidered their jobs are important; believe that the Federal Trade Commission 
program is a good one; believe the Commission is the best place to work; and 
speak in the highest terms of their supervisors and associates. 

Since Chairman Mead is responsible for employee morale, I think 
that is a real tribute to him. 

Mr. Corron. That is very fine. 


REVISED BUDGET ESTIMATES 


(The following revised budget estimates were received from the 
Bureau of the Budget subsequent to the committee hearing :) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., March 31, 1958 
Hon. JAMES M. MEap, 
Chairman, Federal Trade Commission, 
Washington 25, D. C. 

My Dear Mr. Meap: This is in response to your letters of March 17 and Marc} 
19, 1953, concerning the revised 1954 budget for the Federal Trade Commissio! 

You requested that the detailed information on the revised 1954 allowance 
given your budget officer by members of my staff be confirmed in writing Since 
that information was conveyed in the manner indicated in my letter of March 
13, which is the usual procedure, written confirmation does not seem necessary 

As you were informed in discussions with the Bureau of the Budget staff, some 
reduction must be achieved in each agency’s 1954 budget if the administration’s 
budgetary objectives are to be met. 

The Commission’s requirements were thoroughly reviewed in the light of all 
relevant factors and the revised allowance provides an increase over 1955 f 
antimonopoly work of some 16 percent. Commissioner Spingarn’s letter, with 
its accompanying material, was received and considered in our review. In my 
judgment the revised allowance is consistent with our budgetary objectives and 
gives recognition to the importance of the Commission’s duties. 

Sincerely yours, 
Jos. M. Dopgr, Director. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
March 138, 1953. 
Hon. JAMES M. MEAD, 
Chairman, Federal Trade Commission, 
Washington 25, D. C. 

My Dear Mr. Mean: The report on your review of the 1954 budget estimates 
for your agency has been received and carefully considered in relation to the 
administration’s stated policies and budget objectives. 

To meet these objectives the following reduction in your appropriation will 
be necessary. You are expected to adjust your recommendations accordingl) 
and present these revisions to the Appropriations Committees. 


Reduction in appropriations for 1954 


Salaries and expenses: 
Amount in 1954 budget $5, 500, 000 
Revised amount , 4, 500, 000 


Reduction 1, 000, 000 


Detailed information as to the reduction set forth above will be communicated 
to your agency through the Budget staff. 
Sincerely yours, 
Jos. M. Doneger, Director. 


80608—53—pt. 3——_14 
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Tuurspay, Marcu 5, 1953. 
GENERAL ACCOUNTING OFFICE 
WITNESSES 


LINDSAY C. WARREN, COMPTROLLER GENERAL OF THE UNITED 
STATES 

FRANK L. YATES, ASSISTANT COMPTROLLER GENERAL OF THE 
UNITED STATES 

JOHN F. FEENEY, EXECUTIVE OFFICER 

FRANK H. WEITZEL, ASSISTANT TO THE COMPTROLLER GENERAL 

ROBERT F. KELLER, ASSISTANT TO THE COMPTROLLER GENERAL 

E. L. FISHER, GENERAL COUNSEL 

ROBERT L. LONG, DIRECTOR OF AUDITS 

WALTER F. FRESE, DIRECTOR OF ACCOUNTING SYSTEMS 

STEVE M. BROWN, ASSOCIATE DIRECTOR OF ACCOUNTING SYSTEMS 

WILLIAM L. ELLIS, CHIEF OF INVESTIGATIONS 

A. BANKS THOMAS, CHIEF, CLAIMS DIVISION 

HARRELL O. HOAGLAND, CHIEF, TRANSPORTATION DIVISION 

THOMAS F. FLYNN, DIRECTOR OF PERSONNEL 

JAMES P. McDONALD, OFFICE OF ADMINISTRATIVE PLANNING 


SALARIES AND EXPENSES 
imounts available for obligation 
1952 actual | 1953 estimate | 1954 estimate 
$30, 888, 832 $30, 160, 000 $32, 000, 00K 
26, 319 


30, 100, 000 32, 000, 000 
—600, 000 


29, 500, 000 32, 000, 000 
960, 000 


31, 460, 000 32, 000, 00 
Obligations by activities 


1952 53 1ate | 1954 estimate 


$507, 289 $539, 000 $544, 400 

1, 129, 066 1, 156, 000 1, 156, 900 
1, 624, 435 1, 794, 000 1, 941, O06 

628, 961 815, 000 858, 000 

4, 713, 242 4, 538, 000 4, 114, 400 

6, 621, 471 6, 559, 000 6, 517, 000 
453, 257 412, 000 412, 1 
15, 862, 842 14, 995, 000 15, 592, 00 
211, 000 416, OM 

432, 307 441, 000 448, 201 


31, 972, 870 31, 460, 000 32, 000, 00K 


000 
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Obligations by objects 


Summary of Personal Services 


Total number of permanent positions 
Average number of all employees 


Average salaries and grades 
General schedule grades 
A verage salary 
Average grade 


vice obligatior 
1ent positions 

Pp in exce 
ent above basic ra 


tal personal service obligations 


{nalusis of expenditures 


Unliquidated obligations, start of year 
(Adjustment in obligations of rpior years 
Obligations incurred during the year 


Deduct 
Reimbursements received 
Unliquidated obligations, end of year 


lotal expenditures 
ures are distributed as follows 


urrent authorizations 


Out of prior authorizations 


Mr. Putniips. We have already discussed the latest develop 
the situation relating to annual leave. 
(Norn.—The discussion referred to is in pt. II of the 


1954 [ want to ask you two more things, Mr. Warren. 

express to you the appreciation of this committee for your help 
nvestigations that are being carried on. The subcommittee has se\ 
ral of your men now working with us, and the result, in addition not 


only to the work that the General Accounting Office is giving us, b 
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the other accountants that have come to us through the American In 
stitute of Accountants, has been very helpful, and I think will produce 
suggestions that will be interesting to all of us. 


LEGISLATIVE AUTHORITY 


I have your letter of March 4, signed by the Comptroller General, 
replying to my letter, asking you to cite the authority under which 
your various activities are carried out. We have asked all of the othe: 
agencies for similar information, and I give this to the reporter for 
inclusion in the record. 

(The letter referred to follows:) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, March 4, 1953 
Hon. JOHN PHILLIPS, 
Chairman, Subcommittee on Independent Offices Appropriations, 
House of Representatives. 

My Dear Mr. CHAIRMAN: There has been received your letter of February 24 
1953, wherein you request citation to the legal authority for each of the activities 
of the General Accounting Office for which funds are being requested in the 1954 
budget estimates. The information is as follows: 

Activity Legal authority 

Office of the Comptroller General Budget and Accounting Act, 1921 (31 
U. S. C. 41, et seq.). Accounting 
and Auditing Act of 1950 (31 U.S. C 
65, et seq.) 

Office of the General Counsel______-_-_- _ Budget and Accounting Act, 1921. 
(31 U. S. C. 74, 82d.). Accounting 
and Auditing Act of 1950 (31 U. S. C. 
65). 

Office of Investigations._._._._._c..c__...... Buaget and Accounting Act, 1921 (3 
U. S. C. 58, 54). Federal Property 
and Administrative Services Act of 
1949. (40 U.S.C. 487 (c)). Legis 
lative Reorganization Act of 1946 
(31 U. S. C. 60). 

Accounting Systems Division Budget and Accounting Act, 1921 (31 
U.S.C. 49). Accounting and Audit 
ing Act of 1950 (31 U. S. C. 65). 
Post Office Department Financial 
Control Act of 1950 (39 U. 8S. C 
794 (c)). 

Budget and Accounting Act, 1921 (31 
U. a a). 22. 

Budget and Accounting Act, 1921 (31 
U. S. C. 53, 54, 71, 72). Accounting 
and Auditing Act of 1950 (31 U.S. C 
65). Transportation Act of 1940 (49 
U. S. C. 66). 

ce ae Budget and Accounting Act, 1921 (31 
U. S. C. 58, 54, 72). Accounting and 
Auditing Act of 1950 (31 U. 8S. C 
65). Government Corporation Con 
trol Act (1945) (31 U. 8S. C. 850, 857) 
Legislative Reorganization Act of 
1946 (31 U.S. C. 60). Federal Prop 
erty and Administrative Services 
Act of 1949 (40 U. S. C. 487 (e)) 
Post Office Department Financial 
Control Act of 1950 (39 U. S. C 
794c). Public Law 921, dated Jan 
uary 12, 1951 (64 Stat. 1257). l'ub- 
lic Law 245, dated October 31, 1951 
(65 Stat. 700). 





Activity al authorit 
uropean Branch : sudget ar Accounting Act 


D4). At 


of 1950 


60). 
Division of Personnel 
Office of the Chief ¢ 
tive Services). 
fhe comiittee will understand that all « citat s thority for 
iual activitie f the General A inting tlice | »>u bearing on the ¢ 
| lier (re! ral. 
»are numerous other stu ory provisions affecting the work of the Gen 
al Accounting Office, appearing generally in Title 31, United States Code. 
Sincerely yours, 
LINDSAY C. WARREN, 
Comptroller General of the United States 


GENERAL STATEMENT 


Mr. Puititrs. Mr. Warren, would you like to make a general state- 
nt to the committee concerning the activities of the General Ac- 
ounting Office 2 
Mr. Warren. Yes, Mr. Chairman. 
Mr. Puiiires. We will be very glad to hear you. 
Warren. Thank you. 
Mr. Chairman and members of the committee, I am glad to have 
opportunity to appear before you. I trust the justifications which 
ve been furnished to your committee give you a sufficiently detailed 
re of our policies, workloads, and personnel needs 


BUDGET ESTIMATES 


Kor 1954 the General Accounting Office is requesting an appropri- 


on of $32 million. This sum is a des rease of $60,000 under the 
uint appropriated for this year. In the past several years I have 
n able to show you a substantial reduction in the mber of our 


vees. As vou know, we have reduced from nearly 15,000 in 


» today’s figure of about 6.290. But 1 want LO Say emphat lly 
ul further reduction is not poss ible without serious curtailment of 
ir work, which in some areas is alread) sar ad very thin. 


Our « imates are based on an ave rage of O22 5 empk yees, As ] 


iid you last year, a ficure close to 6.500 is the number of emp! ioyees 
hi in my opinion, the Office should have to adequately perform it S 
We have not been able to recruit qu ilified persol nel in suf- 
ient numbers to reach that figure. We ys not hire anyone who 
alks in the door just to fill positions we might have vacant. Our 
people must be well qualified and able to do a real job. Since I have 
assurance that during 1954 our recruitment success will be any 
tter than in 1953, our appropriation estimate is based on the actual 
amie of Lasinpate we think we can obts ain and } hol l, takin g all fac- 
rs into ¢ ate ‘ration. 
Included in our estimate is $2,200,000 for miscellaneous expense. 
[his is an increase over last year of $240,000. Of this increase 
00,000 is for travel. More and more of our work is being per 
ormed in the field, where basic information is located. To do the 
ob, travel is essential. The balance, $140,000, represents increases 
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for communications, rents and utilities, supplies and materials, equip- 
ment, and social-security taxes formerly carried under personal 
services, 


ACCOUNTING AND AUDITING 


In the past year the General Accounting Office has continued to 
emphasize the joint program of the Secretary of the Treasury, the 
‘Director, Bureau of the Budget, and the Comptroller General for the 
improvement of accounting “and budgeting, auditing, and financial 
reporting. Equal emphasis has been placed on the perfecting of com- 
prehensive and other on-site audits of the departments and agencies. 
The concepts of these two programs were unanimously adopted by the 
Congress in the Budget and Accounting Procedures Act of 1950. We 
who are working with the programs every day know we are just com 
mencing to get beneath the surface of many of the problems involved. 
Yet actual savings, which can be documented, run into very substan 
tial sums. In addition, improved efficiency of operations in the ac- 
counting and auditing fields, which cannot always be estimated dollar 

wise, has been of great significance. 


JOINT ACCOUNTING PROGRAM 


The joint accounting program is a governmentwide cooperative 
effort under the leadership of the General Accounting Office, the 
Treasury Department, and the Bureau of the Budget. Its purpose is 
to give the President tools for better management in the executive 
branch; tue Congress better information for acting upon appropria 
tions and other legislation; and the public a clearer picture of the 


financial condition and operations of the Federal Government. The 
participation of the General Accounting Office in this program is 
premised on a cooperative approach. It is not our method to orde1 
or direct an agency to adopt accounting and auditing procedures 
against its will. To the contrary, our approach is one of working 
with each agency in the development of accounting systenis and pro 
cedures to meet its individual needs, and at the same time « ‘comply with 
overall Government requirements. 

Our working in the accounting field is spearheaded by a group of 
about 100 employees. That is a thin spread of personnel, considering 
there are over 70 separate departments and agencies in the Federal 
Government. However, substantial improvements have already been 
inade on a wide basis, and our work is beginning to gain real momen 
tum. 

The many illustrations in the four annual reports under the joint 
program testify to the progress that is being made. In these reports 
you will find specific examples of accomplishments. You will find 
instances of closer coordination of programing, budgeting, account 
ing, and financial reporting; changes in GAO accounting processes ; 
modification of warrant proc edures: improvements in property and 
cost accounting; and improved accounting in some of the Government’s 
major public-works activities. You will find that the new posta! 
money order system is estimated to save 2,065 man-years and $6 million 
annually. Improvements in the disbursing system in one department 
have resulted in a saving of $125,000 annually. Projected plans for 
expansion of the use of puncheard checks are estimated to result in a 
saving of $764,000 annually. 
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On November 26, 1952, there was issued by me a statement of 
accounting principles and standards for the guidance of executive 
ugencies of the Federal Government. Never before have any such 
overall accounting principles and standards been laid down for the 
Government. The adoption of the principles and standards by the 
agencies can Only result in better accounting and financial reporting 
throughout the entire Government. This statement was preceded by 
one of August 15, 1952, on the contribution of accounting to better 
management. 


AUDIT 


Our general audit work continues to be a tremendous task. With 
the size of the Federal Government we could never hire the personnel, 
nor would Congress give us the funds to hire them, to do a detailed 
vudit of each and every financial transaction. We must approach our 
audits on a selective basis. This means we evaluate the accounting 
and internal control procedures of agencies under audit. The better 
the quality of the agency’s accounts and internal controls, and its 
enforcement of governing statutes, the less detailed auditing of indi 
vidual transactions is done. At the same time our audits are being 
geared more and more to go further than merely the receipt or dis 
vursement of funds. We are also looking at the application of funds. 

The audit work has a far-sweeping range. There are some 64 
Government corporations that must be completely audited each year. 
Reports of those audits must be submitted to the Congress. The regu 
lar departments and agencies whose financial transactions run into 
billions of dollars must be examined. GAO auditors must audit cost 
type contracts at the site of the contractor’s operations. As of June 
50, 1952, some 8,000 of these contracts were under audit. The con 
tracts range anywhere from the multi-million-dollar operating con 
tracts of the AEC to $5,000 or $10,000 contracts with universities for 
research work. There are always special audits which must be made. 

During our audits, we continually bring to the attention of the de 
partments and agencies situations which need correction from a man 
agement standpoint. Also, we re port to the Congress or its committees 
those cases where congressional action is required or congressional 
interest is anticipated. In most instances we have found the depart 

ients and agencies cooperative. 

Let me give you a few examples of what we have been able to ac 
complish by our audits. 

As a result of recommendations to the Board of Directors of the 
Panama Canal Company the Company’s Washington office has been 
reduced from 129 to 7 employees with a slight increase in the New 
York office and an annual saving of $500,000. Another GAO recom 
mendation has been instrumental in reducing the long-range housing 
program in the Canal Zone from $80 million to $40 million, with an 
annual reduction of operating expenses of at least $1,500,000. 

We discovered during audit that millions of bushels of wheat tech- 
nically classified as unfit for human consumption were being imported 
from Canada under a reduced tariff rate and put into regular trade 
channels with good wheat. Investigations were then undertaken by 
the Bureau of Customs at Commodity Credit Corporation. Al- 
though full implications have not yet been developed, exporters have 
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refunded $350,000, and the Bureau of Customs is considering what 
‘an be done under the present law to tighten the regulations. 
During the audit of the Bureau of Land Management a misinter- 
pretation of a statute governing the distribution of revenues from 
mber sales was corrected with the result that the amount to be dis- 
tributed was reduced by $715.000. 
During the past year our audit personnel have concentrated on a 
survey of procurement policies and practices of the Ordnance Corps 
‘the Army. We have called attention to many procurement weak- 
such as hasty and uneconomical procurement; inadequate eval- 
uation of costs submitted by prospective contractors; lack of realistic 
negotiation of prices; and payment of widely varying prices for iden- 
tical items. As an indication of the value of this work, as well : 
her work done in the Department of the Army, the Secretary of 
the Army wrote to me on October 31, 1952, saying, and I quote: 


because of the many specific matters you have brought to our atten 


{ 


tion which enabled i to take vigorous corrective action, 7 


that actual sav 
nes of millions of dollars have resulted. * * * 


INVESTIGATIONS 


The investigation work of the GAO goes beyond and supplements 
the audit. It is geared to detecting fraud or irregularities which 
may not be disclosed in the audit and to determining the use of public 

ids and property. Last year our investigative work covered many 
isited some 691 different Government offices. 

ted to the Congress and the heads of the 


tive action. 


we provera 5 ’ Prod LION 
the Commodity Credit Corpora- 
opinion, very salutary report 


committee. 
discovered a golf course was being built at a west 
t of S66 contrary to Air Force regu- 
‘ . ped when brought to the 
authorities. A subcommittee of this com- 
I already D learing on this case 
GAO survey of the validity of payments to unmarried officers 
Armed Forces oy 7 increased allowances for dependents 
sclosed 1,146 out of 6,500 cases were questionable. Collections 
tl ally e ‘lec ted or in process total $800,000. 

examination of the handling of proper’, yata Navy base 
reflected a monthly inventory of between $180 million and $ $200 mil- 
lion. Serious instances of lack of adequate accounting and pro perty 
controls: improper storage resulting fs damaged property and other 
irabl conditi ions were found. In the aggregate they represented 
lars of loss to the Government. Our report was sent 
cretary of the Navy and to the interested congressional com- 
siete ‘A full examination was conducted by the Navy in the light 
of the GAO findings. While formal advice has not yet been received, 
Navy officials have stated during recent discussions that extensive pro- 

cedural changes and corrective measures are being initiated. 


top 
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rRA NSPORTATION 


The audit of payments made by the Government for transportation 

progressing satisfactorily. The current audit is now being pet 
formed within 20 months after date of payment. The reaudit of pay 
ments made during the period January 1943 to September 1946 is 
expected to be completed in the latter part of 1955 or early 1956 
During the 1952 fiscal year we audited payments for over 10 million 
bills of lading and nearly 9 million transportation requests and settled 
nearly 69,000 claims involving transportation charges. Collections 
during the 1952 fiscal year resulting from the transportation net 
exceeded $36,750,000. During the year increased efficiency furth 
reduced the cost of operation to 45 cents per bill of lading and 21 Duke 
per transportation request. 


CLAIMS 


During the 1952 fiseal year a total of 577,000 claims, exclusive of 
those involving transportation charges, were received. A pproxi- 
mately 433,500 were settled. Due to ¢ hs anges we recently made in the 
handling of certain military claims we expect the overall number of 
claims received to be reduced during the 1954 fiscal year. In addi- 
tion, we have streamlinied some of our claims proc edures. In antici- 
pation of the benefits we believe will accrue, the 1954 estimate for 
claims work has been reduced $429,000 under the amount allotted 
from our 1953 appropriation. 


EUROPEAN OFFICE 


Last year the Congress indicated its agreement that the GAO 
establish offices abroad. Based on results obtained from a preliminary 
survey we made, a branch office was opened in Paris on August 1, 1952. 
Since that date suboffices have been opened in London, Frankfurt, 
Rome, and in Morocco. Our staffing job has been difficult and, there 
fore, our accomplishments to date have been limited. 

Our work abroad is covering a number of fields. One consisted of 
the Army and Air Forces disbursing offices in Paris. We found what 
seemed to be a complete duplication of effort. I am informed that as 
a result of our recommendations the Air Force is discontinuing its 
Paris disbursing office and in the future the Air Force disbursements 
will be made by the Army. 

A review of certain Army activities in France disclosed that the 
limiting of procurement to French sources has been wasteful and 
inefficient. We have recommended the development of data neces- 

sary for utilization of a Europeanwide market. We also believe there 
has been a lack of : adequate forward planning for purchases of supplies 
with the result that emergency purchases have been made at excessive 
prices. We found the administrative audit to be inadequate. We 
have brought these matters to the attention of appropriate authorities 
and will follow through to see that corrective action is taken, 

GAO personnel in Europe made a survey of the Bonn housing proj- 
ect. A copy of a report of the survey was sent to this subcommittee 
on March 4, 1953. 

Mr. THomas. That would save a lot of money. 


Mr. Warren. Yes. 
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Mr. Tuomas. Discontinuing the Paris disbursing office for the Air 
Force. 

Mr. Warren. Yes. We have been informed that it will result in a 
saving of $85,000 annually. 

Mr. Puituies. Through combining of the Paris offices. 

Mr. Warren. Yes. 


ASSISTANCE TO CONGRESS 


The work of the GAO in assisting the Coneress has continued to 
expand. Last vear we submitted 820 reports to the Congress and its 
committees covering practically every field of government. We are 
continually furnishing employees to assist congressional committees 
on specific projects. For example, at present we have 20 employees 
engaged in a survey of the June 30, 1952, obligations of the Depart 
ment of Defense. This is being done at the request of the House Ap 
propriations Committee. Also, at the request of Chairman Taber we 
have right now 18 men on a full-time basis and 16 on a consulting 
basis on loan to the committee. These employees are working with 
the experts loaned by industry in making budget studies for the com 
mittee. At the request of this subcommittee we recently submitted a 
report on the contracting and procurement policies and practices of 
the Atomic Energy Commission, and a report of survey of the National 
Advisory Committee for Aeronautics. 


COLLECTIONS 


The GAO has continued to make collections of amounts illegally or 
otherwise improperly paid out—far in excess of the cost of operating 
the Office. Collections from 1941 through December 31, 1952, total 
over $816 million. Naturally. I am proud of this record. But I feel of 
greater importance is the work the Office is doing to prevent illegal or 
improvident use of funds by the improvement of accounting and 
auditing throughout the Government and bringing instances of waste 
ful practices to the attention of appropriate officials. 

With the tremendous growth of Government activities and their 
supporting appropriations, we in the GAO are keenly aware of the 
financial problems facing the Congress—particularly the Appropria- 
tions Committees. It is of utmost importance that the Government 
seek every possible means of obtaining full value for each taxpayer's 
dollar spent. In our work we are making an all-out effort to create a 
ereater cost-consciousness on the part of every department, agency, and 
bureau. This goes not only to keeping the public spending within 
the laws enacted by the Congress, but to exposing or, better yet, pre- 
venting extravagances which, although legal. should not be tolerated. 

Of course, we are not uncovering every item of improper expendi- 
ture. That would be impossible with the relatively small foree in 
the GAQO. T do believe the situations we have uncovered and suc 
ceeded in havine corrected clearly demonstrate, we are making some 
real headway. Yet, vou and I both know that economy in Govern- 
ment cannot he accomplished by anv one agency or individual. Each 
and every officer and employee of the Government must make his 
contribution. for real results can only be achieved through a day-by- 
day, continuing attack by all. 





Mr. Puivurrs. Mr. Warren, I think that is a very commendable 
report. 

Mr. Warren. Thank you, Mr. Chairman. 

Mr. Putuiirs, At this point in the record IT will put in the report 
vhich appears on page 4 of the justification, which gives us a break 
own of the recoveries over a period of 12 years, which shows, accord- 
gy to figures given us in your statement, $816.317,028. 


(The report referred to is as follows :) 


Collections by or th ough the efforts of the Gene 


$194, 798 $537, 253 37, 2 153 %4 200. 167 
203, 602 0, 756 05, I 136, 66 (42, 761 

5, 167, 833 5 9. 090 706, 019 { 5 5, 551, 241 
24, 955, 129 356, 387 74 640 I 7, 52 5, 200, 150 
47, 140, 056 23, 847, 103 1, 768, 047 3, 693 », 101, 418 
43,470,819 57, 519, 792 8. 040 497. 55 5. 303. 949 
16, 385, 208 144, 814, 104 342 2, 735 ; 4, 809, 847 
10, O86, 465 86, 276, 661 7. 6 278 IHG, TAS 587, O50 
SS eat aa 48, 313, 286 9, 664, 302 6, 919, BSS 873, 719 
19, 535, 7 5, ORS 2. 669, 941 992, 064 


) 27, 522, 2 7, 491, 969 1, 786, 433 251, 054 
2 9 249° 859 6, 753, 273 9, O78, 162 643. 646 

July 1 through 
Dee. 31, 1952 4,515, 000 19, O82, 5 3, 311, 218 


rotal 198, 904, 646 477, 357, 2 59, 2 44 


Does not include collections for accounts with foreign countries and in 
to Nov. 14, 1950, date of function transfer to Post Office Department 


Mr. Puisurrs. The cost of operating your agency in that period, 
without going back to check them care ‘fully, if my memory is cor 
rect, would be about one- quarter billion dollars: is that about right ? 

Mr. Frenry. It would be about half of the collections, Mr. Chai 
man. 

Mr. Puttiirs. What was your cost for the comparable period / 

Mr. Freeney. $401,158,142. 

Mr. Paituies. $401 million plus. 

Mr. Freenry. Yes. 

Mr. Puiurpes. That is more than I understood, but about half « 
the recoveries. 

Mr. Freeney. Yes. 

Mr. Puiunuipes. Of the $400 million plus, how much of that is di 
rectly chargeable, could be directly applied to this collection, includ 
ne administrative costs, properly applied, to the collection efforts? 
Is there any way to determine that? 

Mr. Feeney. I do not believe that there would be any way of de- 
termining it. 

Mr. Puinuirs. You see the point: the figure would be high along 
the collection alone—50 percent of the collections—but, obviously, 
vour agency does a great many more things besides getting money 
yack, 

Mr. Warren. Yes. 

Mr. Puituips. I was just wondering if it could be broken down. 

Mr. Warren. Included in costs of operating the Office are the cost 
of several pay raises during the period granted by the Congress. 





Q 


72 
Mr. Puiuirs. I do not recall hearing any objection from employees 
or members of the staff of the General Accounting Office to the pay 
raises. 
COMPARATIVE SUMMARY OF APPROPRIATIONS AND ESTIMATES, 1953 AND 
1954 


There are tables that show both your other obligations and per 
sonnel necessary; I think we had better take a combination of both 
the tables shown on page 5 and page 3, which will give us what wi 
want for that. 

(The tables referred to are as follows:) 


! 
OBJECTS 1953 1954 | 1954 char 


01 Personal services $30, 100, 000 $29, 800, 000 | — $300, OX 
02 Travel 1, 000, 000 1, 100, 000 +100, 
03 Transportation of things 100, 000 100, 000 

04 Communication services 125, 000 135, 000 10, 0 
05 Rents and utility services 230, 000 250, 000 | +2), 
06 Printing and reproduction -. 150, 000 150, 000 

07 Other contractual services 100, 000 100, 000 

08 Supplies and materials 180, 000 200, 000 

09 Equipment 74, 000 124, 000 

13. Refunds, awards, and indemnities 1, 000 000 

15 Taxes and assessments 40, 000 


Total 32, 060, 000 32, 000 
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RECRUITMENT OF PERSON NEL 


Mr. Puinuies. Going back for a moment to your statement, there 
are 1 or 2 things I want to ask about. First, on page 1 of your state 
ment, you say you have not been able to recruit qualified personnel i: 
sufficient numbers. Do you recruit your own personnel / 

Mr. Warren. Yes, but we follow civil-service procedures. 

Mr. Putiiirs. You do not depend upon ac ivil-service list ¢ 

Mr. Warren. The Civil Service Commission, except for attorney 
positions, provides the eligible lists, but some of our positions are 
filled through our board of examiners. 

Mr. Priuuips. In very simple language. if you want to employ addi 
tional help, do you call upon the Civil Service Commission and say 
you want additional people of such and such caliber, and of such abil 
ity, and they send them down to you; and if they are satisfactory you 
employ them ? 

Mr. Warren. That is the way we generally get them, yes, except 
we conduct our own examinations, approved by the CSC, to appoint 
some of them. 

Mr. Werrzev. That is correct. We test accountants and transpor 
tation technicians. ‘This is accomplished by our Board of Civil Serv 
ice Examiners in the General Acounting Office. But just within the 
last 6 months the Commission has helped the General Accounting 
Office in a Nationwide coverage for accountants, through the account 
ing profession, with a view to recruiting qualified accountants and 
auditors for the comprehensive audit job, 

Mr. Puituirs. The next question I had in mind was if you had been 
vetting these in lists from the Civil Service Commission and then go 
ing over the applicants yourself to see how many you could use. | 
Was going to ask you what percentage of them you took from the 
civil-service list you found satisfactory to you ¢ 

Mr. Fiynn. I can give you a brief statement differentiating hoy 
the people are employed in the General Accounting Office. With the 
exception of accountants, transportation technicians, and schedule A 
attorneys, they are appointed from the civil-service register. All of 
our accountants in the Division of Audits and transportation techni 
cians in the Transportation Division are appointed through the Board 
of Civil Service Examiners, who, for all intents and purposes while 
employees of the General Accounting Office and paid by this Office, 
operate as Board members under supervision of the Civil Service 
Commission and are considered by the Commission as being unde: 
their jurisdiction. 

Their job is to develop the required standards, announce examina 
tions, obtain corroborative information covering experience and train 
ing of applicants, rate applications, establish registers, and certify 
eligibles to the Director of Personnel. 

During the first 7 months of this fiscal year, we have appointed 
206 accountants from certificates issued by the Board. The Board has 
examined approximately 3,000 applications from which the 206 ap 
pointments, or about 7 percent were made. 

Mr. Pruituirs. About 7.8 percent ? 

Mr. Fiynn. Yes. We have on the register approximately 600 ac 
countants who have been considered by the Board to be qualified. 
In addition, we have outstanding 102 offers of appointment. 
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Mr. Puitiures. Have you taken this matter up, Mr. Flynn, with the 
\merican Institute of Accountants. 

Mr. Fiynn. On several oceasions we have taken the matter up with 
the American Institute of Accountants. One was as early as 1947 
vhen we established the Corporation Audits Division. 

As late as last September we consulted them regarding the circulai 
zation of their membership throughout the country for the purpose of 
ecruiting qualified accountants. 

On October 17 the Civil Service Commission, in cooperation with 
us. mailed 18,500 letters to members of the institute. schools, State 
wcounting societies, and other recruiting sources so as to deve lop a list 
if availab sle applicants from which to recruit more highly experienced 
accountants. 

Mr. Putiuirs. Thank you, Mr. Flynn. 


IMPROVEMENT OF ACCOUNTING PROCEDURES FOR PUBLIC WORKS PROJECTS 


Referring back to your statement, Mr. Warren, I have two nota 
tions on page 3. These notations are not in order of subject content. 
but are taken up just as they appear in your statement. 

First of all, to what extent have vou been able to vO into the ques 
tion of public-works activities? It has been observed from your deal 
ne with other matters that there is very great need for your efficiency 
n some of these public-works activities. I can give you one illustra 
tion in my own district with which you are familiar. The agency is 
the Coachell: a County Water District. where, when Price, Waterhouse, 
. well-known and reputab le public accounting firm, went over the 
books, it was discovered that some half million dollars in charges had 
been made against the district without justification, and approxi 
mately another half million dollars of inaccurate charges had been 
estimated against future costs. Inaccurate charges had been made 
oncerning the removal of a regional office, charged against this one 
district in California. Auedinobiles were charged agi inst the district 
which had not been used: and in other cases automobiles were charged 
it a depreciation rate, which would have wiped them out in only a 
iew years, while the automobiles probab ly had years more to run. 

My question is, How far have you been able to get into this matte 
of improving accounting of some of the Government’s major public 
works activities? Is that one of the things you do in your ataiFles 
luring your activities in the field / 

Mr. Warren. I think we have gone a long way to improving ac 
ounting in some of the major public-works activities. We have a 
project under way with the Corps of Engineers which is progressing g 
splendidly. In the Interior Department, with agencies such as th 
Bureau of Reclamation, Southwestern Power Administration, South 
eastern Power Administration, Alaska Road Commission, and Bureau 
of Indian Affairs, outstanding progress is being made. With the 
State Department, International Boundary and Water Commission, 
we have already completed a major systems job. In the whole field, 
there are some refinements to come. 

Mr. Purtuirs. You included the Bureau of Reclamation ? 

Mr. Warren. Yes. That we regard as one of the most outstanding 
jobs that has been done, and I think that this subcommittee realizes 
the situation that we had to overcome. 
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USE OF PUNCHCARD EQUIPMENT 


Mr. Prius. Refer now to two sentences on the same page, page 
of your statement, in the second paragraph, and I quote: 


rojected plans for expansion of the use of punchcard checks are estimated to 
ult in a saving of $764,000 annually. 


i 
res 

In a small way I have had some experience with punchcard ma 
chines. As I go through some of these agencies of Government in 
Washington, I am quite convinced that the use of IBM machines is 
not always an economy in the Government. 

Have you gone into the question, since you say you can save $764,000 
by the use of these machines of how much you think you could save 
by adding a project to see that they are used efficiently and economi 
cally and do not stand around unused for days and days at a time? 

Mr. Warren. Of course, we are continually exploring the subject. 
The statement as to the possible savings of $764,000 is absolutly 
correct. 

Mr. Frese, head of the Accounting System Division, has been taking 
a great deal of interest in that, and you might call on him for a 
further statement. 

Mr. Puiurps. Mr. Frese, what is your answer? When agencies 
report to us their requirements for next year under “05 Rents and 
utility services” beyond what we think is necessary, would that not be 
a proper place for us to raise the question ? 

Mr. Frese. Yes. 

Mr. Pures. What is your answer to probably finding some place 
where a reduction could be effected ? 

Mr. Frese. I would like to answer the two parts of your question, 
if I may; first, on the estimated saving in connection with the use of 
puncheard checks. For example, on Government checks, we have for 
a number of years had about 60 million out of about 300 million which 
have not yet been converted from paper to puncheards, 

Mr. Prius. Of course you are talking specifically now about 
checks. 

Mr. Frese. Yes. 

Mr. Pures. I am talking about the whole use of IBM’s for all 
sorts of statistical work in the Government as well as checks, and I 
think in a field probably outside the checks mainly. 

Mr. Frese. I was merely trying to give you a little background 
first on the check project. 

Mr. Puuuirs. Yes. 

Mr. Frese. We have given careful consideration to the question of 
the volume which would justify the use of machines in issuance of 
puncheard checks. The real saving so far as checks are concerned, 
using punchcards the real savings comes when the checks get to the 
Federal Reserve Bank and later in the check reconciliation opera- 
tions. If you can break even on costs in the use of machines in the 
check-issuing operation, you can effect the savings in a very sub- 
stantial amount in the subsequent operations. 

Mr. Prius. For the sake of accuracy, particularly. 

Mr. Frese. Yes. Now, we are very conscious of this problem of 
avoiding the use of machines where they would be uneconomical. For 
example, we have been exploring the question recently in the case of 
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the smaller accounts, of the possibility of doing something like is being 
lone in the money-order system, of issuing the check on a punche ard 

without the use of punching machines at the point of issue, with cer- 
ain portions of the information prepunched into the check at time 
of manufacture, such as the symbol number and the serial number. 
(his would make the issue operation the same as for paper checks, 
ind then through a byproduct operation somewhere along the line in 
subsequent handling of the check the amount would be punched so 
hat the checks can tie into later machine payment and reconciliation 
operations. 

We think that has some possibilities, which would not increase the 
ise of the puncheard equipment at the point of issuance where it 
would be uneconomical. You are correct, Mr. Chairman, there are 
ther areas, and we have found instances where there has been un- 
economical overexpansion in machine operations and we try to be on 
the lookout for them in all phases of our system’s work. I should 
mention that we are primarily concerned with the accounting applica- 

on, as distinguished from the statistical. 

Mr. Puiures. Yes. 

Mr. i‘rese. We have a small staff, which we call the methods and 
procedures staff, of very experienced technicians, who have been in 
he machine application business for quite a number of years, and ve 
reason of their experience they know both the potentials as well ;: 

e limitations in the application of machines. 

Fors example, right now, we have a Government-wide survey jointly 
with the Treasury Department and Bureau of the Budget of pro- 
edures that are being used in various Government and business estab- 

ishments on payroll operations. One of the objectives of this survey 
s to develop factors which determine whether manual or various types 
of mae shine operations are the most economical in specific situations. 
{nd we are giving attention to the economies that may result from 
that. 

Mr, Priiies. That is a rather lengthy reply to the question I 
asked. It is very interesting to me to see the number of idle IBM’s 
I see as I go through these agencies. 

Mr. Frese. The IBM, of course, is not the only machine. 

Mr. Puiuuips. No. 

Mr. Frese. ‘There are many others. Application of machines to ac- 
counting operations can result in substantial economies in proper 
circumstances and, on the other hand, be very uneconomical in others. 
| could give you specific examples of both. 

Mr. Pires. do not want to spend too much time on this, except 
to say, that in walking through different agencies, I have seen a lot 
of statistical machines standing idle. You are not going to see any 
particular economy result in a ood many of these Government agen- 
cles as long as that is the case, especially when they are under contract 
to the Government or the agency. 

If they would use them under some arrangement the same way on 
an hourly basis or something like that, they could use one machine 
where presently they are using two. 

Mr. Werrzet. There are two recent instances where we have recom- 
mended to agencies that they discontinue the use of punched cards. 
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Mr. Puituirs. That does not answer my question. All I am suggest 
ing is that that is a field for you to look into, if you have not alres dy =| 
done it. 


COOPERATION FROM AGENCIES ON IMPROVED ACCOUNTING SYSTEMS 


At the bottom of page 3, it is a pretty well established axiom of the 
accounting profession, which I do not need to tell you, that you can 
have the finest report in the world bound in a nice embossed cove 
and, if industry or business does not use it, it is no better than the 
poorest report that could be made. 

I ask you what evidence you have that agencies of the Government 
are using the contribution of accounting to better management, 1 
connection with your statement “The adoption of the principles and 
standards by the agencies can only result in better accounting and 
financial reporting throughout the entire Government.” What evi- 
dence do you have that they are actually using these principles and 
standards ¢ 

Mr. Warren. My information is that we are getting cooperation 
from practically all departments and agencies of the Government in 
this accounting program. I might say the new Director of the Budget 
is one of the persons vitally interested. I have with me a question and 
answer pamphlet about the joint-accounting program which the new 
Director of the Budget has sent out to all department and agency 
heads. I might present the pamphlet to the committee. It is very 
short. 

Mr. Frank L. Yarers. I think perhaps one reason we are getting 
cooperation from all the departments in adherence to these standards 
and principles is that we made them a party to the consideration and 
preparation of the standards and principles. 

Mr. Puiures. That is very helpful. 
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Now, Mr. Keller, you made the statement that 70 of the 72 agencies 
of the Government had done something or had not done something, 
and on page 4 the Comptroller says, “There are some 64 Government 
corporations that must be complete ‘ly audited each year.” That raises 
this question: How many agencies of the Government are there; how 
many separate agence ies or se parate bureaus of departments are there 
which act as disbursing offices or are compelled to keep accounts in 
which you might have some interest ? 

Mr. Kevier. There are over 70 major departments and agencies. 
Of course you can break a large department down to several hundred 
different activities. 

Mr. Putuirs. Are the Comptroller’s 64 in your 72? 

Mr. Keuier. That figure is the number of Government corporations. 
They are included, but if the corporation is under a department it is 
not counted separately. For example, there are over 50 corporations. 
I believe, in the Department of Agriculture. 

Mr. Puiires. Give me again just what you think is the total num- 
ber of offices in the Government that keep records, disburse money. 
or do something for themselves. Even inside the Pentagon there 
must be disbursing offices or statistical agencies in which you have 
some interest. 
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Mr. Ketier. Thatisright. If you count on the basis of the number 
that keep separate records for themselves, it would run into several 
thousands, 

Mr. Warren. I might say there were at one time 101 Government 
corporations. ‘The General Accounting Office has been against the 
creation of Government corporations except where absolutely neces 
sary. There are some activities that should never have been corpora- 
tions. The only reason the corporate setup was used was to avoid 
having payments made subject to disallowance by the General Ac 
counting Office and, prior to the enactment of the Government Cor- 
poration Control Act, to avoid submitting a budget to Congress. The 
Government Corporation Control Act which placed the corporations 
under budget and audit control was spearheaded by the General 
\ccounting Office. We were relied on as the principal witness by both 
Houses. The act was passed over the bitter opposition of some of the 
corporations. 

But I think there should be—and now is a good time to do it with 
things changing—a thorough consideration of the whole question of 
Government corporations and whether they are actually needed 
operate this Government. 

Mr. Putts. That is a good suggestion. 

Mr. Warren. That is where a lot of your money goes down the 
drain. 

Mr. Putts. Perhaps you should make some sort of memorandum 
as to where to begin to look for the dead bodies. 

Mr. Werrzet. We have made recommendations in a number of cases 
for the return of capital investments in corporations. In recent hous- 
ing legislation which was acted on by both the House and the Senate, 
provision is made for the return of about $8 million to the Treasury. 


IMPORTATION OF LOW-GRADE WHEAT 


Mr. Puitiirs. On page 5, about halfway down, I am very much 
interested in this matter of the refund of $350,000 by exporters, and 
| want to know on what grounds you got back $350,000. 

Mr. WerrzeL. | happened to appear on that before the Senate 
Agriculture Committee last month, and we went into it rather fully. 

The General Accounting Office, in the course of its audit of the Bu- 
reaxu of Customs, discovered the importers were bringing in millions 
of bushels of Canadian wheat which, under the customs regulations, 
was technically classified as unfit for human consumption. The wheat 
came in at a low tariff rate; yet, after coming in, it was commingled 

th good wheat, sold in the usual course of trade, and milled into 
flour. It even served as the basis of a subsidy paid upon export under 
the International Wheat Agreement Act. It discovered that some 
of this wheat had been exported by the Commodity Credit Corpora- 
tion itself, which had claimed and received reimbursement from Inter- 
national Wheat Agreement funds. 

At our instance, the Bureau of Customs and the Agriculture Depart- 
ment both began rather thorough investigations which are still in 
progress. After about a year’s study the Bureau of Customs put out 
tentative requests to the importers to see what could be done about 
it, to identify this wheat in coming in so that it would retain its 
identity, either by requiring a certificate that the ultimate use would 
not be for human consumpton or by any other method feasible under 
existing law. 
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Just before the hearing in the latter part of January. the Bureau 
of Customs renewed the invitation to the importers. Very few re- 
sponses have been received. The Bureau says it is very difficult to 
find any way which will keep this wheat identified after it comes in, 
because as a practical matter the wheat can be used for human con 
sumption; provided you do not use too much low-grade wheat, it can 
be mixed with good wheat and made into flour, when its identity be 
comes lost in the total amount of wheat. 

Back in 1935, when the existing procedure was adopted, of consider 
ing wheat containing 30 percent damaged kernels unfit for human use, 
that practice was not followed to any appreciable extent, and the De 
partment of Agriculture so advised the Bureau of Customs. After 
ward the Bureau discovered that importers had been engaging in that 
practice. While under a Presidential proclamation the importation 
of good wheat is restricted to 800,000 bushels, the problem is that this 
damaged wheat is being imported, a low tariff rate is being paid, and 
the Government is being deprived of revenue. It is going into regular 
channels and competing with good American wheat, the price of 
which is being supported by the Government. 

Mr. Kruecer. How much of that wheat comes in ? 

Mr. Werrze.. About, I believe, 25 to 30 million bushels a year dur 
ing the period we studied. I have a statement here on it. 

Mr. Exwis. It is significant that the amount imported has gone up 
several thousand percent in the last 2 or 3 years. It was less than a 
million bushels 3 years ago. 

Mr. Yares. How is it comingled? Is it done by the importer, by 
the public-storage people in the States; how is it done? 

Mr. WEITZEL. It is done by the importer in some cases. We made 
an analysis of two areas, Buffalo and Duluth-Superior. In some cases 
it was sent on by the importer through regular trade channels, and in 
some cases it was sent under bond direct to Gulf-coast ports and there 
ordered mixed by the warehouseman who got the wheat to store from 
the shipper, and then certain shippers ordered the warehouseman to 
mix part of that wheat with good wheat which was in the warehouse. 
Now, the Commodity Credit Corporation and the Department of Jus- 
tice, both, at this time, are investigating that very practice; but, in 
the meantime, the imports of this damaged wheat have increased from 
77,000 bushels in 1948 to 26 million bushels in 1951 and 27 million 
bushels in the first 11 months of 1952 

Mr. Puturs. Who is working on it now? 

Mr. Werrzev. The Department of Agriculture compliance and in- 
vestigations groups are working on it, and we are observing it. If 
there are any gaps left uncovered by the people working on it, we 
will pick them up, and we are scheduled to make a report back to the 
Senate Agriculture Committee. 

Mr. Yares. Is the practice a violation of law? 

Mr. Werrzev. We cannot say the duty is improperly paid. In 
other words, the technical classification is complied with on imports. 

Mr. Yares. Is it a violation of law to mix wheat which is marked 
“Unfit for human consumption” with wheat that is used for human 
consumption ¢ 

Mr. Werrzev. It is not, as far as we can determine, because the 
\griculture Department and the Food and Drug officials have passed 
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this wheat as actually fit for human consumption. There is no dan 
ver, as far as we can determine, in using it for human consumption. 
~ Mr. Pumuirs. Is that a violation of any regulation ¢ 

Mr. Werrzex. It is not a violation of the regulation. It is a com- 

mon trade practice. We feel the regulations simply have not kept up 
with technical improvements. We are operating under regulations 
sued in 1935, and we are in 1953. The millers apparently found, 
although there was conflicting testimony, ways to increase tremend 
ously the proportion of damaged wheat, largely shrunken kernels due 
to freezing. which could be mixed with good wheat. 

Mr. Yares. Why could not the Bureau require a designation of 
wheat which is used in flour that so much is fit for human consumption 
and so much is unfit for human consumption ¢ 

Mr. Werrze.. We believe the only way would be by changing the 
proportion of mixture that would be permitted, so that wheat which 
was of a certain degree of damage or a certain type of damage would 

ot be entitled to this low rate. The Government is limiting the im 
portation of good wheat to 800,000 bushels annually by Presidential 
proclamation. Of that amount practically all comes in from Canada 
and is consumed in the neighboring areas, but there are 25 million or 
30 million bushels of damaged wheat which is used with good wheat; 
so that it is defeating our own restrictions. 

Mr. Yares. Is it priced the same as good wheat ? 

Mr. Werrzer. It is not priced the same as good wheat. One of the 
things we found out was that this wheat, which was perhaps worth 
51.60 or $1.80 a bushel, was being imported at a low tariff rate. It was 
being mixed with good wheat which was shipped out. Under the 
International Wheat Agreement, a subsidy based on a domestic price 
of $2.50 a bushel was being paid for that wheat. 

Mr. Krurcer. That was a pretty good profit. 

Mr. Werrzen. A pretty good profit to somebody. 

Mr. Ex.is. To supplement the answer to Mr. Yates’ question, as I 
understand it, if the wheat were going to be mixed, the Bureau agreed 
to take off the label “Unfit for human consumption.” 

Mr. Yates. When you say “Bureau,” whom do you mean / 

Mr. Exxis. I am not certain exactly who it was, except it was agreed 
somewhere between Agriculture and Customs that the label did not 
need to remain on there after the goods had gone into flour. 

Mr, Puituirs, When you say “Bureau,” you mean the Bureau of 
Customs ¢ 

Mr. Exuis. And also the Department of Agriculture. 

Mr. Puiuirs. Mr. Ellis does not know whether the idea originated 
with the Department of Agriculture or Customs or whether it was by 
agreement. 

Mr. Etuis. But, at that time, the label was not there. 

Mr. Weitze.. I would say the Bureau of Customs agreed to that. 
But, in fairness to the Bureau, the Bureau indicated that was only on 
certain manifests. Perhaps the individual importers and the Customs 
Bureau understood this term “inedible wheat,” but it bothered people 
to see “inedible wheat” being shipped and then mixed for human 
consumption. So, the Customs Bureau agreed to this. 

The duty on good wheat is 21 cents a bushel; the duty on so-called 
inedible wheat is 8 cents. 
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Mr. Kruroer. You can see, with the label removed, the high tariff 
would apply: would it not? 

Mr. Werrze.. The difficulty there is that under numerous decisions 
of the courts it is the characteristic of the commodity when it is 
brought in; it is the classification of the commodity when brought in 
that counts and not the ultimate use that is made of it, although we 
feel that is something which needs to be examined into. 

Mr. Anprews. For all practical purposes, it was low-grade wheat 
only for tax purposes, 

Mr. Werrzex. That is just about it, and we feel, if that was recog 
nized, something would be accomplished. The regulations provide 
that 30 percent or more damaged kernel wheat is classified as unfit for 
human consumption. Perhaps the Customs Bureau could raise that 
percentage. That is an administrative ruling. Or perhaps the law 
should be changed to require a showing of the ultimate disposition. 
Actually, the President could have issued a proclamation limiting the 
importation of this wheat. 

Mr. Pours. Mr. Weitzel, was this entirely a matter of damaged 
wheat, or was there some influence in the picture because of the excess 
of wheat ? 

Mr. Werrzev. As far as we are able to determine, this was entirely 
a matter of damaged wheat. But a good deal of damaged wheat. ap- 
parently originating in Canada in those particular years was brought 
in and used for domestic consumption, some going into use for animal 
feed and paste but millions of bushels being used for human con- 
sumption. 

Mr. Krvuecer. That wheat was mostly frost-bitten wheat ? 

Mr. Werrzev. That is correct. 

Mr. Puiturrs. All this started with my question of how did you 
get the $350,000 back. Was it just by presenting this situation to the 
exporters ¢ 

Mr. Werrzet. When brought to attention, the Department of Agri 
culture tried to tighten up on the situation and apparently got in 
communication with the trade. Several concerns in the trade have 
made voluntary refunds. 

Mr. Yates. What is the entire amount ? 

Mr. Werrzev. They made voluntary refunds of the amounts re- 
ceived, apparently, under the International Wheat Agreement. That 
is the subsidy payment. It is the difference between domestic cost 
and the export price under the International Wheat Agreement; that 
is, the cost of domestic wheat compared with the International Wheat 
Agreement price. 

Mr. Puiuirs. If they had not made voluntary reimbursement, 
would you have had authority to get it back ? 

Mr. Werrzen. That would depend on whether the payment was il- 
legal. People in the trade, of course, claim they had no knowledge 
that this wheat was foreign wheat. They were flour mills that 
bought the wheat from the importers. Even the Commodity Credit 
Corporation found some of this wheat mixed in their own stock and 
shipped abroad. 

Mr. Puiiures. I want to say this about the situation, that for a 
long time this method of distributing wheat of inferior quality has 
been a method to avoid embarrassment to wheat in a surplus category. 
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France went all through this about the same time our method started, 
ind France went to the extent of coloring the grain so as to identify 
t. I should say, also, it did not have very much of an effect even 
then; they went right ahead and used the grain, anyway. And the 
first thing, in the trade papers of France, black-market wheat was 
being quoted on the same page and virtually right below the regular 
quotation. It was evidently not possible to impose price fixing. They 
idopted the American word for it and, instead of calling ‘it black 
market, they called it gangster wheat. 

Mr. Jonas. Have you heard whether this practice has been stopped ? 

Mr. Werrze.. The Commodity Credit Corporation has certainly 
endeavored to stop the practice as far as concerns the payment of sub- 
sidies for exporting damaged wheat. That is a violation of the Com- 
modity Credit Corporation regulations. Their regulations say sub- 
sidies will be paid only on domestic wheat and domestic flour, and it 
was a violation to pay subsidies on imported wheat. The exporters 
have claimed it was an unintentional violation. The practice of im- 
porting damaged wheat, as far as I know, still goes on. 

Mr. Puttuirs. My next question is just a paragraph below. I am 

oing to invade the field of my legal colleagues now. 

About 17 years ago, Mr. Warren, we began to codify all of the laws 
of the State of California and why they should ask a statistician 
instead of a lawyer to handle all of the bills I do not know, but I 
handled all of the bills. 

We found there were statutes in California passed during the life 
of the State which were now being interpreted exactly opposite to the 
original intent or the purpose of the original statute when it was intro- 
duced, and you just said in this line of your statement that in the 
Bureau of Land Management there was a misinterpretation of the 
statute. [am wondering whether you found anything in the situation 
which would cause you to suggest anything that this committee should 
KhHoOw or do. 

Mr. Ketuer. In this particular case, there was involved a distribu- 
tion to counties of revenues from timber sales. The proposed distribu- 
tion had been made up, and the GAO auditors checked it over before 
payment. As I recall, the proposed payment was around $765,000. It 
was reduced to less than $50,000, 

Mr. Puitips. This, perhaps, would be a little simpler way to put 
the question, 

When you find out something like this which involves the interpre- 
tation of a statute which might possibly require legislative action 
to clarify it, clo you just make those suggestions in your annual report 
to this committee, which is a budget committee, or do you notify 
the legislative committees ? 

Mr. Warren. We notify the legislative committees on all cases 
deemed of sufficient importance as well as the Appropriations 
Committee. 


DIVISION OF AUDITS 


Mr. Puuuirs. Now, Mr. Ellis, coming back to my question to you, 
you say, “Our people visited 691 different Government offices.” How 
does that compare with your statement of a couple hundred offices 
in which you would be interested ¢ 
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Mr. Ex.is. If we went to every field office in the United States 
under every different department and every different setup, literally 
they would run into the thousands. 

Mr. Putixres. But those individual field offices involve some pretty 
bad headaches before this committee. 

Mr. Extis. Absolutely. 

Mr. Pritsirs. Each of them is autonomous in its operations, in 
its purchase operations, accounting, and expenditure operations. | 
mean payroll operations. And whether you went around and looked 
at them or not, I asked how many there were. 

Mr. Lone. I believe honestly we would have to say we do not know. 
In our audit work, the audit is aimed at an accounting entity, for 
example, a partic ‘ular agency or identifiable fund. As Mr. Keller 
pointed out, the Department of Agriculture has over 50 Government 
corporations as well as other activities. 

Mr. Puitiies. Do you think you have reached all of the places 
that are sufficiently influential or sufficiently important to control 
expenditures of all of the several thousand by visiting 691 or Mr. 
Keller's couple of hundred ? 

Mr. Lone. The 691 actually are particular establishments in geo 
graphical locations around the country where investigations were 
conducted. 

My answer to your question would be “No.” We have no assurance 
that we are hitting all of the spots which we should hit. Obviously 
we canont hit every spot. We want to hit what we can by starting 
at the top and breaking it down into its component parts, such as those 
areas which need survey work or where trouble spots exist, and we 


will hit those spots. 

Take an agency like the Commodity Credit Corporation. It has 
five important field offices. We would hit those five in 1 year, but 
the operating programs of the Commodity Credit C orpaetion might 
be hit on a cycle basis over a period of 3 or 4 or 5 years 


SURVEY OF HOSPITAL CARE FOR VETERANS 


Mr. Puitutrs. Now I will go down two paragraphs. This has to 
do with your investigation of 6,500 cases of claims for dependents in 
the Army. I am not referring to that, but I am referring to a some- 
what similar situation in the Veterans’ Administration. There are 
veterans presently receiving treatment in veterans’ hospitals who have 
signed an affidavit that they are without funds. Under the regula- 
tions, the veteran who is without funds and will make an affidavit to 
that effect is entitled to hospitalization. 

I ask you as a matter of interest to this subcommittee, have you ever 
thought of checking any of those statements that they are without 
funds? 

Mr. Warren. We have done it. 

Mr. Prius. Have you ever issued any report on it ? 

Mr. Warren. Not as yet. 

Mr. Exxis. That will be ready in a few days. The draft has been 
completed, and it will be ready for consideration the first of the week. 

Mr. Puitirs. Mr. Comptroller, we are gathering a great deal of 
information and material on this whole subject of expenditures i in the 
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Veterans’ Administration and when you have the information I wish 
you would see that it is given as quickly as possible to all of the mem- 
hers of the subcommittee. How quickly could you get me the material, 
even though it is not all typed and bound ? 

Mr. Exuis. By Friday. We now have available an immense amount 
of data and can pick out of that whatever you want. 

Mr. FRankK. £ Yares. In conjunction with the investigation of 
payments of dependent allowances, there have been a number of cases 
—whether enough I am not prepared to say—where the Departments 
ave taken disciplinary action after receiving our reports. 

Mr. Warren. I told this subcommittee last year that a few first- 
class courts-martial will cure that situation more than anything else 
n the world. But that course of action seems to have gone out of 
vogue now. 

Mr. Pinups. T will jump over this matter of the golf course to 
ask you on page T what you mean when you say 577,000 claims “were 
received”, 


CLAIMS DIVISION 











Mr. Warren. That means 577,000 claims were filed with the General 
Accounting Office. They were claims both for and against the 
Government. 

Mr. Frank L. Yates. Those were claims received for consideration. 
They were filed either by a department or by individual claimants. 

Mr. Puiuips. That is not entirely clear. What do you mean by 
“claims” ¢ 

Mr. Frank L. Yates. Claims of individuals who fee! that the 
Government owes then money; or cases where it is believed an indi- 
vidual owes the Government money. We handle both. 

Mr. Putiures. By civilians? 

Mr. Frank L. Yares. Yes; by a civilian contractor or corporation, 
also, by military and civilian personnel of the Government, and any- 
one else who deals with the Government. 















ASSISTANCE TO CONGRESS 






Mr. Puiies. On page 9 you very properly note the work you are 
doing for Mr. Taber and for members of the Appropriations Commit- 
tee, and I want to say that the report on the Atomic Energy Commis- 
sion has now been received by us. 

Mr. Werrzev. The report was sent up about the time this session 
began, to be exact, on January 23, 1953. 
(Discussion off the record.) 















CONSTRUCTION OF GOLF COURSE BY THE AIR FORCE 






Mr. Puiuirs. Now please turn back to this matter of the Air Force 
spending $66,000 on a golf course. It is very important—do not mis- 
understand me—but it is small compared to the terrific wastes that 
have taken place in the building of airports in France and North 
Africa and elsewhere and in the building by the State Department and 
other agencies of Government of housing at Bonn and at Frankfurt 
and in that area. Mr. Thomas was there and has seen them; I was 
there and have seen them. 








742 
CONSTRUCTION IN EUROPE 


I brought back with me from Frankfurt last year a few prints 
showing the floor plans of these houses that have “bi nD built for per- 
sonnel, both officer personnel and enlisted personnel, and in words 
which became famous last fall on an entirely different matter, “They 
never had it so good.” There were very few of them who had lived 
in apartments of that size and construction prior to going over there 
to live in Frankfurt or Bonn. 

I may also say, having spent something over 3 weeks in that area, 
within a very short distance of Bonn, that we did not gain anything 
in the respect of the Germans anywhere by our construction work at 
Bonn, or the construction work at Frankfurt or any other city. 

Now, at some of those airports. The trouble, Mr. Comptroller, was 
that we had to use European contractors. Actually, in a sense, it 
was a Government job, and the contention of our construction oflicers 
on the spot was that they were not permitted to use the same inspection 
methods either for material or construction work that they would have 
expected to use in this country for an airport of that kind. 

And I am personally familiar with the situation in North Africa, 
where it was the contention of some very high oflicers that the field had 
actually been located in the wrong place the first time. The engineers 
did not want to put it there, but the Air Force felt it was an emer 
gency and they might have to use the airport quickly, and they in 
sisted on getting the work under way at a tremendous cost to the 
United States taxpayers. 


EUROPEAN OFFICE 


You mentioned procurement, with which I also had some experience 
over there in an emergency, and you mentioned that the staffing job 
has been difficult. 

So I ask you these questions. First of all, is your staffing job 
difficult because you have to get men, not only auditors, investigators, 
and accountants, but anyone, who can spe: ak the language / 

Mr. Warren. The language matter is he Ipful but the main point 
is you can ‘t send a boy to do a man’s job. We opened the Paris offies 
on August 1, but it was late fall before we got an appreciable num 
ber of people over there. 

Mr. Pruueirs. Then it is a matter of time rather than of staffing! 

Mr. Warren. No. We have had the greatest difficulty in getting 
people who want to pick up and go over there, men wt ith families 
think twice before agreeing to go. Also, we must choose them with 
the oreatest care. Everyone we send over must be screened. Wi 
have an excellent man in charge. He is one of our career men it 
the Office, Mr. Domers. We feel it is absolutely essential that we 
have people who know a great deal about Government and about th 
General Accounting Office. 

I told this committee, of course, we could hit only the high spots 
and that we would have a small office. At present there are 27 peo)le 
from GAO over there. 

Mr. Pururrs. Are you satisfied with the GAO program in Europ: 
basically ? 
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Mr. Warren. Mr. Domers returned to Washington last month and 
went over his prepared program. I think it is satisfactory. It may 
have to be adjusted depending upon what comes up. 

Mr. Puitiies. How many inen are you asking for next year, and 
how many do you have now? 

You are asking for an additional $162,000 for an average number 
of 40 as opposed to an average of 15 now. 

Mr. Feeney. Right now we have 27 men assigned in Europe. Dur 
ing 1954 we expect to reach 58 with an average number of 40, 

Mr. Puitures. Does that include the men who work on European 
problems but work in the United States? 

_ Mr. Feenry. No. Only those stationed abroad. 

Mr. Warren. We were requested by this subcommittee to open up 
a European office. 

Mr. Puiiurres. That is correct. 

Mr. Warren. We told you we had been considering it for some 
time. We told you also that it required high-grade people over there, 
and we would need additional money, but you did not give us the 
money In 1953. 

Mr. Puiiures. We gave you $157,000. That used to be money. 

Mr. Werrze.. This subcommittee did give us the money, but in 
conference it was resolved that we should open the office and absorb 
the cost. 

Mr. Pritures. Next year you want $319,000 really to provide 25 or 
30 additional people ¢ 

Mr. Werrzen. ‘That is right, to provide for an average of 40 in- 
stead of 15, 

Mr. Puiiuirs. My thought is that there are very few places where 
you could make a better showing, after spending several months in 
Europe in the last few years, than in some of our expenditures abroad. 

Mr. Warren. We think that, too. 

Mr. Pumures. Will it require legislation? I mean, is this a legis 
lative matter, or can you use the ordinary accounting methods of the 
GAO? 

Mr. WARREN. So far as I know, we do not need any additional legis 
lation, 

Mr. Pritires. You persuaded the Air Force to discontinue a dis- 
bursing officer in Paris and to make its disbursements through the 
Army disbursing oflicer. My observation, I say seriously, of what is 
called “unification” in the military services means that each one of 
the branches of the service now must have anything that any other on 
has orever has had. That is what is known as “unification,” 

Mr. Frank L. Yares. I am afraid you are right. 

Mr. Puiwuirs. I feel there is a great field for your efforts in just 
what you have done in Paris. Could you start with the State De 
partment, or is that too big for you? 

Mr. Warren. Of course, State is a very farflung empire, as you 
gentlemen know. j 

Mr. Primus. “Empire” is correct. 

Mr. Warren. Of course, we are spread thin. Now, we had no 
right to require the Air Force to discontinue its disbursing office, but 
with some pointing up of the facts by us they did it. We do ‘not 
expect to get all of our problems solved that easily. In some cases 
the departments just won’t move. 





744 


PROBLEM OF CONGRESSIONAL CONTROL OVER EXPENDITURES OF THE 
GOVERN MENT 


Mr. Puiutrs. Coming now specifically to housing projects like 
those at Frankfurt and those at Bonn, the expenditure of money for 
the necessities of the circumstances seem to be away out of proportion. 
Is there anything we can do except to complain after it is all over 
and the money is spent and the houses are up? Is there any way 
we can go back to the source and put up houses that are in some way 
comparable not only to the living sicediihdels of the nation in which 
they are put but the living standards of the people who are going to 
occupy them / 

Mr. Warren. Just recently I was briefed on the Bonn report. 
Frankly, I was appalled at some of the things I was told, and at some 
of the illustrations that accompanied the report. Whether anything 

can be done about it, I can’t answer right now. Something certain] 

should be done. One possibility would be to put the agencies on 
notice that they are expected to give this committee more information 
as to their pl ins in advance of the execution of their programs. 

In the last analysis, so many of these cases go right heal to adminis 
tration—to the people who administer these programs and who spend 
the money, and to the sweeping powers given them under the laws. 
The things we have seen in many cases show conclusively, gentlemen, 
just how Congress has sat here over the years and given up contro! 
of the purse. But even in cases where congressional control is not 
given up the departments and agencies sometimes go merrily ahead, 
ignoring what Congress has decided. One instance was the action ot 
the Secretary of the Navy on the Fallbrook area in California. Con 
gress had specifically, in the plainest language in the world, stated 
the suit should not go forward. The Secretary and his associates 
came in personally and talked over the matter with me and we tried 
in every way possible to discourage him from violating the plain 
provisions of the law. Later, he submitted the question and we ruled 
he could not proceed with the suit. He went ahead anyway. 

Mr. Anprews. What did he do‘ 

Mr. Warren. He went ahead with a lawsuit out in California afte: 
Congress had specifically indicated in an appropriation bill its inten 
tion that the case was to be, and after a decision by GAO, discontinued, 
which is binding and conclusive on the executive branch of the Govern- 
ment. It wasa flagrant case of direct violation of the will of Congress. 

The other case involved the Department of the Interior in building 

. powerline project on the North Carolina-South Carolina border. 
P robably you have heard something about that, Mr. Jonas. 

These are cases that just show how, in some cases, the will of Con- 
gress is completely ignored by the executive branch. 

Mr. Anprews. What can Congress do about it? 

Mr. Warren. One thing is that C ongress has to spell out things 
more, and then insist that your instructions are carried out. 

Mr. Anprews. If we spell them out and they ignore our instruc- 
tions, then what can be done? 

Mr. Warren. You are the legislative body, and that is up to you. 
I do not say that shortly. I mean this becomes your problem. 

Mr. Puiurrs. What the Comptroller General is saying is that the 
general manager of a business, the chairman of the board, does not 
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usually ask the accountant how to manage his business. He has to do 
that himself and learn it the hard way. Is that right? 

Mr. Warren. Right. 

Mr. Prituirs. Now we will turn to pages 1 and 2 of the justifica- 
tions. I do not think that is a duplication of what you said in your 
report. We have already put in parts of pages 3, 4, and 5. 

(The matter above referred to 1s as follows :) 


GENERAL ACCOUNTING OFFICE 


PROGRAM AND PERFORMANCE 


The estimates for the 1954 fiscal year are $60,000 less than the amount appro 
priated for 1953. The budget policy applied in the preparation, review and 
evision of our 1954 estimates can best be stated by quoting from the letter 
dated January 8, 1953, from the Comptroller General to all Members of Congress 

“The General Accounting Office is in the legislative branch. It is the agency 
if the Congress to audit and settle accounts and claims of the Government, and 

» advise und assist the Congress and the departments and agencies on matters 
elating to public expenditures. The Comptroller General is appointed for a 
term of 15 years and cannot be reappointed. He can be removed from office 
only by the Congress. 

“IT have said on a number of occasions, and I have no hesitancy in repeating 

at this time of intense discussion of budgets and expenditures, there is not 
i department or agency in the Government that cannot reduce the number of 

s employees, providing there is a will to do so. It is not an easy job, even if 
vou have the will, but I think the results we have achieved in the GAO without 

y mandate from the Congress furnish ample proof that it can be done. In 
April 1946, the number of our employees reached a peak of 14.904. There wer 
6,204 employees on January 1, 1953. This is a reduction of 8,700 or nearly 60 
percent in the last 7 years. Of this number, 779 were transferred to the Post 
Office Department. 

“Our accomplishments in reducing personnel have been brought about by con 
stant surveys of our work and the elimination of procedures which serve no use 
ful purpose under present-day conditions. In cases where changes were needed, 
but legal obstacles precluded them, we asked and received from the Congress 
revisions in the law. In bringing about changes we have always tried to make 
ure there would be no loss of control of public funds. There has not been 
In fact, the revised procedures are enabling the GAO and the Government 
geherally to do a far more competent job. 

“I know statistics are dull but these will give some idea of the volume of our 
work last year: 21,000,000 vouchers audited ; 508,000 claims settled ; 264,000,000 
checks reconciled ; 12,000 decisions rendered to departments, agencies, claimants 
and others; inspections made by investigators of 691 different Government 
offices: 28 audit reports submitted to the Congress, including reports of 1951 
audits of all Government corporations; work on accounting systems done in 
nearly every department and agency of the Government; 820 reports made to 
the Congress and its committees; and 3,500 replies made to individual Members 
of Congress. 

“The GAO has continued to make collections of amounts illegally or other- 
wise improperly paid out far in excess of the cost of operating the Office. The 
GAO is one of the few agencies in the Government that more than pays its way. 
Collections from 1941 through December 31,1952, total over $816,000,000. It is 
a fair statement to say that little of this amount would have ever been recovered, 
except for the work of the GAQ. Naturally, I am proud of this record. But, 
I feel of greater importance is the work the Office is doing to prevent illegal or 
improvident use of funds by the improvement of accounting and auditing 
throughout the Government. 

“In the past few years the GAO has placed a great deal of emphasis on the 
joint program of the Secretary of the Treasury, the Director of the Bureau of 
the Budget, and the Comptroller General for the improvement of accounting, 
budgeting, financial reporting, and auditing in the Government. Equal emphasis 
has been placed on the adoption by the GAO of comprehensive and other on-site 
audits of the departments and agencies. The concepts of these two programs 
were unanimously adopted by the Congress in the Budget. and Accounting 
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Procedures Act of 1950. Remarkable results are being achieved. Although we 
who are working with the programs every day know we are just commencing 
to get beneath the surface of many of the problems involved, actual savings 
already accomplished run into millions of dollars each year. In addition, im- 
proved efficiency of operations in the accounting and auditing fields, which cannot 
always be estimated dollarwise, has been of great significance. 

“With the tremendous growth of Government activities and their supporting 
appropriations, we in the GAO are keenly aware of the financial problems facing 
the Congress. The magnitude of expenditures makes it of utmost importance 
that the Government seek every possible means of obtaining full value for each 
taxpayer's dollar spent. In our work, we are making an all-out effort to create 
a greater cost cousciousness on the part of every department, agency, and 
bureau. This does not only to keeping the public spending within the laws 
enacted by the Congress, but to exposing or better yet preventing extravagances 
which, although legal, cannot be tolerated under present-day conditions. Yet 
you and I both know that economy in government cannot be accomplished by 
any one agency or individual. Each and every officer and employee of the 
Government and each and every citizen must make his contribution, for real 
results can only be achieved through a day-by-day, continuing attack by all of us.” 


Mr. Pures. Then we would like to have this chart set up, just 
very briefly—not broken down by individual jobs but by each of the 
offices on ths chart—showing the number you had last ‘year and the 
number you are asking for this year. 

(The chart was submitted to the committee.) 


SPECIFIC SAVINGS RESULTING FROM WORK OF GENERAL ACCOUNTING OFFICE 


I also think it would be useful to insert most of the pages of 
or savings resulting from work of the GAO contained in the 
justification for the Office of Investigations and Division of Audits. 

(The requested information follows:) 


Office of Investigations, justification—Actual or estimated obligations, personal services 





Average 
number 


Change in 


Number 
salaries 


Net salaries 


235 $1, 498, 000 
246 1, 601, 000 +$103, 000 


(he Budget and Accounting Act directs the Comptroller General to investi- 
gate at the seat of government or elsewhere all matters relating to the receipt, 
disbursement, and application of public funds, and to make such investigations 
and reports as shall be ordered by either House of Congress or by any committee 
of either House having jurisdiction over revenue, appropriations, or expenditures. 

Representatives of the Office of Investigations are regularly engaged in the 
inspection of offices, accounts, records, and practices of officers charged with 
the custody and use of public funds or property, and in the investigation and 
development of facts and information derived from these inspections, from the 
regular audit and settlement of accounts, and from outside sources. Reports 
of weaknesses, shortcomings, or irregularities are made to agency heads when 
appropriate and to the Congress or its committees when necessary, and proper 
corrective measures are suggested. 

In an effort to demonstrate the character and accomplishments in the fields 
deseribed, a number of brief descriptions are being sent out of investigations, 
inspections, and surveys actually handled during the past year and the signifi- 
cant developments in each are pointed up. 

One of the most significant operations of the Office of Investigations of the 
General Accounting Office during the past year was the extensive work done 
at the request of and in cooperation with the Senate Agriculture Committee in 
the examination of the Commodity Credit Corporation. This Office developed 
a large number of cases reflecting losses and spoilage of Government-stored 
grain throughout the country. Extensive shortages and spoilages demonstrated 
amounted to a very large loss to the Government in dollars and substantiated the 
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fact of lax administration, lack of controls, and improper practices with the 
Production and Marketing Administration of the Commodity Credit Corpora- 
tion. The Senate’s interest in this matter was initiated by a general study 
of the operations of the Commodity Credit Corporation in the Dallas area. 
Thereafter this Office developed individual pictures in various parts of the 
United States, mostly in the Middle West. One of the more significant cases 
presented to the committee during the hearings involved the activities of the 
Cargill Corp. at Minneapolis, wherein it was shown how the Cargill Corp. profited 
exorbitantly from sales contracts with the Government and was allowed also 
to exorbitantly profit from its outside market dealings by reason of the fact 
that it obtained advantageous deferment of delivery dates to the Government 
without price reductions which would have been normal and highly justified 
The Senate Agriculture Committee report, after its hearings, was able to point 
up the various errors in administration and irregularities in operation of the 
Commodity Credit Corporation by resorting to the General Accounting Office 
investigations. It is understood that already the Commodity Credit Corpora- 
tion has moved to correct some of the conditions and has even effected substan 
tial personnel changes which were the logical actions suggested by the character 
of the facts demonstrated in our investigations. 

During the past year the Office of Investigations conducted an examination of 
the execution of military housing construction contracts under the jurisdiction 
of the United States Army engineers at Elmendorf Air Force Base in Alaska 
Serious deficiencies and deviations were substantiated, with obvious disregard 
for the specifications and standards undoubtedly the cause. Until examination 
was conducted by this Office, no effort had been made to correct the conditions. 
Investigators of this Office accompanied a special subcommittee of the House 
Committee on Expenditures to Alaska to assist in the hearings in this matter, 
and the General Accounting Office report was fully substantiated. Since the 
overall military construction program in Alaska will exceed a billion dollars, 
including over $200 million for housing construction, the results of the investiga 
tion and later hearings will undoubtedly have a most salutary effect in minimiz 
ing similar poor administration and loose contracting practices in the future. 

An investigation conducted by this Office in 1950 and 1951, assisting the Sub 
committee on Intergovernmental Relations of the House Expenditures Com- 
mittee, of surplus property received by the Bunker Hill School of Aeronautics, 
Inc., in Indiana was the subject of a number of hearings before that committee 
in 1951 and 1952. 'This was one aspect of a general program of examination by 
the committee and the General Accounting Office into the actualities of the 
disposal of surplus to tax-exempt and tax-supported educational institutions in 
the United States. The Bunker Hill case involved an aeronautical school which 
was a private venture. The promoters of the venture utilized the device of 
acquiring property from War Assets Administration on a certification of a local 
tax-supported high school which had no connection with it whatsoever. Officials 
of the school received approximately $35,000 in the sale of some of the airplane 
engines, tools, and so forth, which were part of a great deal of surplus obtained, 
the acquisition value of which was approximately $5 million. At the conclusion 
of our investigation and of the hearings of the committee, a report was rendered 
by the committee for reference to the Federal Security Agency and General 
Services Administration in the matter of recovering the property improperly 
obtained by the school. As of December 30, 1952, two schools officials and an 
Indiana township trustee, who had executed the certification for the officials, 
were indicted by a Federal grand jury on the basis of facts developed by this 
Office. 

One of the more involved investigations recently conducted concerned the 
Veterans’ Administration center at Fort Snelling, Minn. This case arose through 
the interest of individual Members of Congress from that area who had received 
a number of complaints as to inefficiency, discrimination, and misuse of publi 
funds from employees and others at the center. <A full investigation was con 
ducted, broad in scope and complicated in character. Many of the complaints 
were substantiated, and the particularities of bad administration and bad per- 
sonnel practices were developed, on the basis of which the top management 
official was removed and substantial amelioration was effected in operating pro 
cedures, etc. A number of disciplinary actions were taken by the Veterans 
Administration on the basis of reports of this Office when they were brought to 
their attention. 

A recent survey of the various phases of institutional training for veterans 
under the Serviceman’s Readjustment Act of 1944 developed very serious findings 
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which contributed substantially to the formulation of new legislation known as 
the Veterans’ Readjustmer: Assistance Act of 1952. In following up on the 
survey, a number of individual schools were given particular attention and inves- 
tigation. In one institution questionable overpayments, resulting from inflated 
charges to the Government, amounted to approximately $234,000, of which the 
school had received over half before the irregularities were found. In the same 
institution it was found that the school owners and incorporators had also organ- 
ized an affiliate corporation for the procurement and sale of watchmaking tools 
to be used by veteran trainees at the school. Devices were utilized by which the 
school was paid by the Government for tools allegedly, but not actually, issued 
to veterans. Three of the owners were indicted for fraud and have been found 
guilty but were given suspended sentences and heavy individual fines. In another 
similar institution fraudulent overcharges exceeding $160,000 were found to have 
been paid. These overcharges were based on false cost figures resulting in exces- 
sive tuition rates and falsified attendance records. The owner of this institution 
is presently under Federal indictment, and court action will follow in the near 
future. 

At the request of the House Commitee on Expenditures, this Office conducted, 
in 1951, a broad investigation at the State level of surplus property acquisition 
by State and local government educational institutions under Public Laws 152 
and 174 of the Slist Congress. The investigation demonstrated that over $91 
million worth of surplus property was donated by Defense Departments, General 
Services Administration, and other agencies in the years 1949 and 1950. 

It was found that contrary to law much property was acquired on a basis of 
availability rather than of necessity ; that the property was accordingly in excess 
of immediate requirements and was being stockpiled in State and institution 
warehouses. The State agencies frequently had only fragmentary accounting 
records for the receipt, control, and disposition of the property. Much of it 
was resold and the proceeds retained by local agencies and in some instances by 
private individuals instead of being paid to the Federal Government. The full 
report was rendered to the committee with appropriate suggestions as to ameli 
orating legislation and a number of individual matters are being pursued which 
stemmed out of the broad investigation. Copies of reports were made available 
to the General Services Administration and the Federal Security Agency. This 
Office will be glad to assist in any further action by the Congress. The Office, 
of course, will independently pursue all matters of interest in connection with 
the particular subject of property donated to educational institutions as well 
as other aspects of surplus property programs of the Government. 

One of the more striking matters which this Office uncovered within the past 
several months involved the construction of a golf course at a west coast Ail 
Force base to cost in excess of $66,000. Examination of the project showed that 
the golf course was being constructed contrary to Air Force regulations and in 
structions and that the local command had misled higher authority in the Depart- 
ment in obtaining authorization for the expenditure. Construction was immedi 
ately discontinued when this matter was brought to attention. At the same base, 
over $24,000 of appropriated funds and over $16,000 of nonappropriated funds 
were found to be expended or obligated for remodeling a civilian employees’ 
club, again contrary to instructions of the Chief of Staff of the Air Force. This 
matter was brought to the attention of the Secretary of the Air Force and to 
appropriate committees of the Congress. The Air Force has independently 
examined into the matter and made available a report of its investigation to this 
Office, which fails to refute the General Accounting Office findings. 

Another current job done at the specific request of a Senate Subcommittee on 
Lnvestigations involves a survey of Public Health Service hospitals, particularly 
admitting procedures, facility utilization, and collection practices. It was found 
that various types of special study and emergency cases, not actually qualified 
for admission, had received free hospitalization ; that certain seamen beneficiaries, 
not qualified because of excessive wages and monthly income, were nevertheless 
furnished hospital services. Certain State Department Foreign Service personne! 
received hospitalization for illnesses not connected with their employment; that 
wives of military personnel received obstetrics care in the guise of special-stndy 
cases, It was further found that only nominal charges were being made to 
dependents of Coast Guard, Public Health Service, and Coast Guard and Geodetic 
officers for hospitalization. This charge did not cover the cost of subsistence 
In many eases no effort was being made to collect charges for emergency and 
other ineligible patients and no effort was being made to collect from patients’ 
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health insurance, tort fees, or workmen’s compensation claims. Reports on these 
matters have been furnished the interested committee, and this Office will follow 
to assist in any further needs of the Congress in this connection. 

Investigation by this Office has developed the fact that very substantial 
amounts of surplus property and equipment had been removed illegally by 
surplus-property dealers contracting with the Government from the Aleutian 
Islands, after the last war, and transported to Seattle, Wash. In addition, it 
was found that the contractor had submitted a false Claim against the Govern 
ment, since many items claimed as not received by the contractor were actually 
included in his shipments to Seattle. It appears that an amount in excess 
of $1 million is subject to recovery by the United States from the claimant. 
This matter is being closely pursued by the General Accounting Office. 

This Oflice has continued its program in the examination as to the validity of 
payments to dependents of unmarried oflicers of the armed services. Since the 
program was initiated in 1950, over 6,500 cases have been investigated of which 
1,146 have been referred to the interested military departments for collection of 
improper payments, and appropriate disciplinary action was indicated. In the 
cases in which action has been completed by the interested departments, au 
average recovery of $1,700 has been effected. The overall collections either 
actually effected or in precess in the department or the General Accounting Office 
at the end of the calendar year 1952 totaled $799,408.02. In addition, a number 
of matters of interest to the Internal Revenue Bureau have developed out of these 
investigations by reason of which that agency has been able to accomplish col 
lections from individuals because of duplication of claims by officers in the 
sume family or through actual tax-evasion devices. 

A current inquiry on which final reports have not as yet been processed, 
involves the survey of armed services recreational activities in the Hawaiian 
Islands. A great variety of recreational facilities is available at each of a 
dozen or more military installations there. ‘The facilities include athletic 
fields, golf courses, gymnasiums, etc. In addition, the city of Honolulu has sub- 
stantial recreational facilities of a public nature which are available to and 
widely used by the military. 

Four specific military installations are Gperated primarily, if not exclusively, 
for recreation for military personnel and dependents, at an estimated cost in 
excess of $1 million annually. The overall cost of recreational activities described 
is approximately $244 million in appropriated funds. This amount is augmented 
by nonappropriated iunds accruing from Army and Navy post exchanges and 
similar activities. When this study has been concluded, in the immediate future, 
a full report will be made available to the interested congressional committees. 

Within the past few months, representatives of the Oflice of Investigations un- 
covered the fact that a dredge, owned by the Panama Canal Company in the 
Canal Zone, had been declared surplus by that Company and sold, for $415,618, 
to a private company. Within 3 months of the time of the sale, the private com- 
pany sold the dredge to a Brazilian corporation for approximately $1,200,000, 

It was further found that the Panama Canal Company had declared the dredge 
surplus without conferring with its Board of Directors and without formally 
notifying other Government agencies which might have been interested in the 
equipment. Related information was developed to the effect that from 1946 to 
1951 the dredge was being held in a standby condition. In the latter year the 
Company authorized its rehabilitation at a cost of $120,000. Shortly before the 
overhaul was completed, the Chief of the Dredging Division recommended dis- 
continuance since the job could not be justified on an economic basis. In spite 
of this late-in-the-day recommendation, the work was continued and completed, 
after which, as noted, the dredge was declared surplus. It was found too that, 
contrary to established procedures, no final appraisal of the dredge was made toa 
determine its reasonable sales value, and that a higher resale price might well 
have been realized had more interest and better judgment been exercised. This 
matter is being pursued by the General Accounting Oflice with the Panama 
Canal Company to effect any possible recovery and to protect the Government's 
interest. 

Numerous examples of inadequate planning and careless execution of plans 
arise from the inspection operations of this office. Recently, at an Air Force 
base, an elaborate link fence—costing approximately $150,000, with guard towers 
and related installations—was contracted for. In addition, there were a number 
of secondary fences and surrounding individual buildings. After completion of 
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the work, an examination at the base demonstrated that the fence, which was 
constructed apparently for security purposes, is completely without effectiveness 
since the gates giving access to the post are not kept closed and free access is 
available to anyone wishing to enter. The 9 guard towers were constructed at a 
cost of $3,000 each at points along the fence. However, no guards have been 
assigned to the towers, nor are other security measures in effect. Apparently 
the construction was entirely without justification. 

A small incident of the type frequently arising in inspection, and reflecting 
occupational blindness in procurement procedures in defense agencies, concerns 
the purchase of 12 yards of mohair carpet at a cost of $160. The purchase re- 
quest indicated that the carpet was for installation in the airplane of a general 
officer on a post, and it was certified that this was an emergency requirement 
directed by the commanding general. The general officer for whom the carpet 
was purchased informed investigators of this Office that he neither requested 
nor authorized the purchase and that, in fact, the plane would have been better 
equipped for its purposes if a plain rubber runner, costing approximately $20, 
had been installed. A small item but typical of a myriad of such matters en 
countered continuously. 

A recent extensive examination of the receipt, storage, and disposition of 
property at a Navy base reflected a monthly inventory value of between $180 
million and $200 million. Numerous serious instances of lack of adequate 
accounting and property controls, improper storage resulting in damage to 
property, and other highly undesirable conditions were found. In their aggre- 
gate they represented millions of dollars of loss to the Government. The report 
of this examination was referrd to the Secretary of the Navy and to the interested 
congressional committee. As a result, a full examination was conducted by 
the Navy in the light of the General Accounting Office findings and, while tormal 
advice has not as yet been received, Navy officials have stated during recent 
discussions that extensive procedural changes and corrective measures are being 
initiated. 

In connection with inspections of the disposition of surplus property, this 
Office discovered that Federal excise taxes involving millions of dollars were 
not being paid on military surplus being returned from foreign countries through 
commercial channels, as well as on many other articles of foreign origin. Joint 
action by the Bureau of Internal Revenue and the General Accounting Office 
has resulted in collection by the United States of very substantial amount of 
revenue and in the establishment of procedures in other interested Government 
agencies for the detection of similar importations in the future. 

Shocking misuse of military personnel and misapplication of Government 
property were recently noted in connection with an Air Force base inspection 
by this Office. It was found that with full concurrence of the commanding officer, 
an engineer aviation battalion had been detailed to perform an earth-moving 
project for the benefit of a private country club, in consideration of the club's 
contributing to the officers’ club on the base. While the project was not com 
pleted, due to inquiry being made as to its propriety, the commercial value of 
the work actually done amounted to approximately $7,400. The officers’ club 
received a contribution of $800 in consideration of the favor. 

During the past year the Office of Investigations, in following up on a previously 
concluded inquiry into the sale of surplus realty on Long Island, uncovered 
the fact that contingent fees, amounting to $77,000, were paid by the pur 
chaser in violation of a contract covenant prohibiting such payment. It was 
found that the Government had the right to annul the contract upon breach of 
the covenant and to recover the contingent fees. This matter was called to 
the attention of the Genral Services Administration and to the Attorney Genera 
and that case is now in the hands of the United States attorney for action. 

A subject which has been of continuing interest to this Office over a period 
of years is the diversion of revenues emanating from welfare and nonappropriated 
fund activities, particularly in the military services. This matter was the 
subject of a report by the Comptroller General to the Congress in August of 
149 and, during the past year, a spot survey was conducted by the Office of 
Investigations which developed that there had been no change for the better 
in the situation previously examined and reported. A supplemental report was 
made in August 1952 to the Congress suggesting, on the basis of these facts, the 
possibility of clarifying legislation to correct conditions. 
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Division of Audits Justification—Actual or estimated obligations, personal services 


, Average . . Change 
Fiscal year Number nti ber Net salaries | ealario’ 
} 
wes an 3, 100 2 O50 $13. 918, 000 | 
54 3, 200 3. 100 14, 412, 000 | 12494 000 
7 | 
i 


Auditing is one of the principal functions of the General Accounting Office. 
Che Division of Audits carries out this function except for the audit of trans- 
portation payments which is made by the Transportation Division. A review 
f our national budget from the standpoint of total Federal expenditures and 
the worldwide application of funds clearly shows that never before has this 
Office been faced with an audit problem of the magnitude now before it. In fact, 
t can be truthfully said that no agency, government, business, or combination 
of businesses has ever been faced with such an audit problem. 

The two basic purposes of the audit by the Office are to provide a basis for 
ettlement of fiscal officers’ accounts and to determine how well each agency is 
discharging its financial responsibilities. In order to fulfill this obligation, it 
as become increasingly obvious during the past few years that new methods 
ind means must be devised to keep pace with a problem of such tremendous 
proportions. During the past year several fundamental changes in organization, 
policies, and audit concept have been developed and placed into effect. In sub- 
stance these were: 

1. Abolishment of four major divisions of the Office and the merger of their 
functions into a single auditing division—the Division of Audits 

2. The training of personnel to develop a well-rounded staff capable of carry- 
ng out the audit of broad phases of Government operations as opposed to a staff 
imited by experience and training either to the conventional public accounting 
or Government-type audit. 

8. Reorganization of the centralized audit on an agency or activity basis and 
the adoption of selective audit procedures. 

t. Establishment of a more realistic audit program in the Military HEstablish- 
ment, particularly with respect to its procurement program. 

5. Increasing as rapidly as possible the number of agencies under compre- 
hensive or other forms of site audit 

The Division of Audits carries out its auditing activities through its Wash- 
ington staff, 22 regional audit offices, and 3 military central audit branches lo 
ated outside Washington. 

The activities of the Division of Audits fall basically into five general cate- 
gories : 

1. Comprehensive audits 
Other site audits 
Centralized audits of vouchers 
Reconciliation of checking accounts. 

Service of records. 


Ne SO bo 


DIVISION OF AUDITS 


The following examples of current audit accomplishments illustrate these 
points: 

1. Adoption, in March 1952, of one of our recommendations in a repert to 
the Board of Directors of the Panama Canal Company (copies also were made 
available to congressional committees) resulted in reducing the staff of the 
Company’s Washington office from 129 to 7 persons, the procurement staff in 
New York being increased by 19 persons, This action will result in an annual 
saving to the Company of approximately $500,000. 

2. As a result of recommendation reported to the Board of Directors in Feb- 
ruary 1952, a long-range housing construction and replacement program in the 
Canal Zone was cut by the Board from an estimated cost of $80 million to 
840 million, with an annual reduction in operating expenses of at least $1%4 
million. 

3. In reviewing the disposition of wheat imported from Canada under a re 
dueed tariff rate applicable to wheat unfit for human consumption, various find 
ings resulted in investigations being undertaken by the Bureau of Customs and 
Commodity Credit Corporation. Consideration is still being given by these 
agencies as well as the General Accounting Office to the results of these in 
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quiries, A preliminary audit report on this subject was submitted to the Con- 
zress in November 1952, and, although the full implications are not yet developed, 
one milling company recently refunded voluntarily to Commodity Credit Cor- 
poration $112,000 representing export payments received by them on Canadian 
wheat exported under the International Wheat Agreement. 

!. During the current audit of the Bureau of Land Management, we brought 
to the attention of Bureau officials a misinterpretation ot a statute governing 
the distribution to certain Oregon counties of revenues from timber sales, As 
a result, the amount to be distributed was reduced by some $719,000. 

In carrying on our current study of procurement policies and practices in the 
Ordnance Corps of the Army, we have written over 300 letters to various mili- 
tary offices raising specific questions and calling attention to weaknesses en- 
countered, Some of the weaknesses to which we have called attention: hasty 
and uneconomical procurement, lack of realistic negotiation of prices, inade- 
quate evaluation of reasonableness of costs submitted by prospective contractors, 
lack of proper evaluation of extent oi risk assumed by contractors in arriving 
at profit rate in certain contracts, payment of widely varying prices for identical 
items, improper use of Government-furnished materials and plant-rearrange- 
ment factors, thereby unduly giving advantage to certain contractors, failure to 
give consideration to inventory stocks in purchase of certain components, and 
failure to maintain proper files dealing with various procurement actions. 

As a result of this effort, there has been a general strengthening of manage 
ment controls in these areas which is of great importance, although it is, of 
course, impossible to assess in terms of dollars. As an indication of the value of 
this work, the Secretary of the Army wrote the Comptroller General on Octobe 
31, 1952, saying, “because of the many specific matters you have brought to ow 
attention which enabled us to take vigorous corrective action, I feel that actual 
savings of millions of dollars have resulted.” Some illustrations of specific 
accomplishments from this work are: 

1. In one contract with a major automotive manufacturer, the original nego- 
tiated price was found to contain a profit factor on plant-rearrangement costs. 
This was brought to the attention of Ordnance officials, resulting, through sub 
sequent negotiation, in the removal of profits on plant rearrangement with a 
saving of approximately $332,000. 

2. In the survey of procurement activities at the Ordnance-Tank-Automotive 
Center in Detroit we found large numbers of old requisitions for automotive 
spare parts being carried as part of the current procurement requirements. We 
pointed out the necessity for reevaluation of the need for the items and the im 
portance of establishing control procedures to prevent the buying of obsolete 
parts. In the succeeding 5 months, approximately 4,600 items appearing on requi 
sitions for procurement totaling around $25,000,000 were rescreened for current 
need. Exact figures on the resulting cancellations are not available for the reason 
that they were rescreened by merging them for consideration with current requ 
sitions. However, we understand that a substantial portion of the old requisi 
tions were found to be for items for which there was no longer any need, The 
center has more recently set up procedures for regular followup on the status of 
procurement action on open requisitions, and for comparison of estimated cost t 
actual contract cost These revised procedures should result in a materia 
strengthening of budgetary and management controls over the procurement of 
automotive spare parts. 

3. In the survey of procurement procedures in the Birmingham Ordnance Dis 
trict, we observed that in certain contracts for the manufacture of steel projectile 
bodies the Ordnance specification permitted use of either billet or bar stock steel! 
An inquiry was started to determine whether excess costs were being sustained 
through the payment of bar prices when billets could be used with savings of 
anywhere from $8 to $20 a ton, and also whether bar prices may have been paid 
for billet stock. The inquiry has not been completed. However, the Ordnance 
Corps is now considering the revision of its specifications which heretofore have 
permitted the steel companies to deliver a more expensive type of steel than was 
required for the purpose intended. ‘There is evidence that some steel companies 
have taken advantage of this opportunity and have delivered the more expensive 
har steel when cheaper billet steel would have been adequate. Also, there is some 
indication that billet steel was actually delivered but billed in accordance with 
contract terms as bar steel. In the latter-type cases possible recoveries may total 
several million dollars, 

in addition to accomplishments of the types discussed above, comprehensive 
and site audits also result in collections of expenditures improperly made. Fo 
the calendar year 1952, collections of this type amounted to $5,626,579. 
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Mr. Warren. Elaborating on just one thing that you are putting 
in the hearing, I have said for the last several years and repeated here 
this morning—and it is in this justification—that there is not a depart- 
ment or agency of this Government today that cannot reduce its per 
sonnel if the head of it has the will and determination and, I might 
say, courage to clo it. 

Mr. Puituirs. Anda little help from the Appropriations Committee. 

Mr. Warren. I am delighted to see that the new Director of the 
Budget has practically adopted that line in instructions to the heads 
of departments and agencies. We have done it in the General . 
counting Office by constantly evaluating our methods and seeders. 
The same can be done by everyone if they want to do it. q he trouble 
is that you do not find many who ever want to do it. 

Mr. Puiniirs. We agree with you. 

We observe that you are also adopting some good accounting meth 
ods in your own shop. In previous years, you brought us up as 2 
se ~~ irate items the personnel and the other expenses of the agency, on 

separate pages of the budget, and we now have them on 1 page where 
we can see them together and make a comparison with previous years. 

You are asking next year for $32 million compared to $30.1 million 
received for this year. 

Mr. Frenry. No; as compared to $32,060,000 this year. 


OTHER OBLIGATIONS 


Mr. Puituips. You have to add $1,960,000 to that, and the request 
for next year then is $60,000 less than this year. 


Now, turning to obligations by objects on page 108 of the justi 
fication which we will insert in the record at this point. 
(The information follows:) 


Actual or estimated obligations other than personal services: 


Appropriation or estimate: 
Fiscal year 1953- ae $1, 960, 000 
Fiscal year 1954 2, 200, 000 


Increase - : pr SEs 240, 000 
The estimate of $2,200,000 is $240,000 more than the amount appropriated for 
1053. The comparison by object classification is as follows: 


Increase ( 
‘ | decres 
Object class 95: | 195 | e cea 
~), 195 
over 1953 


Travel $1, 000, 000 $1, 000 +-$100, 000 
Transportation of things 100, v00 | , 000 
Communication services 125, 000 , 000 +10, 000 
Rents and utility services | 230, 000 § 0, 000 20, 000 
Printing and reproduction 150, 000 50, 000 
Other contractual services 100, 000 . 000 
Supplies and materials 180, 000 200, 000 
Equipment 74, 000 24, 000 
Awards 1, 000 , 000 
Taxes and assessments , 000 


Total 000 2% 000 
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Mr. Puturs. Communication services is up slightly. 

How about rents and utility services? Are you using more room, or 
has the rent gone up? 

Mr. Freeney. That is for the increased use of electrical accounting 
machines for reconciling checks, and for the keeping of accounts re- 
ceivable with the various transportation carriers in our Transporta- 
tion Division. 

Mr. Puturrs. In equipment you go up a matter of $50,000. Give 
us an explanation of that. 

Mr. Feeney. We have established 22 regional offices of our Division 
of Audits, and we have 11 regional offices of the Office of Investiga- 
tions. We have also established a branch office in Paris, France, with 
suboffices in London, England, Frankfurt, Germany, and Rome, Italy. 
These funds are to equip these offices. 

Mr. Puts. How about item 15, which is “Taxes and assess 
ments”? That presumably is social security. 

Mr. Freeney. That is right. 

Mr. Puiutres. Why did not you have that in before? 

ir. Feenny. That was under salaries before. It is now set up her 
as a separate item, as required by the Bureau of the Budget. 

Mr. Priures. I believe those are all the questions I have. 

General, did not you receive a letter from the Army commending 
your work in the Military Establishment of the Government ? 

Mr. Warren. I have one here. It is from the Secretary of 
Army, Mr. Pace. 

Mr. Priuirs. Would you like to put that in the record? 

Mr. Warren. I would. 


Mr. Pumutrs. We-will put it in the record and are very glad 
learn that your work there has been commended by Mr. Pace. 
(The letter above referred to follows:) 


DEPARTMENT OF THE ARMY, 
Washington, October 31, 1952. 
The Honorable LiInpsay C. WARREN, 
The Co npt oller General of the United States. 

Dear Mr. WarREN: As you know from our conversations in the past on this 
subject, since being appointed Secretary of the Army I have continually stressed 
the necessity for better management of Army affairs. My goal has been the 
Army’s attaining the most efficient and effective administration possible. 

I feel that the Army has made great strides toward this end, and I believe 
that this progress has been due, in no small measure, to the counsel and assistance 
provided by representatives of the General Accounting Office. An important 
example is the cooperative work being done in the development of an account 
ing system for use by the Corps of Engineers. I am particularly enthusiastic 
coneerning the survey of procurement policies and practices initiated in the 
Ordnance Corps, and [ have been advised that guidance furnished by your rep 
resentatives has gone a long way toward increasing operational efficiency. As 
we all know, the full benefits of your program can never be precisely measured 
in dollar terms. However, because of the many specific matters you have 
brought to our attention which enabled us to take vigorous corrective action, 
I feel that actual savings of millions of dollars have resulted. The spirit of 
cooperation and constructive criticism exhibited by the members of your staff 
have been a constant source of gratification to me and, in this regard, I want 
to express the appreciation of the Staff of the Army, as well as my own, in 
thanking you. 

It is my sincere hope that we may continue to have the benefit of your staff's 
efforts in assisting the Army in obtaining the greatest possible fighting power 
per dollar made available to it. 

Sincerely, 
FRANK Pace, Jr., Secretary of the Army. 





Mr. Prius. This is a continuation of the hearing before this 
committee on the budget request of the General Accounting Office. 
The witnesses have already been indicated in the record during the 
morning session. 


INQUIRY INTO AUTHORIZATIONS FOR FUNCTIONS OF GOVERN MENT AGENCIES 


Mr. Corron. General Warren, you received an inquiry, I believe, 
from the chairman of this subeommittee, which, in the case of your 
agency, is purely a routine function inquiry. But the inquiry had 
reference to the functions of various agencies, whether they were in 
wccordance with the functions authorized by law. 

Mr. Phillips was kind enough to see some merit in sending an in- 
quiry, and IT have had a feeling for some time that, if this committee 
or any appropriation group is going to be able to do anything con- 
structive with the budget, that perhaps in the end one of the first 
things we ought to do is to try to find out whether all of these agencies 
are functioning under authorizations made by law and performing 
functions that are laid upon them, made obligatory by statute; to find 
out how many people are engaged in that function; how much money 
they are spending on that function and how much they are spending 
on what might be termed functions permissive under the statute; and 
what they are doing as a result of practices that have grown up by 
custom until they have become corollary activities. It has seemed 
to me that is about the only reasonable approach we can make in our 
examination of some of these agencies who ought to be able to do their 
work with 90 employees, when they claim they ought to have 120. 
We do not know, and we cannot prove it. but it did seem to me this 
offered some constructive means of trying to examine and find out 
what functions there might be that are carried on by an agency that 
could be cut out entirely. 

All that statement is preliminary to the question I want to ask: 
As your people have been going through the audits in these investiga 
tions, have you been checking to see whether all of their functions are 
under some particular statute ? 

Mr. Warren. Yes. To make sure what they are doing is authorized 
by the Congress. But I think your question, Mr. Cotton, aims at some 
thing much broader and something that I have given a great deal of 
thought to. That is the question of what unnecessary functions are 
being performed by our Government. I was the author in Congress 
of the 1939 reorganization bill. I have lived with the subject for 
several years. There is one point I always end up with. 

That is, the mere grouping of agencies, putting something here that 
used to be over there, or the mere consolidation of age ncies results in 
limited economy, and relatively little is achieved in the long run, 
You have got to get at the functions. That is what is ‘doattig the big 
money. To achieve any real economy there must be reexamination of 
the functions of the Government. Every unnecessary one must be 
eliminated, no matter how desirable it might seem to carry it on. 

We have found some unnecessary operations in our own organiza 
tion. We found functions and outmoded methods that were costing 
us a lot of money, all of which we remedied. In some cases it was 
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necessary to ask Congress for the necessary authority. To repeat, 
I think that is one of the most urgent needs of the Government today, 
a reexamination of every function carried out by all the departments 
and agencies. 

Mr. Corron. I gather that your people, being accountants, engaged 
in an art and looking at figures in these agencies, that you are hardly 
equipped and do not have much time to give attention to whether or 
not an agency in question is engaging in functions that were not di- 
rectly authorized by law. 

Mr. Warren. We always watch for that. 

Mr. Werrzev. I think there is a little bit of need for clarification 
here. Mr. Warren has pointed out that we need this reexamination 
of functions, an examination and a determination to see if they are 
necessary. But he would be the first one to agree that a primary re- 
sponsibility of the General Accounting Office is to determine whether 
the agencies’ policy or programs are within the law. 

In fact there has been criticism of the General Accounting Office 
in the past years that we had our nose so close to the lawbooks that 
we did not see some of the accounting questions. One of the funda- 
mental purposes of our audits is to determine what is the law that 
covers an agency's operation and whether it is operating within the 
law. 

Mr. Corron. I should like to refer to page 85 of your justification. 

Mr. Werrze. Yes. 

Mr. Corron. In which you state, in your justification about what 
you have just stated here. You do have that in mind when you make 
these audits, 

Mr. Werrzex. Yes 

Mr. Corron. Are you finding, or are you failing to find very many 
instances where the work is not authorized ? 

Mr. Werrzet. 7 e are finding them in some cases. Take, for ex- 
ample, the Navy case Mr. Warren mentioned. There was a direct 
violation of the Sasamenld iation act provisions. 

Mr. Corron. That was the Navy 

Mr. Werrzev. Yes. We also have disallowed other expenditures that 
were not authorized by law, either because they were in violation of 
some specific prohibition or because there was no authority in law 
at all. 

Mr. Corron. I think perhaps you and I right at that point are talk- 
ing about two different things. ‘You are t talking about an agency that 
uses money appropriated for certain purposes, or some other purpose, 
while what I have in mind goes even deeper than that. I am talking 
about an agency which was originally created, we will say, to estab- 
lish rates in certain cases, and has grown from that and built up a 
great factfinding bureau, which they then developed into a propaganda 
department, which they might supply even to Members of Congress, 
or maybe ask to render a specific service to the Congress or to the 
President. ; 

Iam talking about where a department or an agency or bureau of the 
Government, which is fundamentally designed to perform a certain 
function, expands its operation, and we may go along with them and 
give them money for this expansion. Have you chec ‘ked into that, and 
have you found any instances of that kind ¢ 
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Mr. Werrze.. We have checked for it, but too often we find that 
either the basic act which authorized the department or agency or the 
provisions of the appropriation acts are so broad that almost anything 
can be done. We were up here 2 or 3 years ago before Mr. Buchanan’s 
lobbying investigation committee. At their request we looked into 
certain expenditures for the Department of Agriculture. We found 
that the department had such broad authority in the dissemination 
of information that it was impossible to say that information they 
gathered and disseminated was not permissible under the act. 

We find the same thing with certain agencies: the Federal Security 
Agency, for example— the law is so swee ping that they can engage in 
all kinds of distribution of information on welfare, health, and re- 
lated subjects. 

We do find that agencies expand beyond what Congress originally 
contemplated. One possible example of that kind we just found out 
recently with reference to the recreation efforts being carried on by the 
Army in Hawaii. 

The Army was set up as a means of combat and defense, but now 
we find over in Hawaii millions of dollars are being spent on recrea- 
tional areas for the Army personnel, just on the basis that the *y are 
needed to develop morale that is needed in the Army personnel, It 
is a situation of sufficient importance to report to you. Mr. Ellis is 
prepared to tell you what has been found. 


RECREATIONAL FACILITIES IN HAWAII 


Mr. Euuis. This is a report primarily concerning the recreational 
activities in Hawaii. 

Mr. Puiuirs. This is for service personnel. 

Mr. Exuxis. Yes; military personnel. This was all established at 
the expense of appropriated funds. The appropriation, however, is 
not x ypang as welfare and recreation. It is all done under the engi- 
neers’ or the military-construction appropriations. 

The : ackivities have been kept up in part from income from opera- 
tion—but about $214 million a year represents the estimated expense 
of operation that is paid from appropriated funds. 

We cannot find any basic statutory authority for such an activity. 
Yet such activities have been carried on by the military for many 
years. 

Mr. Yares. Is that for officers only? 

Mr. Exxis. No; officers and enlisted personnel both. There are four 
different military camps in Hawaii which are operated purely as rec- 
reational facilities. This is quite apart from any incidental facilities 
operated as a part of the regular posts and stations. In fact, the Air 
Force has issued a 45-page booklet entitled “AARPAC Recreation 
Guide.” There are so many different places for recreation that they 
issue an explanation to enlisted men where all of these operations are 
carried on. 

Mr. Putts. Do they sell things at these recreational places? 

Mr. Exuis. Yes; they have sn: ack bars and commissaries. Also, they 
make a nominal charge for the use of cabins and other quarters. 

Mr. Puiuiirs. Does that money go to take care of the expense ? 

Mr. Euuis. It goes toward the expense of the operation, but only 
toward the expense. The activities do not pay their own way. 
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The point is that it involves several million dollars of appropriated 
funds which are spent over and above the receipts taken in. 

Mr. Yates. What is that operation called ? 

Mr. Thomas. Welfare and recreation; is it not? 

Mr. Exxis. At present there is no specific appropriation under that 
heading. 

Mr. Yates. They do receive funds from sales. Some of the officers 
have a kind of organization where they take in funds. 

Mr. Exuis. This is a different kind of operation. I believe this 
is handled through the Special Services Branch. There is no account- 
ing for this operation to the Treasury or to the General Accounting 
Office. There is no accounting to the Congress. 7 

Mr. Puittires. You mean the General Services of the Army does 
not know of the special services in the Army ? 

Mr. Exxis. I am sure the military officials are fully aware of this 
operation. 

Mr. Putiuirs. Of course, there is an officers club where what they 
receive is applied against their costs. Here they get money from the 
special services to pay the deficit. There would be something of the 
same kind, would there not, where they have a snack bar in a recre- 
ational activity ? 

Mr. Exuis. Generally, yes. In this instance, they run the organ- 
ization, which will be paid out of “Pay of the Army.” That is a part 
of it. Much of the transportation expenses will be paid out of 
‘Transportation, Army.” And under construction, the cost of the 
building comes out of “Engineer services, Army.” 

We reported this general subject fully to Congress in 1949, and 
again about a year ago the report was brought up to date. We have 
recommended that this kind of operation be controlled. 

Now, one of the facilities is located right adjacent to the Royal 
Hawaiian Hotel, on one of the most valuable pieces of real estate in 
Hawaii, worth about $18 million. 

It is on Government-owned land. It was established as a fort 
many years ago, at a time when it was thought necessary to have a fort 
near the city. But apparently there is no longer any need for the fort, 
and no longer any need for it whatsoever. 

One of the local papers in Honolulu pointed out that it is very valu- 
able land and that it is being kept at very considerable expense to the 
taxpayers, purely for resort purposes. 

We cannot find that Congress has ever authorized any such 
function. 

Mr. Corron. General Warren, forgetting for the moment any ques- 
tion of activities carried on by any agency ‘that are in violation of the 
law of without authority in law, and the suggestion that the law, 
basic law governing many of these agencies is so broad that they can 
do many things with perfect legality, along the line you were saying 
this morning, “General Warren, about C ongress rec apturing some of 
the control of the purse, I am wondering if you could draw the line, 
or if we could succeed in drawing the line as between the functions of 
the agencies that are perfectly legal, and those which are absolutely 
mandatory in the act under which ‘they were created, and the functions 
that they are doing perhaps legally, but purely permissive under 
the law; if we can do that, do you think we can intelligently reduce 
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the budget without damage to the public service? Can you think of 
any better approach to the fundamental job that we face on this side 
every day in the year in dealing with requests of these agencies ¢ 

Mr. Warren. No, I cannot. I can = iate the frustration in the 
Members of Congress when they are faced with these problems, es- 
pecially the frustration of the Appropriations Committee that has to 
furnish the money. In many instances, you do not get the informa 
tion you need, to enable you to deal with these matters as you should. 
Mr. Corron. Thank you, Mr. Chairman. 












OVERLAPPING ACTIVITIES IN 





GOVERN MENT 


Mr. Jonas. I would like to thank you, Mr. Warren, for using the 
word “frustration.” It certainly does apply to me in the present 
situation. 

I have one question, Mr. Chairman, that ties in closely with the ques 
tion Mr. Cotton asked. It is this: 

In the course of a comprehensive audit, such as you have described, 
| suspect, from my experience on this subcommittee, that many of the 
agencies and bureaus overlap in their activities—the Feder: al Trade 
(Commission and the Securities and Exchange Commission, to name 
two; and I could name any number of others that are engaging in the 
same kind of activities; the National Science Foundation, the Atomic 
Energy Commission, and the National Committee on Aeronautics are 
other examples. Now, in the course of your comprehensive audit, do 
you not discover a lot of duplication of work ¢ 

Mr. Warren. I would not be able to put my finger on it now. A 
few years ago | furnished the House Expenditures Committee ex- 

amples of a great number of agencies, dealing with the same thing. 
[ furnished a list of the number of agencies dealing with banking 
matters, the number of agencies dealing with the public land, the 
number of agencies dealing with housing and others. Since 1945, 
there may have been a remedy to some of the examples I used, but I 
am sure that a great deal of duplication exists today. 

Mr. Jonas. I remember hearing a speech of Senator Byrd, when 
he made use of information of that sort. 

Mr. Warren. Yes; he has been a strong advocate of elimination 
of duplicating functions in Government. 

Mr. Anprews. Can you tell us where we can find that statement, 
Mr. Warren ¢ 

Mr. Warren. It is in my testimony on the 1945 Reorganization Act. 
As I say, no doubt there have been many changes since 1945, but I am 
positive that much duplication still exists. 

Mr. Jonas. We listened to the testimony given by the National 
Committee on Aeronautics, which is engaged in very important work, 
but I am wondering if there is not considerable duplication between 
the work of that committee and the Air Force people. We need to 
have some means of coordinating the activities of the two groups 
and eliminating any duplication. 

Now, unless you people can discover and correct that, I do not see 
how we could hope to do it on this side of the table, unless we had 
investigators who could go around and dig up the facts. 

I was just wondering if you do come across evidences of that sort 
and, when you do, if they are reported. 
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Mr. Werrzer. Yes; our audits will develop that type of informa- 
tion. I am going to ask Mr. Long to enlarge on that. 

Mr. Lone. There have been many cases found in the comprehensive 
audit work where we know a particular agency is duplicating the 
function being performed by someone else. But it is extremely diffi- 
cult for us to tie the activities of these agencies together; similar 
functions may be carried on by, let us say, a half a dozen or upward of 
agencies. 

For instance, let us take water-resources development. The 
Bureau of Reclamation, the Army engineers, Southeastern Power 
Administration, Southwestern Power, and the various activities of 
the Corps of Engineers, and the International Boundary and Water 
Commission are all involved in this work. One of the things we 
have attempted to do in developing the approach we take in a com- 
prehensive audit is to audit the organization on a functional basis. 
In the case of water resources developed we are now experimenting 
with an audit assignment in the Columbia River Basin area which 
will cut across agency lines. 

In other words, only as we can cut across agency lines and bring 
them together on a functional basis are we able to determine whether 
activities overlap. 

Mr. Jonas. But you are doing a lot of work in which you need 
people on your staff with scientific knowledge as well as knowledge 
of accountancy ¢ 

Mr. Lone. That is correct, and where we have a requirement of 
that kind we have access to that type of personnel. 

Mr. Jonas. There is one question I would like to ask of General 
Warren. Please refer to page 7 of your statement, the last part of 
the paragraph at the top of the page, where you say, “Navy officials 
have stated during recent discussions that extensive procedural 
changes and corrective measures are being initiated” 

The word “initiated” is used frequently by the military. I was 
just wondering hew long ago that initiation began, and if you have 
any information as to what progress has been made. 

Mr. Exxis. This refers not to the navy yard but to another Navy 
installation, and the report primarily has to do with the prevention 
of things going to waste. 

They “found a total in value of something like $1 million in goods 
involved, and the Navy people, because of “what was pointed out to 
them, got 6 officers, including 1 captain, and 1 of lower rank, who 
went down to Norfolk the next week, and invited 2 of our people 
to go along. And I was told about a month ago that they left one 
of the W: ashington people down there, and they have gone to work 
revising their system of accounting. That has been over a month 
ago. 

Mr. Jonas. Mr. Chairman, do you not think that is something we 
ought to call to the attention of the members of the subcommittee 
handling that appropriation ? 

Mr. Putuures. I have been impressed all through the hearings dur- 
ing the past few years with the fact that, when we get information like 
that, this committee should make it a point to pass that information 
along to the proper place. For example, we have in the record a case 
involving $160 for a carpet when it should have cost about $20. I 





think we should perhaps, over Mr. Taber’s signature, send a letter 
direct to the Secretary asking for a report on that. 

Mr. Kruecer. I have no questions, Mr. Chairman, but I would like 
to make this statement: that it has been a pleasure for me to listen 
to the statements by the gentlemen of this agency, as compared with 
what I have heard from other agencies. I think the agency here 
is doing a very good job, and I should like to have thom go ahead and 
do more, 

Mr. Warren. Thank you. 

Mr. Puturs. We all thank you. But do not say too much, Mr 
Krueger, because we have got to keep this appropriation request down. 


SERVICE GIVEN BY MR. WARREN 


Mr. THomas. Mr. Chairman, I think you have covered the situation 
very well. ] would like to Say something about General Warren. I 
want to jon in what our colleague has said. I have known General 
Warren intimately for 17 years, and for 6 or 8 years of that time I have 
served in the House with him. I am sure I express the sentiments of 
this committee when I say that I do-not think any man in the Govern- 
ment service today is more imbued with the idea of genuine unselfish 
ness in the public service than Lindsay Warren is. And that goes for 
this very fine and capable staff who are present with us now. 

And again I think I express the sentiments of the Congress when I 
say that we have absolute confidence in what you say and what you do 
I know, when I call up the General Accounting Office and ask for 
any information, I am going to get it, and it is going to be right on 
the line, and there is not going to be any backs and fills about it. | 
am not sure that you are going to get all the money you want from the 
committee, but I will help you get your staff organized overseas, be 
cause for every dollar you spend we are going to save at least a 
hundred. 

Mr. Warren. I appreciate that statement. 

Mr. Jonas. May I say as a North Carolinian that the people in my 
State are proud of General Warren and the great record he has made 
in the General Accounting Office. I have said that down in Wash- 
ington, N. C., in the 1st District, and I have said it in the 10th Dis- 
trict. 

Mr. Corron. You do not have to be from the South to like him. 
We in New England like him, too. 


AIR FORCE PROCUREMENT OF MOHAIR CARPETING 


Mr. Puiuies. Mr. Andrews, will you pick up on page 36 of the 
justification and ask your question now for the record ? 

Mr. Anprrews. I would like to read into the record at this point, 
and ask you a question about it, the language found on page 36 of 
the justification, reading: 

A small incident of the type frequently arising in inspection, and reflecting 
occupational blindness in procurement procedures in defense agencies, concerns 
the purchase of 12 yards of mohair carpet at a cost of $160. The purchase re 
quest indicated that the carpet was for installation in the airplane of a g°ne 
officer on a post, and it was certified that this was an emergency requir men 
directed by the commanding general. The general officer for whom the carp 
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was purchased informed investigators of this Office that he neither requested 
nor authorized the purchase and that, in fact, the plane would have been better 
equipped for its purpose if a plain rubber runner, costing approximately $20, 
had been installed. A small item, but typical of a myriad of such matters en- 
countered continuously. 

General, I want to ask you what, if anything, was done to the man 
who placed that order for 12 yards of mohair carpet costing the tax- 
payers $160? 

Mr. Warren. I am unable to answer that, Mr. Andrews. It goes 
back again to ius the question of administration. 

Mr. Anprews. Certainly the man who placed that order lacked 
common sense, did he not ¢ 

Mr. Warren. I agree with you absolutely. 

Mr. Anprews. And he would not have any sympathy for the tax 
payers. 

Mr. Warren. That is the reason we mentioned it to you gentlemen. 

Mr. Anprews. Was criminal action taken against the general or 
the public official who was so reckless with the taxpayers’ money ? 

Mr. Warren. I doubt that very much. 

Mr. Werrze.. In another somewhat similar but much larger case, 
the Panama Canal Company sold a dredge for $415,000, and 3 months 
later the same dredge was sold to a Brazilian corporation for $1,200,000 
That was called to the attention of the Army, and rather drastic 
action was taken to strengthen the procedure and to reprimand those 
nvolved. 

Mr. Jonas. Just one further question: Of course, in the Military 
Establishment vou are bound to have some people who are not top 
orade mate rial, where instances of this sort might be expected to 
occur. But am I correct in the assumption that these are not just 
isolated instances but that they represent a general pattern ? 

Mr. Warren. They represent a somewhat general pattern, Mr. 
Jonas. 

Mr. Puiuurrs. If there is nothing further, we thank you, Mr. 
Warren. d 

Mr. Warren. May I just say this in closing, that I deeply appre- 
ciate the very generous personal remarks that have been made by the 
committee concerning me. I only hope that I can continue to deserve 
them. I want to tell you gentlemen that we have been developing in 
the General Accounting Office from within, and bringing some from 
without, a staff that in my opinion is the peer, if not the superior, of 
anv in the Government today. 

It has been a long and slow process. But. whatever we are doing 
down there, and whatever we are accomplishing, I want to give the 
full measure of credit to these gentlemen who are sitting here with 
me and who are imbued with the desire for genuine and useful public 
service. 

Mr. Priniires. We who deal with the staff, Mr. Warren, would not 
question your statement in any respect. 

If there are no further questions, we will see-you next year. 
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Wepnespay, Marcu 25, 1953. 


CIVIL SERVICE COMMISSION 


WITNESSES 


PHILIP YOUNG, CHAIRMAN 

Cc. L. EDWARDS, EXECUTIVE DIRECTOR 

LAWRENCE V. MELOY, CHIEF LAW OFFICER 

WARREN B. IRONS, CHIEF, RETIREMENT DIVISION 

DAVID F. WILLIAMS, CHIEF, BUDGET AND FINANCE DIVISION 

WILLIAM F. SPECK, CHIEF, BUDGET SECTION, BUDGET AND 
FINANCE DIVISION 

IoXPENSES 


SALARIES AND 


Amounts available for obligation 


1952 actual | 1953 « te 1954 « ‘ 
Appropriation or estimate 19, 860, 0 $18 $20, 30K " 
Reimbursements from non-Federal source 
eimbursements from other account 266, 029 115, OOF 85. OOK 
Total available for obligatior 20, 120, 945 18, S18, 35 20, 385, 000 
»bligated balance, estimated saving 49, 109 
Obligations incurred 19. GR. KBE 18. 818. 354 20. 38 
‘ 
TE I nbursements from non-Federal sours ibove are from the proceed Su rsonal pr 
y (40 U.S. C, 431 
Obligations by activities 
Description i952 actual 1953 estimate 1954 estimate 
Direct Obligations 
Examining, placement, and veterans’ preference $6, 146, 857 $6, 191, 206 $7, 659, 00 
Investigation of character and fitness for employment 7, 382, 468 6, 148, 706 5 ASN. OW 
Position classification 1, 522, 798 ! 9, 30 1, 796, OOF 
Administration of the retirement systems 1, 440, 468 1, 444, 200 1 44 
service records 4x. 151 472. 600 On. ( 
Federal Personnel Council 61, 876 t GOO 61. OK 
Regulatory, appellate, and advisory functions of the Com 
mission 761, 749 4 45 ROl. On 
Inspection service 791, 944 949, 406 1, 2% ) 
Executive and administrative service 1, 123, 196 1, 131, 600 1,14 
Total direct obligations 19, 714, 807 18, 703, 350 0, 300, 000 
Hligations Payable Out of Reimbursements From Other Accoun 
Examining, placement, and veterans’ preference 95, 642 100, 549 73. FOr 
Investigation of character and fitness for employment 152, 235 1, 451 1, 5a 
Position classification 607 1. 000 
Administration of the retirement system 4, 700 
Executive and administrative services 12, 845 12. 000 0.0 
Total obligations payable out of reimbursements from 
other accounts 266, 029 115, 000 85, 000 


Obligations incurred 


19, GSO, 836 


1S, S18. 350 
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Obligations by objects 


1952 actual 


-ersonal Services 


tior 
sitions 


ne equivalent olf ther positions 


rage humber ot mpiovyees 


ige salaries and grades, ge 
Average salary 


Average grade 


] service obliga 
‘ermanent positions 


neral schedule grades 


1953 estimate 


3, 929 
11 
3, 793 


$4, 409 
GS-5. 8 


554, 932 
91, 518 


I 

} ul 
} 63, 323 
. 


610, 358 
479, 250 
73. 300 
169, 300 
168, 700 
439, 000 
167 1) 
364, 000 
201, 500 
1 indemnities 1,000 
38, 492 


sonal service 
vel 
insportat 


Communicatio 


nts and ut 


Nh 
Pr 


nting and repr 
Other ¢ ctual 


i mat 


conte 
Supphes an 
Eq 

Refun 


tu Ss, awards, an 


axes and assessments 
rect obligatio 703, 350 


Total d 


f Reimbursements From Other 


iccounts 


Obligations Payable Out 


104, 894 
9, 992 


24 


f 


» out of reimbursements from 


266, ( 115, 000 


19, 980, , 818, 350 


Analysis of erpenditures 
1952 actt 


stimate 


start of year $1, 564, 
he year 19, 980, 


, 696, 234 
, 818, 350 
21, 545, 20, 514, 584 
115, 000 


i prior year 


end of year 


1s follows 


tions 


uted 


19% estimate 


18, 064 
103 
1k3 

t 


500, 5 


1954 estima 
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Annurties, Panama Canat Consrrucrion Emprioyrers anp Licrr- 
HOUSE SERVICE Wuipows 


Amounts available for obligation 


1952 actual | 1953 estimate | 1954 estimate 


Appropriation or estimate $2, 955, 900 , 107 $2, 600, 000 
nobligated balance, estimated savings 198, 263 


Obligations incurred 2, 457 


Obligations by activities 


Payment of annuities to employees engaged in the construction of 
the Panama canal and widows of former employees qf the Light- 
house Service: 
1952 ‘ : 32, 457, 637 
1953 2. 707, 000 
1954 $2. 600, 000 


Obligations by objects 
Pensions, annuities, and insurance claims: 
1952 $2, 457, 637 
1953 $2, 707, 000 
1954 $2. 600, 000 


Analysis of expenditures 


1952 actual | 1953 estimate | 1954 estimate 


liquidated obligations. start of year $203, 885 $225, 580 
Obligations incurred during the year $2. 457, 637 2, 707, 000 2, 600, 000 


2, 910, 885 2, 825, 580 
Deduct unliquidated obiigations, end of year 2 5 225, 580 216. 580 


lotal expenditures 53, 75 2, 685, 305 2 000 
Expenditures are distributed as follows 


Out of curre..:t authorizations , 253, 75 2, 481, 420 2, 383, 420 


Out of prior authorizations 203, 885 225, 580 


PAYMENT TO CiviL Service RetrReMENT AND Disapmitry FuNpD 
(NorMAL Cost) 


Amounts available for obligation 


ite | 1954 estimate 


$310, 000, 000 | $321, 450. 000 


$176, 139, 000 


169. 863. 000 138. 182. 000 


140, 137, 000 


Obligations by activities 


7, 000 
2 , OOO 
76, 139, 000 





Obligations by objects 


Grants, subsidies, and contributions: 
1952 $140, 137, 000 
1953 , 183, 268, 000 
1954 : 176, 139, 000 


Analysis of expenditures 


Obligations incurred during the year (total expenditures out of 
current authorizations) : 
1952 --- $310, 000, 000 
1953 <a 321, 450, 000 
1954 176, 139, 000 


Payment to Crvin Servick ReTrREMENT AND Disapitity Funpb 
( INTEREST) 


imounts available for obligation 


1952 actual | 1953 estimate | 1954 estimat« 


Appropriation or estimate (obligations incurred ‘ | $192, 015, 000 
Comparative transfer from ‘‘Payment to civil service retire- 
ment and disability fund, Civil Service Commission”’ $169, 863, 000 | $138, 182, 000 


Total obligations 169, 863, 000 138, 182, 000 192, 015, 000 


Obligations by activities 


For paying the interest on the unfunded liability under the retirement fund: 
1952 .. $169, 863, 000 
1953 . 138, 182, 000 
1954 ‘ -. 192,015, 000 


Obligations by objects 


11 Grants, subsidies, and contributions: 
1952 _.. $169, 863, 000 
1953 _.. 138, 182, 000 
1954 . . _ 192, 015, 000 


Analysis of expenditures 


Obligations incurred during the year (total expenditures out of current authori- 
zations 


1954 _- . ; ..-. $192, 015, 000 


PAYMENT TO THE CiviL Service RETIREMENT AND DisABitiry Fonp 
FOR INCREASES IN ANNUITTIES 


Amounts available for obligation 


Appropriation or estimate (obligations incurred) : 
1954 onapipeeiebis saan $58, 987, 000 


Obligations by activities 
For paying the cost of benefit increases granted by the act of July 
16, 1952: 


1954 ee RT 00 


Obligations by Objects 


11 Grants, su lies, al ontributions : 


1954 
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Analysis of expenditures 


Obligations incurred during the year (total expenditures out of 
authorizations) : 
ee) 2.21.) ole ; iin te. $58, 987, 000 
Mr. Puiuies. We have with us this afternoon the United States 
Civil Service Commission with their request for appropriation for the 
fiscal year 1954, and have the pleasure of having with us for the first 
time Mr. Philip Young, newly appointed Chairman of the Commission. 
Weare glad to see you, Mr. Young. 
Mr. Youne. Thank you. 
Mr. Puiuirs. Do you have a preliminary statement you would like 
iomake ? 
Mr. Youne. I do havea short preliminary statement, Mr. Chairman. 
Mr. Puitiirs. The committee will be very glad to hear you. 


GENERAL STATEMENT 


Mr. Youne. Thank you. 

May I say first that it is a pleasure for me to meet with you this 
afternoon and to have this opportunity to discuss with you, at least 
in broad outline, the Commission’s program goals and financial needs 
for the coming fiscal year. 

I say “in broad outline” advisedly, for, as you gentlemen may know, 
this is my third day as a member of the Civil Service Commission and 
as its Chairman. Admittedly, there are many particulars regarding 
(he Commission’s operations which are unfamiliar to me. For this 
reason 1 am not in a position today to explain and justify the Com- 
mission’s request for funds in detail. I am confident the members of 
my staff appearing with me today are prepared to do that. 

‘However, since the time my nomination was submitted to the Senate 
by the President, I have spent some time reviewing and discussing 
with members of my staff the Commission’s budget estimates for next 
year and the policy framework within which they were developed. I 

‘an say to you today that l am in general agreement with the objec- 
tives of the Commission’s program as portrayed in the material fur- 
nished you. 

1 would like at this time to comment briefly on some of the high- 
lights in our budget request. First, I am pleased to tell you that as 
a result of a speci: al review of our budget, made at the direction of the 
Director of the Bureau of the Budget, our request for an appropriation 
for salaries and expenses was reduced by $2,250,000, or 11 percent, 
from the amount contained in the printed budget. Of this reduction, 
$1,915,000 was made voluntarily by the Civil Service Commission ; 
the remaining $335,000 represents a further cut by the Bureau of the 
Budget. It is significant to note that the revised 1954 request of 
$18,050,000 is approximately $650,000 less than is available for the 
current fiscal year. Also, I am pleased to report that we have made 
| reduction of $100,000 from our original request for the appropriation 
‘Annuities under special acts.” 

In spite of these overall reductions, it will be noted that the revised 
[954 request cont ains increases above this year’s level in a few areas of 
ork. For example, in our examining program we are requesting an 
crease of approximately $582,420. The primary reason for thi 

euse is the large number of examinations needed for the Post Of 





768 


fice Department. The Department was recently placed on a regular 
permanent appointment basis. Conversion to the permanent system 
is being completed in the current fiscal year. However, in order to 
keep the Department staffed on a permanent basis, the Commission 
will have to provide approximately 10,000 new lists of eligibles for 
the various post oflices in fiscal year 1954. If this work is not done, 
the Department will have to revert to nonpermanent staffing which, as 
has been shown in the past, contributes to increased costs of operation. 

Increases above this year’s level have also been requested for “Ac- 
tivity 3, Classification work,” and “Activity 8, Inspection Service,” 
amounting to approximately $198,000 and $108,000, respectively. 
‘These two programs are important in the sense that they are both 
enforcement arms of the Commission. ‘They provide through classi 
fication audits and regular inspections of agencies’ personnel offices, 
a check on the manner in which authority delegated to the various 
departments and agencies has been carried out. ‘The present level of 
funds permits less than a desirable operation in both of these areas. 

Asa final matter, I would like to tell you just a little regarding my 
hopes and aspirations as Chairman of the Civil Service Commission. 
I have a healthy regard for the rank and file of Government workers. 
I acquired this respect for them, their interest and devotion to the 
work, their capabilities, over the 10-year period I served in the execu 
tive branch of the Government. Iam also a firm believer in the civil 
service system as a democratic means of filling Federal positions below 
the policymaking level on the basis of the relative fitness and merit 
of all those who desire to compete. 

I believe that the eflicient and economical operation of the Fed- 
eral rearnenens depends on the quality of its employees, their work- 
ing environment, and the effectiveness of their leadership. This re- 
quires that the Government shall seek, select, develop, and retain, on 
the basis of merit and fitness, the best persons available from the 
standpoint of knowledge, skills, integrity, and suitability. 

I believe that, as stated by President Eisenhower last Monday when 
I was sworn in, “One of the firm purposes of this administration is 
to strengthen the career service so that it may command the esteem 
of the whole Nation. It is essential in the highest public interest, 
that the privileges accorded conscientious civil servants be guarded 
oS a strong merit system. 

. THom is. May I interrupt just briefily on that im atement about 

ning the civil service? I hope your No. 1 job will be to 

strengthen he civil-service system to reward efficiency and simplify 

your rules and cadulalanes and build into the system some means 

whereby you can get. rid of a man for some ordinary reason, by the 

same yardstick that industry has for firing people. If you do that, 
you will have done a whi ale of a job. 

Mr. Youne. Iam glad to have your support in that connection. 

dar. TPitomas, You will get plenty of support out of this Committee. 

Mr. Putuuirs. Proceed. 

Mr. Youne (reading) : 


lo in 1p ove a system in any fair and wise way, as I believe our civil-service 
em improved, is not to endanger legitimate rights of the past. No 
1 should be a haven for the few who are incompetent, dishonest, 
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These words by the President fully express my own view and set 


the goal that I shall endeavor to attain as Chairman of the Com- 
mission. 

Mr. Prius. Thank you very mu h, Mr. Young. That isa very 
vood statement. 


BACKGROUND OF COMMISSIONER PHILLIP YOUNG 


When we have a new commissioner before us for the first time we 
ily ask if he will give us a brief thumbnail sketch of his back 
round for the record. Would you like to do that now? 

Mr. Youna. I would be elad to. 

Mr. Puiuurrs. You spoke of having been in the Federal service 
before, and we would like to know what your background i 

Mr. Youna. My legal residence is upstate New } oo in the town 
( f V an Hort iesville. My schooling w: ani Wee York (¢ . the Choate 
School at Wallingford, Conn., and my college ork was at the St. 
Lawrence University in Canton, N. Y¥. Then I had 2 years at the 
Graduate School of Business Administration at Harvard, and I 
stayed there in the third year on the staff as a member of the faculty 
and staff. 

That brings me up to 1934. In 1934 I applied for a temporary 
appointment with the Securities and Exchange Coiminiianton and 
received one at $2,600 a year on a 6-month basis and was finally made 

permanent employee under the civil-service system. That was in 

January 1935. Of the 4 years I spent with the SEC, 2 years were 
spent with the Trading and Exchange Division in the analysis of 
rules and regulations of stock exchanges, and 2 years in the investi- 
gation of investment companies. At the end of of 1938, Mr. John W. 
Hanes asked me to serve as his assistant when he became Under Baits. 
tary of the Treasury. I spent a year with him largely on matters 
of taxation. When he resigned from the Treasury, I continued at the 
Treasury for slightly over a year as Assistant to the Secretary and as 

Treasury member of a three man committee consisting of the 

(Ju artermaster General of the Arn y, tl 1¢ Paymaster of the Navy, and 
myse lf re prese nting the Treasury for coordin: ating Sheil and domes- 

tic military procurement. This was in 1940, the year prior to the 

passage of the Lend Lease Act. This coordination of foreign mili- 

tary demands was necessary because of the inordinate pressures put 
on United States production at that time, by the British, and by the 

French before they capitulated and this was a method of attempting 

to allocate our military production. 

When the Lend-Lease Act was — in 1941, the original lend- 
ease organ) ization was established as the Division of Defense Aid 
Reports within the Office of waded Management, with Gen. 
James Burns, Quartermaster General of the Army, as executive di- 
rector and myself as assistant executive director. That organization 

ibs — n tly, in the fall of 1941, became the Office of Lend-Lease Ad- 

stration. General Burns returned to the Army, and Mr. Stet- 
tinius was appointed Lend-Lease Administrator. I continued as his 

Deputy Administrator in charge of qhethioni . I stayed with the 

lend-lease organization into 1944. At the end of 1943, when Mr. 

Stettinius was made Secretary of State, the lend-lease organization 

merged with the Foreign eon mic Administration, and I went 
ith the merged organization on a 6-month basis as fore} ion trade 


| 
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adviser and the head of their trade relations staff, and then went into 
the N “ y. 

The Navy, curiously enough, stationed me in Washington and put 
me in charge of the Bureau of Supplies and Accounts on lend-lease 
business; so I continued the same work I had been doing under the 
lend-lease program but with a good deal more variety, because we 
covered a great deal of territory in the United States and all over the 
Pacific on lend-lease operations. 

I was demobilized from the Navy in 1946 with the grade of lenten 
ant commander in charge of the International Aid Division of the 
Bureau of Supplies and Accounts. At that point I gave up my 
original ambition and desire to make a career out of the Government 
service and decided not to return to the Government service and went 
to New York. Ispent a year in the financial community in New York, 
in the field of financial management and investment company opera 
tion and in freign trade. After 1 year I was offered the position of 
Dean of the Graduate School of Business at Columbia University, 
which I accepted, and I took that job in 1948 and have just resigned as 
of this last week. So I find Washington not unfamiliar. 

My experience in the civil service has been to look at it from diffe rent 
points of view, starting in relatively near the bottom and coming up 
through most of the grades in Government service. I had responsi- 
bility for organizing “different agencies, primarily the lend-lease or 
ganization from scratch, and I also had the pleasure, which follows 
out your remark Mr. Thomas, of being ordered by the Navy to the 
State Department for my last 6 months of active duty, to liquidate 
what was left of the lend-lease organization at that time. So I may 
also add that I have had some experience on the liquidation side as 
well as the organization side. 

Mr. Puiuirrs. Thank you very much. 

Now, who are the other members of the Commission at the present 
time ? 

Mr. Youn. Miss Perkins and Mr. Mitchell are still members of the 
Commission. Their resignations have been submitted to the Presi- 
dent but not yet accepted and I assume will not be until he comes to 
some conclusion as to possible nominations. 


LEGISLATIVE AUTHORITY 


Mr. Puiurps. I have here the statement from Mr. Edwards, .the 
executive director, on the statutory authority for all of the functions 
that the Civil Service Commission performs, in reply to a request sent 
out to every one of the agencies, which will be inserted in the record 
at this point. 

(The matter above referred to is as follows:) 

UNITED STATES CIVIL SERVICE COMMISSION, 
Washington 25, D. C., Mareh 20, 19538 
Hon. JoHNn PHILLIPs, 
Chairman, Subcommittee on Independent Offices Appropriations, 
House of Representatives, Washington, D. C. 

Dear Mr. Pures: In reply to your request of February 24, 1953, for infor 
mation regarding the legal authority for each activity for which funds are re 
quested in the 1954 budget estimates, there is attached a list of the appropriations 
and activities included in our 1954 budget estimates and the basic laws or Execu 
tive orders authorizing the activity. 

Sincerely yours, 
C. L. Epwarps, E.recutive Director. 


Legal authority for activities for which funds are requested in 1954, budget estimate: 


U. 


Activity 


1. Examining, placement, 
veterans’ preference: 
(a) Examining and 
ment work. 


(b) Veterans’ Federal 


and 


place- 


Em- 


ployment Service. 


(c) Fair Employment 


Board 


(d) Executive development 


program. 


Investigation of character and 


fitness for employment 
(a) Loyalty program 
‘ions. 


(6) Other investigative func- 


tions. 


func- 


Administration of the position 


classification system. 


Administration of the 
ment systems. 


Service record 


Federal] Personnel Council 


retire- 
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S. Crvit Service ComMMISssION 


» 


salaries and expenses 


Legal authority 


Civil Service Act of Jan. 16, 1883 (22 Stat. 403; 5 U. S. C. 632 et seq 
40 U.S. C, 42) 

Veterans’ Preference Act of 1944, as amended (act of June 27, 1944, 58 
Stat. 387; 5 U. 8. C. Sup. 851 et seq 

Sec. 1310 of Supplemental Appropriation Act, 1952, approved Nov. 1, 
1951 (Public Law 253, 82d Cong.) as amended by sec. 1302 of Public 
Law 375, 82d Cong., approved June 5, 1952. (Re temporary ap- 
pointments, transfers, and restriction on promotions.) 

Selective Service Act of 1948 as amended by the Universal Military 
Training and Service Act, Public Law 51, 82d Cong. (65 Stat. 75 
approved June 19, 1951 

Administrative Procedure Act (sec. 11), 5 U. S. C. 1010 

Public Law 720, 75th Cong., as amended, 39 U. 8. C. 31a, extended the 
classified civil service to include postmasters of the first, second, and 
third classes 

Executive Order 9830, of Feb. 24, 1947, amending the civil-service 
rules and providing for Federal personnel administration 

Executive Order 10180, Nov. 13, 1950, as amended, established special 
personnel procedures in the interest of national defense 

Executive Order 10376, July 18, 1952, amending Executive Order 
10180 to permit permanent appointments in the field service of the 
Post Office Department. 

Veterans’ Preference Act of 1944, as amended (act of June 27, 1944, 
58 Stat. 387: 5 1 8S. C, Sup. 851 et seq.) 

Selective Service Act of 1948 as amended by the Universal Military 
Training and Service Act, Public Law 51, 82d Cong. (65 Stat. 75 
approved June 19, 1951 

Civil Serv Act of Jan. 16, 1883 (22 Stat. 403; 5 U. 8S. C. 682 et seq.; 
40 U. 8. C. 42) 

Executive Order 9980 of July 2, 1948, regulations governing fair 
employment practices within the Federal Establishment 

Executive Order 9830, of Feb. 24, 1947, amending the civil-service 
rules and providing for Federal personnel administration 





Executive Order 9835, of Mar. 21, 1947, as amended by Executive 
Order 10241 of Apr. 28, 1951, prescribing procedures for the admin- 
istration of an employees loyalty progran 

Sec. 2 of Civil Service Act of Jan. 16, 1883 (22 Stat. 403; 5 U. 8. C. 682 
et seq.; 40 U.S. C. 42) 

Veterans’ Preference Act of 1944, as amended (act of June 27, 1944, 
58 Stat. 387; 5 U.S. C. Sup. 851 et. seq 

Classification Act of 1949, Public Law 429, 8ist Cong., approved 
Oct. 28, 1949, as amended by Public Law 201 82d Cong. Oct. 24, 
1951. 

Public Law 106, 79th Cong., Federal Employees Pay Act of 1945, 
approved June 30, 1945 (5 U. S. C. 901) as amended by Public Law 
390, 79th Cong., May 24, 1946, for overtime, night, and holiday pay, 
and Public Law 330, 80th Cong., Aug. 4, 1947 (6 U. 8. C. 1051) for 
maximum stipends for student employees of hospitals 

Executive Order 10000, establishment of Territorial allowances, dated 
Sept. 16, 1948 (sec. 207, Public Law 491, 80th Cong.) 

Civil Service Retirement Act, dated May 29, 1930, Public Law 279, 
71st Cong. (46 Stat. 468), as amended by Public Law 426, 80th Cong 
(62 Stat. 48), dated Feb. 28, 1948, et al., 5 U. S. C. 691-740a 

Panama Canal Construction Annuity Act, approved May 29, 1944 
(58 Stat. 257); 48 U. 8. C. 1373 3 

Lighthouse Service Widows’ Benefit Act, approved Aug. 19, 1950 
(64 Stat. 465); 33 U. 8S. C. 772 

Sec. 2, Civil Service Act of Jan. 16, 1883 (22 Stat. 403; 5 U. S. C. 632 
et seq.; 40 U. S. C. 42) 

Sec. 1310 of supplemental appropriation action, 1952, approved Nov. 1, 
1951 (Public Law 253, 82d Cong.), as amended by sec. 1302 of Public 
Law 375, 82d Cong., approved June 5, 1952 

Executive Order 9830, of Feb. 24, 1947, amending the civil-service 
rules and providing for Federal personnel administration 

Universal Military Training and Service Act, Public Law 51, 82d 
Cong. 

Act of Aug. 24, 1912, 37 Stat. 555. Removals and reductions from the 
Federal civil service 

Executive Order 9830 of Feb. 24, 1947, amending the civil-service rules 
and providing for Federal personnel administration. (This Execu- 
tive order superseded Executive Order 7916 of June 24, 1938, estab- 
lishing the Council of Personne] Administration, and Executive 
Order 8457 of July 1, 1940, designating the Council of Personnel 
Administration as a unit of the Civil Service Commission 
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U. S. Clvit Service CoMMISs1onN—Continued 


Legal autho uly for activities 


sa 
ct t 
7. R ppellate nd ad 
\ 
8. Inspection Service 
9. Executive and §=admi trative 
services 
A nnuitic er spe i acts 


Payment to civil-service retire- 
ment and disability fund (nor- 
mal cost) and payment to civil- 
service retirement and disability 
fund (interest) 

Payment to civil-service retirement 
and disability fund (increases in 
annuity 


for which funds are requested in 1954, budget estimates 


es and expenses—Continued 





1§ t J 6, 1883 (22 Stat. 403; 5 C. 632 et seq 
U ( 
Reorganization Act of 1949, effective Aug. 20, 1949 (Public Law 
Rist ¢ pp ed June 20, 1949 
Veterar Preference Act of 1944 amende act of June27,1944,58 
Stat Supp. 851 ¢ 
At l e Act of 1951, Pub Law 233, 82d ¢ 
Stat Oct. 30, 1951 
Perfor t of i Public Law 873, 8lst Cong ur 
pr 
Hat ties Act, 1939, (Public Law 252, 76th Cong., 
u nded 
Classif 1949, Public Law 429, 8ist Cong., approve 


Oct. 28, 1949 

Civil Service Retirement Act of 1930, as amended, Public Law 279 
7ist Cong. (46 Stat. 468), dated May 29, 1930 

Selective Service Act of 1948 as amended by the Universal Militar 
Training Service Act, Public Law 51, 82d Cong. (65 Stat. 7 
approved June 19, 1951 

Civil Service Act of Jan. 16, 1883 (22 Stat. 403; 5 U. S. C. 632 et se 
40 U.S. C. 42 

Veterans’ Preference Act of 1944, as amended (act of June 27, 1944, 58 
Stat. 387; 5 U. 8S. C. Supp. 851 et seq 

Performance Rating Act of 1950 (Public Law 873, 81st Cong., approve 
Sept. 30, 1950 

Classification Act of 1949, Public Law 429, 8lst Cong., approved Oct 
28, 1949 

] Service Retirement Act of 1930, as amended, Public Law 279 

7ist Cong. (46 Stat. 468), dated May 29, 1930 

Selective Service Act of 1948 as amended by the Universal Military 
raining and Service Act, Public Law 51, 82d Cong. (65 Stat. 7 
approved June 19, 1951 

Executive Order 9830, of Feb, 24, 1947, amending the civil-service rules 
and providing for Fed 











deral personnel administration 

Executive Order 9980 of July 26, 1948, regulations governing fair en 
ployment practices within the Federal Establishment 

Executive Order 10180, Nov. 13, 1950, as amended, established special 
personnel procedures in the interest of national defense 

Executive Order 10182 of Nov. 21, 1950, delegates to agencies authority 
to appoitt experts and consultants. Provides for survey by Cor 
mission every 3 months 

Executive Order 10242, May 18, 1951, delegates authority to Civ 
Defense Administrator to appoint not more than 100 part-time 
advisers and provides for survey by Commission every 3 mont! 

This activity covers the executive, administrative, and housekee 
functions in support of the Commission's operating activities 

The Panama Canal Construction Annuity Act, approved May 2 
1944 (58 Stat. 257 

The Lighthouse Service Widows’ Benefit Act, approved Aug. 19, 
1950 (64 Stat. 465 

Civil Service Retirement Act, dated May 29, 1930, Public Law 279 
7lst Cong. (46 Stat. 468), as amended 











Public Law 555, 82d Cong., approved July 16, 1952 (66 Stat. 723), 
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COMPARATIVE SUMMARY OF APPROPRIATIONS AND ESTIMATES 
Mr. Putuuies. I think it might be well to insert in the record right 
here page No. 1,“Summary comparative statement by appropriations.” 


(The matter above referred to follows :) 


Sum mary comparat ve statement bh / appropriation 








Ay riation tit] 1953 aa i on i i 
SoTtOpr . , ippropriation bendaad ‘at “ ae . 
ilaries and expenses $18, 703, 350 $20, 300, 000 $18, 050, 000 $2, 250, 000 
nnuities under special acts 2, 707, 000 2, 600, 000 2, 500, 000 100. 000 
Payment to civil service retirement and disa- 
bility fund (normal cost 183, 268, 000 176, 139, 000 176, 139, 000 0 
Payment to civil service retirement and disa- | 
bility fund (interest 138, 182, 000 192, 015, 000 192, 015, 000 | 0 
Payment to civil service retirement and disa- 
bility fund (increases in annuities) - - - 0 58, 987, 000 58, 987, 000 | 0 


SALARIES AND EXPENSES 


Please place in the record also page 2 of the revised justifications, 
which is a comparative summary statement of salaries and expenses. 
(The matter referred.to is as follows :) 
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EXAMINING, PLACEMENT, AND VETERANS PREFERENCI 


Mr. Puim.urrs. Do you think it will cost $582,420 additional to give 
new examinations in one agency of the Government alone, the Post 
Office Department ? 

Mr. Young. Only part of that total figure would go toward this 
question of opening up post-office registers and reexaminations. 

Mr. Puiturrs. Have you figured out what proportion of that is 
involved ¢ 

Mr. Youne. About $400,000 altogether. 

Mr. Puitures. Why do you need an additional $182,420 for new 
listings? You are presumed to reduce—that is, it is presumed there 
will be a reduction in the personnel of some departments. How can 
you estimate, therefore, at the present time what your needs will be 
for the fiscal year 1954? 

Mr. Youn. I would like Mr, Williams to reply to that, but the 
additional amount here, I believe, comes from a program which is 
already under way. 

Mr. Wittrams. That is correct. The increase mentioned in Mr. 
Young’s opening statement has to do with the present program within 
the Post Office Department, and it comes about through this means. 
I think, as you are all aware, in the past few years the Commission 
has not had a full examining program and, as a result, the Commis- 
sion delegated certain recruitment authority to agencies where it could 
not itself supply a list of eligibles, 

Mr. Puriites. Somewhere in here you gave the division between the 
places filled by your examinations and those filled by the agencies. 
Do you recall where that is? 

Mr. Wiriiams. That is page 7. 

Mr, Putts. We will put in the table on page 7, entitled “Revised 
placement job to be done—New-hires workload.” 

(The matter above referred to is as follows:) 


Revised placement job to be done New-hires workload 
1953 1954 in 
1952 actual 1uthorized printed 1954 revised 

budget 
Total new hires 633, 398 505, 000 521, 000 445, 400 
Minus reinstatements by agencies 63, 300 51, 600 51, 600 45, 000 
Total compe titive new hires 570, 098 453, 400 469, 400 400. 400 
By Commission offices, with percent 91, 452 (16) 90, 680 (20 126, 788 (27 109, 858 (27) 
By boards of examiners, with percent 333, 747 (58 303, 778 (67 305.110 (65 26, 354 (64) 
By agency recruiting, with percent 145, 899 (26) 58, 942 (13) $7, |! 552 ( 8) 34, 188 ( 9) 


Mr. Puitiires. What we really have is your estimate as of now of 
the maximum cost? 

Mr. Witurams. That is correct. If we are to supply the Post 
Office Department with lists of eligibles furnished from competitive 
registers, then we will have to spend this much money to establish those 
registers. 

Mr. Puiutrs. That leads directly to the question which follows in 
the same paragraph where you say, if the work is not done by a per 
manent staff in your departmen t, you will have to revert to the non 
permanent staff which, in the past, contributes to the cost of operation. 
As one member of the subcommittee, I cannot possibly agree. 











—— 
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Mr. Wittrams. That relates to the permanent staff within the Post 
Office, not the Civil Service Commission. 

Mr. Priivirs. I misread it. I thought you meant the examining 
staff of the Civil Service Commission. 

Mr. Witu1aMs. No, sir. What has happened in the postal service 
in this current fiscal year is that the Post Office Department and the 
Civil Service Commission have converted the postal service to a per- 
manent-appointment basis. That was at the request of the Post 
Office Department. I was referring back to this question that the 
Commission had not done a total job-placement job in recent years. 
Primarily the part of the job it did not do was to announce regular 
examinations for the Post Office Department. The Commission de- 
voted its resources more to the defense side in furnishing eligibles 
through civil-service examinations. The Post Office service has suf- 
fered by that to the extent that they had to go out and find their own 
people, instead of getting them from regular civil-service lists. This 
has had the effect on the postal service of higher turnover and a feel- 
ing on the part of the people hired that they were not a part of the 
career service of the Post Office Department. 

Mr. Puitures. That is a nice statement. I do not think any one 
thing has had an effect on the Post Office, except a little new equip- 
ment might be needed. 

Mr. Wii1aMs. I am sure of that. From what I have seen of some 
of the trucks going around the streets, I would certainly agree. 

I think the point is this: We will have within the next 2 months, 
all the appointments in the postal service on a permanent basis, and 
we want to keep it that way. 

Mr. Puitiirs. What you are doing, in effect, is supervising—— 

Mr. Wiiutams. No, sir. We do the work for the Post Office. 

Mr. Puituirs. They do not have boards inside the Post Office like 
other agencies have? 

Mr. WitutaMs. No, sir. They have partial boards in the sense that 
we do most of the work. We give the Post Office a finished register, 
and the Post Office then makes its selections from that register through 
its own board. It does not have an examining board the same as many 
other agencies have. 

Mr. Puitairs. Mr. Young, I think this entire committee agrees 
with your statement regarding the respect for bona fide civil-service 
workers and career men. I think a final statement on your preliminary 
remarks would be that we commend you for having approached a 
reduction of the budget by the process of cutting down item by item 
and not a general cut. We have tried to approach the budget in the 
same way and would like to approach it in that way, but we would 
like to get you to use a little sharper pencil. 

The first item is “Examining and placement,” and we will insert 
page 3 of the revised justification. 

(The matter above referred to is as follows :) 
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Mr. Puivuirs. You have in part begun to discuss this item. I think 
we had better put into the record at this point the justification on that. 
(The matter above referred to is as follows :) 


AcTiviry 1, EXAMINING, PLACEMENT, AND VETERANS’ PREFERENCE 
GENERAL STATEMENT 


The Civil Service Act of 1883 and the Veterans’ Preference Act of 1944 place 
in the Commission the responsibility for developing and operating a merit system 
of hiring for Federal jobs. The merit system currently applies to 95 percent 
of all jobs in the executive branch of the Government in the continental United 
States. 

The primary aim of a merit system is to get the best available workers by fair 
and impartial selection methods. To this end, the basic principles established 
for the Federal merit system are: 

Open publicity of Federal hiring needs so that all interested and qualified 
persons will have equal opportunity to compete ; 

Impartial application of standards to determine the relative qualifications 
of applicants ; 

Selection for employment from lists of eligibles in the order of relative 
qualifications ; 

Preference for veterans as prescribed by law; and 

No discrimination among applicants because of race, religion, or political 
affiliations. 

The examining and placement program has been modified to reflect 
the reductions in Federal employment which are now expected to 
occur in fiscal year 1954, and to institute the most rigid economies 
possible. The program objective remains the same: The Commission 
will establish and operate a full recruiting and examining program 
that will provide for the maximum number of persons entering the 
competitive service under merit-system principles. Full merit-system 
operations are essential to insure that only well-qualified persons are 
employed by Federal agencies, without discrimination of any kind 
and with due regard to veterans’ preference. This is the basic reason 
for the requirement of competitive examinations as prescribed by the 
Civil Service Act and rules and is fundamental to the maintenance of 
public confidence in the Federal hiring process and in the quality and 
integrity of persons employed. 

In order to achieve this objective, the original budget estimate for 
fiscal year 1954 contemplated a sizable increase in Commission exam- 
ining work so as to provide adequate lists of eligibles for many of the 
jobs categories in which positions are now being filled through non- 
competitive recruitment by the agencies. Also, a substantial part of 
the increase in the budget estimate was to handle the additional work- 
load involved in the new program to bring overseas positions in the 
Department of Defense into the con ipetitive service. However, the 
original budget estimates were based on the assumption that the size of 
the competitive service as it is now constituted, and Federal hiring 
rates, would continue in fiscal year 1954 at the same level as in fiscal 
year 1953. In view of the current proposals to reduce Federal employ- 
ment, this basic assumption has now been chinged. As a result of 
anticipated reduction in workload from original estimates, while some 
increase in funds over fiscal year 1953 will be required in order to meet 
the objective of increased competitive coverage of new hires in the 
competitive service, the greater part of the increase requested will 


not } vy be needed. 
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NUMBER OF PERSONS IN THE COMPETITIVE CIVIL SERVICE 


Mr. Puiiipes. In 1954 you expect an employment in the competi- 
tive service of 2,329,000 employees. At the moment it is running 
around 2.5 million. 

Mr. Wiix1aMs. Not in the competitive service. The total Federal 
employment is running at that. That includes the so-called excepted 
positions. The competitive service as of the last of December was 
2,250,000. 

Mr. Puitures. You are saying you expect more Federal employees 
in the competitive service in 19: 54 than in fiscal 1953 ¢ 

Mr. Witx1aMs. No, sir. We are expecting fewer 

Mr. Epwarps. We revised those employment figures. 

Mr. Putiures. In other words, your revised figure is 2,150,000 ? 

Mr. Wiiu1ams. That is correct. 

Mr. Puitiies. Compared to how many at the present time? 

Mr. WirtiaMs. At the present time it is 2,251,000. That is the 
present figure. We are expecting by the close of the next fiscal year 
that will be down to 2,100,000, a reduction of 151,000. 

Mr. Puusirs. That does not seem like much of a reduction. Let 
us approach it from the angle of the noncompetitive. This is the 
ompetitive service. What is the balance between the 2,250,000 and 
the latest figure I saw, which was about 2,500,000 total in the service ? 
What do you make the total service to be at the end of next year? 

Mr. WituraMs. 2,300,000. 

Mr. Puitires. You mean to say you only expect in 1 year to re- 
duce this anthill of Government employment and bureaucracy by 
200,000 employees ? 

Mr. WituiaMs. I think I should make something clear at this point. 
The Commission normally does not estimate what the Federal em- 
ployment levels will be; that is a figure furnished to us by the Bureau 
of the Budget, which contro!s the purse strings in the sense of funds 
the agencies will request. Our annual needs are based in part upon 
the employment figure given to us. This time we did not have such 
. figure from the Bureau of the Budget so the Commission has got- 
ten off in an area in which it normally does not belong in attempting 
to estimate the number of employees the Federal service will have 
for any given period of time. In this case our money requirements 
is based upon the assumption that the Federal employment will be 
this way, but we do not estimate what it will be. 

Mr. Puriires. You are assuming there is only going to be a net 
ieduction of 200,000 Federal calglovess: Certainly this committee 
an take that as the minimum and something less, we hope, than the 
\inimum. 

Mr. WituiaMs. We say 240,000. 

Mr. Puiuirs. Now, in order to reach that figure, you expect a net 


‘turnover of about 521,000 employees, which is 20 percent of what we 


ave now, or about 20 percent. 
Mr. Witutams. Again the revised figure is 440,000 new hires 


expected. 


ANTICIPATED TURNOVER OF PERSONNEL 


Mr. Puiturs. I was just trying to figure the turnover. What do 
ou anticipate the turnover to be ? 
Mr. Witiiams. Twenty percent. 
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Mr. Puitures. What was the turnover in the last available year for 
which you have the figure? 

Mr. Wiiu1aMs. Twenty-three percent for 1952. So far this year 
it is running 21.6. It still has not gotten down to where we say it 
will be for fiscal 1954. 

Mr. Puituires. It has been as high as 27 percent. 

Mr. WituiaMs. Qh, yes. 

Mr. Tuomas. That is what your figure was last year. 

Mr. Wiiu1aMs. Yes, sir. 

Mr. Tuomas. We scaled it down to 25 percent. 

Mr. WiuuiaMs. Our estimate was 36 percent, and I think you backed 
it down to the current experience, which had been about 27 percent. 

Mr. Puturrs. It looks to me like this committee’s guess 1s much 
better than yours. 

Mr. Witu1ams. Much better than ours. As a matter of fact, it 
went even lower. 

Mr. Puitiies. Maybe we can apply that to next year. 

Mr. Witurams. I might say we shifted our ground just a little bit 
in this matter; we formerly used a different basis than we have used 
this year in attempting to project what the turnover will be. In 
the past we have used turnover in the sense of all movements into 
the Government and between Government agencies. That movement 
between Government agencies was a factor we never could determine 
too well. 

Mr. Puitires. You mean you do not count that as turnover any 
more ¢ 

Mr. Wiriu1ams. We do not count it today, because the Commission 
has no recruiting to do in the movement of employees between Govern- 
ment agencies. As long as they have civil-service status, people can 
move from one agency to another, and the gaining agency will regard 
it as an accession and the losing one as a separation. It gets into the 
turnover figures within the agency. We have excluded that and meas- 
ure the turnover now only by the brand new people who come into the 
Federal service from outside. 

Mr. Puitiims. And who leave the Federal service to go out com- 
pletely as Federal employees ¢ 

Mr. WiiuiaMs. Yes, sir. On that basis, if we use this new method 
of computing turnover, instead of it being as high as 25 or 26 percent, 
we get down to 20 percent. I think it is much more realistic. 


APPOINTMENTS TO POLICYMAKING POSITIONS 


Mr. Puicuirs. I observed in your preliminary remarks you made 
the statement which I now quote: 


I am also a firm believer in the civil-service system as a democratic means of 
filling Federal positions below the policymaking level on the basis of the relative 
fitness and merit of all those who desire to compete. 

I observe you put in there the few words “below the policymaking 
level.” 

There has been a great deal of discussion about that up here on the 
Hill and also downtown. Is the Civil Service Commission moving to 
do anything about that? 


(rr 
_ 
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Mr. Youne. The Civil Service Commission, in conjunction with the 
Bureau of the Budget and the Department of Justice and the execu- 
tive offices, is working on a program to attempt, shall we say, to free 
the policymaking positions in those areas of persons who have been 
given some kind of civil-service status in the past. 

Mr. Puitiies. When do you expect to have anything to release on 
that subject ? 

Mr. Young. It should be very shortly—within a week or something 
of that sort. 

Mr. Pures. How many people are there in the Federal service 
today, people who are presently under civil service, who fall into that 
category ¢ 

Mr. Young. It is still difficult to tell, because the agencies are now 
reviewing positions which are schedule A positions. Under schedule 
A you have to determine between those positions which are of a polic) \- 
making or confidential assistant nature and those which have other 
specialized pecularities which are not policymaking or confidential 
assistant. 

Piitiivs. I will cite 3 agencies. I am not sure where the line 
should fall in each case, and I do not attempt to make it here. One 
agency—a very large and influential agency—operates largely through 
sections each of which has an inde spe ndent head. In almost eve ry case 
those heads, which are policymaking without question, fall under 
civil service. There is no question about that. Those are all policy- 
making areas which should not be under civil service. 

Then we have another agency into which a new administrative officer 
has gone and he finds himself surrounded not only by policymaking 
people but also by the secretarial staff and the publicity staff. His 
complete staff is civil service. To what extent are you going to 
protect the policymaking head of an agency in the actual personnel of 
the staff that have to do his work ¢ 

In the third agency, which has been very much publicized in the 
paper, the new administrator has gone in with about 37,000 employees, 
with only 6 appointments possible in this entire agency. The agency 
has a very broad area of policymaking in the Federal program. 

What is the point of putting in a new head of an agency if the 
entire agency is filled by employees who do not hold to the same policy ¢ 

Mr. Youne. I could not agree with you more myself, because it is 
no good electing a new administration which, having been elected, 
presumably has the confidence of the majority of the people on the 
basis of having avowed a platform program of policies which they 
are expected to follow out. You cannot expect that administration 
to follow out a program which it has been elected to follow out 
unless it has the tools with which to work. That means to my mind 
that the people in policymaking jobs and in these confidential assist- 
ant top jobs have to be of the choosing of the administration and 
persons in whom they have loyal confidence and trust to carry out that 
particular program. 

In the case of your subordinate positions, where they may be pro- 
tected by regular career civil service, I also firmly believe, where you 
have a new person coming in, that you have to have congenial team 
operation in that particular office, and provision has to be made 
whereby those persons can be transferred elsewhere where they may 
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find more congenial surroundings and perhaps where they can use a 
person with his qualifications. 

Mr. Priiiies. Now we come back to the question Mr. Thomas asked 
very properly a few moments ago. Under present civil-service cus- 
tom—lI do not say regulations, but under present civil-service custom— 
in the United States it is practically impossible to change a person or 

get rid of a civil-service employee who is incompetent or who is un- 
cooperative. We are discussing this with you without any thought of 
criticism but to find a way out. It may be that congressional action 
is necessary; or it may be Commission action that is necessary. In 
fact, there can be an abuse of civil-service objectives, and presently 
we will give you an illustration of an abuse that is recognized by 
the General Accounting Office to the extent that they are taking action 
on it. Yet in hearings of the civil-service employees involved, the 
whole atmosphere was favorable to the civil-service employees and 
antagonistic to the effort to do anything about it. 

Now, that troubles all of us and has troubled us for years both in 
the State and Federal services. Yet some solution must be found, and 
we would be glad to have your comment. 

(Discussion on annual-leave payments which took place in the 
record at this point is printed in pt. II of the hearings. ) 


PROPOSAL THAT A CABINET OFFICER HAVE AUTHORITY TO DISCITARGE A 
SMALL PERCENTAGE OF CIVIL-SERVICE EMPLOYEES 


Mr. Corron. In connection with the conflict between the objectives 
of seeing to it that meritorious and efficient people are protected in 
their jobs and at the same time trying to see to it that inefficient people 
are not protected, I heard an interesting suggestion made informally 
in a group the other day by a member of the Cabinet. It had never 
occurred to me, but no doubt had been considered many times by your 
Commission, and I would like to repeat it before you comment. 

He said in order for the head of a department or agency to be able 
to have efficiency and discipline in his department or agency he felt 
he ought to have the authority to make a summary discharge of a 
certain small percentage of his employees even if it were “only 3 
percent or 2.5 percent, but up to that point he would have the authority 
to discharge, because, he said, he might never need to discharge any- 
body, but if it were known that he could in occasional instances, with- 
out going through any kind of trial or justifying his case before the 
Civil Service Commission or anybody else, purely for reasons of policy 
or reasons of discipline in his department or morale, could say to one 
particular emp lovee ' ‘You are through; you are separated,” that the 
knowledge on the part of the whole agency, even though it might have 
a thousand emprayes 1s and even though the percentage was extremely 
small, might be the difference between disc ipline and the lack of it, 
and between a man being able to produce efficiency in his department 
and not being able to produce it. It seems to me.a rather interesting 
suggestion. I wonder if you might comment on that, if you care to 
do it at this time. 

Mr. Youna. I have heard of that proposal, Mr. Cotton. I have not 
studied it yet at all. It seems to me, though, we have to be careful 
not to confuse the incompetent employee whom I think we would all 
agree should be eliminated from the scene, with the employee who 
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may be incompatible with his boss or fellow workers in that particular 
section or division—wherever it may be. There is no doubt but what 
the incompetent must be eliminated; on the other hand, if you have 
a competent person who has come into the civil-service system through 
this democratic means of competitive examinations and he has done a 
good job but just cannot get along with his coworkers or his boss 
in the particular agency, if you are going to maintain morale and 
integrity of this service, you do not fire that man because he cannot 
get along with his particular boss. You would not do that, or a com- 
pany would not do that in a well-run organization. 

Mr. Puruures. What do you do with him? 

Mr. Youne. You would move him, if possible, to a job where he 
would have some congenial working relationships and substitute an- 
other man. 

Mr. Puiturrs. You are perfectly aware that there are people who 
can walk into Civil Service or any other organization and pass a 
very high academic grade in a civil-service eXamination or any other 
examination, and yet it would be completely impossible for them to 
do a competent job in the practical, every-day office work and get along 
with other people. 

Mr. Youne. That is always a problem where you are putting a great 
deal of emphasis on examinations. I think it would be a great step 
forward if we could secure sufficient funds to do the kind of inter- 
view and investigation job which would tend to eliminate that kind 
of characteristic and get better adjusted people for the Federal service. 
[ do not think there is any duobt about that. We have the same thing 
in the school business and in every administration. You have admin 


istrative requirements and so forth. But unless you have a personal 
interview with potential students or faculty members or whoever it 
may be, you are always bound to fall into the difficulty Mr. Cotton 


suggests. 


APPLICATION OF VETERANS PREFERENCE LAWS 


Mr. Prius. That inquiry leads directly into the field of veterans’ 
preference. What are we going to do about veterans’ preferences 
which are usually set up by the Congress, which today have resulted 
in two things which I think the Congress did not anticipate. One 
was that a very high percentage of these people are now there because 
of veterans’ preferences. 

What percentage of the people on your rolls have attained their 
high positions by veterans’ preference ? 

Mr. Witu1aMs. The latest figure I saw was that close to 50 percent of 
the total Federal employees had veterans’ preferences. 

Mr. Puiurrs. It is also true that, in the examination, the situation 
ean and has resulted where a man has actually failed in the examina 
tion but his veteran’s preference has brought him up and put him 
in line, 

Mr. Witu1aMs. It puts him at the top of the list. A 10-point vet 
eran, if he gets a grade of 60, gets:10 points added and then actually 
goes above everybody else except another 10-point veteran; so he is 
being certified ahead of people who might also be veterans but have 
only 5 points added : and get certified in numerical order. 

Mr. Pumuirs. What is the distinction between 5 and 10? 





Mr. Wittiams. A 10-point veteran is one who has a disability; a 5- 
point veteran is one who has served in the Armed Forces and has no 
disability. Incidentally, that disability need not be compensable in 
order to get a 10-point preference. There is, I believe, a bill pending 
that would require that all veterans get at least a passing score; so 
they must make at least 70. 

Mr. Corron. Without the aid of points ? 

Mr. Wixuiams. Without the aid of points. And, secondly, that a 
10-point man would need a compensable disability in order to get the 
preference granted to him by law; he would have to be getting com- 
pensation. We have many veterans today in the Feder: al service who 
have noncompensable disabilities which entitles him to the 10 points 
plus the preference in placing them on the register. 


PERSONNEL IN EXAMINING FUNCTION 


Mr. Pures. In your justifications you have a table on page 9 
which is not comparable in the revision, but the table shows that in 
this examining function the personnel requirements for 1952, 1955, and 
1954 show 1,203 positions for 1952, or approximately the same num- 
ber—actually 1,193—authorized for 1953, but a jump to 1,491.6 for 
1954. Now, what reduction does your revision make in the 1,491.6 
figure ¢ 

Mr. Witiiams. You have a comparable table on page 3 of the 
revision. 

Mr. Puiuirs. That is the one I have already put in the record. 

Mr. WinuiamMs. I think so. That covers the positions as well as the 
money. 

Mr. Pumures. Where does that table show by the central and re- 
gional offices ¢ 

Mr. WittiaMs. It does not do that. 

Mr. Puiures. Can you put this comparable table in the record ¢ 

Mr. WittiaMs. Yes. 

(The table follows :) 


Activity 1. Personnel requirements: Number of positions and salary costs 


| 
1952 actual 1953 authorized 1954 estimate 


Positions 0 Positions Cost Positions Cost 
2, 322, 176 508 | $2,348, 202 574.0 | $2, 665, 537 
3, 382, 980 741 | 3,250, 256 802.0 | 3,440,818 


1, 249.0 5, 598, 45 1,376.0 6, 106, 355 
52.3 , 453 7 154, 930 


358, 901 1,196.7 5, 369, 005 


Mr. Pumurs. What I am pointing out is when Mr. Young says 
it would be nice if you were given enough money to hold better exami- 
nations, two things are abolved in the dise ‘ussion tod: ay. One. you 
hi ive asked for 800 more people than you had last year, which is a 

5 percent or a little over. The other is you expect during the yea 
to have a reduction in the number of Federal e mployees. 

Mr. Younes. That was reduced on this revised sheet to 1,332.3 
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Mr. Puitutrs. Which is still 100 more people than you had last 
year—actually about 135 more. 
~ Mr. Youna. You see, the reason for that, as I understand, is really 
the stage of the whole Federal pt typ orci cycle in which we are 
now as a result of all the Korean war activity and the aftermath of 

and the rapid build-up of the de fense program; the Civil Service 
C ommission in its registers quite naturally could not meet this inordi- 
nate, sudden demand for employment. 

Mr. Puituis. Are all the employees in the defense agencies under 
civil service? 

Mr. Youne. No; they are not all under civil service. 

Mr. Puitures. Then do not take credit for the Korean war and the 
need for new people in your agency. 

Mr. Youna. No; but I think the next step is an imports int step. 
As a result of the push to employ, authority from the Civil Service 
Commission for recruiting people had to be delegated to the various 
agencies. As this has tapered off, the overall mobilization picture 
has tended to stabilize, and, as we have seen in these figures, the turn- 
over is standing about the same, going down somewhat. ‘The result 
is that the Commission is beginning to pull back from these agencies 
the delegation of authority to go out and hire the temporary defense 
people. 

Mr. Puitirrs. What we are suggesting is that there is a field for 
exploration by you. 

Ir. Youne. I am sure of that. 

(Further discussion on annual-leave payments which took place in 
the record at this point is printed in pt. II of the hearings.) 


INVESTIGATIONS 


Mr. Puiuures. In regard to No. 2, “Investigations,” the problem 
before this committee has been one of eliminating duplication. So, 
Mr. Young, will you have somebody give us a statement on that ? 

We will. put the table at the bottom of page 21 in the record at this 
point. 


Mr. Wit1aMs. May I put in the revised tables, on page 11? 
Mr. Puuuires. Yes. 


(The matter above referred to is as follows:) 















ACTIVITY 2. INVESTIGATION OF CHARACTER AND FITNESS FOR EMPLOYMENT 


GENERAL 





STATEMENT 











The Civil Service Commission, under Executive Order 9835, as amended by 
Executive Order 10241, conducts loyalty checks of applicants or appointees to 
positions in the Federal service. If derogatory information regarding loyalty 
is developed, the case is referred to the Federal Bureau of Investigation for a 
full field investigation. Reports of these investigations are considered and 
adjudicated by loyalty boards established in the regional offices of the Commis- 
sion and by agency loyalty boards. Appeals from decisions of these boards are 
considered by a Loyalty Review Board in the central office of the Commission. 

The Commission also conducts personal investigations of a nonloyalty nature 
in several types of cases; (1) serious cases of suitability concerning applicants 
for or appointees to Federal employment, (2) appeals from veterans, (3) candi- 
dates for postmaster appointments, (4) qualification investigations of appli- 
eants for top level positions, and (5) instances of fraud or collusion in Civil 
Service examinations, and complaints of discrimination because of race, religion, 
or political affiliation. 
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Activity 2.—ZJ/nvestigations, personnel requirements, positions, and salary costs 


1952 actual 1953 authorized 1954 estimate 
| 


‘ " | ie : ‘el 
| Positions} Cost | Positions} Cost Positions | 


Central office 488 | $1, 853, 199 | 401 $1, 520, 072 340 $1, 299, 573 
Regional offices , 270 4, 957, 804 897 3, 584, 751 710 

Total , 758 6, 811,003 | 1, 298 5, 104, 823 , 050 
Less lapses 70. 7 313, 676 41.2 179, 72 


Net, activity 2 , 687. ¢ 6, 497, 327 1, 256.8 4, 925, 095 , 005. 9 3, 949, 657 


Activity 2, investigations, comparative summary statement by functions 


Fiscal year 1954 
Fiscal year 1953 | Fiscal year 1954 | Fiscal year 1954 | change (+ or 
authorized in printed budget) revised estimates from printed 
* dget 
Functions budge 


Posi- . Posi- : 
Cos Cos 
tions ost tions Bt 


Loyalty-program functions 
Record check and inquiry 
cases 658 $2, 208, 
Files activities 131 448, ¢ 
Regional loyalty boards 60 316, 
Loyalty Review Board 37 238, 
Operational services 39 151, 3: 


890 
2, O30 
, 700 
, 800 
, 500 


Subtotal, loyalty-pro 
gram functions 925) 3, 362, , 920 
Other investigative functions 
Suitability conversions 
from record check and 
inquiry cases 479, 
Veterans’ Preference Act 
cases 99, 
302, 
189, 


Postmaster cases 
Other qualifications cases 
Special suitability deter 

mination cases 2 , 33S 2 113, : 
Civil-service personnel 

background in vestigations 28, 315 ‘ 3 ) 27, 
Other merit-system cases ' 3: 154, 647 ‘ 149, 28: 


109, 


Subtotal, other sti- 


gative functi 37: , 742, 308! 1, 439, 284! 1,356, 830 


Total 5, , 82: 1, 362) 5,208,058! 1,050 


, 123, 750 
Less lapses 58.8 232, 058 44.1 174, 


093 


Net, activity 2 256 095 1,303.2) 4,976,000 1,005.9 3, 949, 657 


Mr. Puitups. Tell us why you need $2,561,000 before the revision 
for this work of record checking. Let us make a note of the fact 
that the figure given of $2,576,160 is only for the record check and 
inquiry cases. In addition to that, you have $519,401 for files activities 
and $327,429 for regional loyalty boards. 

Mr. Youn. That is a breakdown on that page. 

Mr. Puiurrs. And, in addition to the loyalty boards, you have 
operational services. And the entire loyalty program costs the tax- 
payers $3,768,096. 

Mr. Wituiams. That is the old figure. 

Mr. Pures. The new figure is now about a million less than that, 
which is moving in the right direction. 
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In addition to that, we appropriate money for the Subversive 
Activities Control Board, and what other boards are there in the 
Government that are performing somewhat the same function / 

Mr. Wizuiams. The FBI does part of this work. 

Mr. Puitures. The FBI enters into this field. I am not sure there 
is a clear distinction between the work of all these agencies. I 
would like to know just why you need this if we are going to appro- 
priate other money for it. 

Mr. Youne. It is restricted by Executive order, as I understand, 
to incoming employees. These are new people coming in. 

Mr. Puiturs. What do you look into; what do you check ¢ 

Mr. Young. It is a check primarily of the loyalty of the individual. 
The breaking point with the FBI as to where they take over is if our 
loyalty chee k finds anything of a subversive nature in the background 
or record of aman. At that time it is turned over to the FBI, who 
run a full field investigation in respect to that man, 

Mr. Pures. If it does not show anything of a subversive nature, 
then it does not go over to the FBI? 

Mr. Lounge. That is right. 
Mr. Pui.irs. Where does the subversive-activities part come into 
it ¢ 

Mr. Wituiams. I do not think we can give you too good an answer. 
I know there is no duplication. That has to do with the registering 
of persons. The law requires that any person who is a member of 
the Communist Party or is affiliated with it must register with the 
Subversive Activities Control Board. Their hearings are on the 
question of whether or not such persons are 

Mr. Puiturps. As charged ¢ 

Mr. WituiaMs. That is right. And that applies to any individual 
or organization—not necessarily in the Federal service. At the recent 
hearing, they concluded the Communist Party itself must register, 
aside from the membership of the party. 

Mr. Puiuirs. The trial which involved the Communist Party, as we 
understand, was to establish the position of the Communist Party, 
so that an employee who was a member of the Communist Party would 
then have that established, so it did not have to be tried in every 
individual case. 

Mr. Wiiu1aMs. He had to register. 

Mr. Puitires. How much do you figure it costs for your part of 
the record checking and inquiry cases? 

Mr. Wiii1aMs. It costs us $4.63 to make our check on Federal 
employees who enter the Federal service. 

Mr. Puiuures. $4.63 per case? 

Mr. Witu1ams. Yes. With that money, we check possibly 10 differ 
ent files, including our own and the FBI. 

Mr. Pures. Files within the Government ? 

Mr. WiiuiaMs. Files within the Government—the Army, Navy, 
Air Force, Intelligence files, the House Un-American Activities Com- 
mittee files. Also we send inquiries to prior employers, check their 
school records, and the police records in metropolitan areas where 
these people have lived. If we get information from any of those 
sources which indicates anything of a disloyal or subversive nature, 
we drop the case and send it to the FBI, furnish them with what we 
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have, and they pick it up and make a full field investigation. Their 
full field investigation then goes to our regional loyalty board. 

Mr. Putriires. How much does that cost? 

Mr. Wituiams. The loyalty board adjudication at the regional level 
costs $100. 

Mr. Tuomas. It was $127 last year. 

Mr. Prunes. They come up W ith an even $100 this year, but they 
have added the difference to the cost of examining and sifedieatin 
review boards, which is now estimated at $920. 

Mr. Witxit1aMs. That is right. 

Mr. Puriuirs. That seems very high compared to the other two. 

Mr. Wiiur1aMs. It is very high. At the regional level, that $100 is 
a composite cost. ne some cases they have to run hearings and some 
they do not. Hearing cases always costs more than those in which 
they are not reste 

Mr. Pups. I think in the case of this loyalty work, the unit cost, 
since we have had that up in a rather detailed way with the loyalty 
board, should be inserted, and we will insert page 12. 

(The matter above referred to is as follows:) 


Activity 2, investigations: Workloads and unit costs 


" Fiscal year 1954 
Fiscal year 1953 Fiscal year 1954 | Fiscal year 1954 


fe change (+-) or (—) 
authorized in printed revised from printed 
budget estimate | budget 
Work items } 


Proe- Cost | Proc- Cost Proc- | Cost Proc- Cost 
| essed |per unit} essed jperunit) essed |perunit) essed per unit 


Record check and inquiry cases 453,039 | $4.70 |558, 537 $4.35 (364, 036 $4.63 |—194,501 | +$0. 28 
Examining and adjudicating re- | 

gional loyalty cases 2, 925 | i | 3,030 | 100.00 | 2,326 | 100.00 —704 
Examining and adjudicating re- | | 

view board cases 75 | 92 58 | 900.00 | 55 | 920.00 +7 | +20.00 
Postauditing of loyalty adjudica- | | | 

tions 5, 053 i , 239 13. 25 3, 3. 25 
Suitability conversions from record | | 

check and inquiry cases 20,477 | 45. 0¢ 9,977 33. 00 2,725 | 36 —7,252 | +3.00 
Veterans Preference Act cases 1,445 ,400 | 70.00) 1, | 6 | | —1.00 
Postmaster candidates | 3,044 5 2, 152 49.00 | 6,127 | 48. +3,975 | —1.00 
Other qualifications cases 1,198 55 | , 459 | 147.00 1, 26: 5. —197 —2. 00 
Special suitability determination | 

cases 27, 487 3. 98 27, 283 3.93 | 27, 283 3. 93 
Civil-service personnel background | 

investigations 135 | 2 316 | 190.00 3! 86.00 | —181 —4.00 
Other merit system cases 2, 731 7 2,172 | 68.00] 2,17: A Saeeeree —1.00 


Mr. Jonas. Was it not brought out that that was an arbitrary 
figure per case, regardless of whether it cost that much in each case 
or not? 

Mr. Purturrs. Is that true? 

Mr. WitutaMs. No, sir. I think you are referring to the reim- 
bursable cases done by the FBI. They bill on an arbitr ary basis. 

Mr. Jonas. You do not? 

Mr. WituiAms. No, sir. These costs are backed up by an actual 
cost accounting system which gives us the exact cost which goes into 
it. 

Mr. Jonas. I thought the cost was $400. 

Mr. WittiaMs. The é¢ases you are referring to are investigations 
of United Nations personnel and other international employees. For 
that group the FBI was investigating, their case costs would average 
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$500. In some of the cases the cost would be twice that much and 
in some half that much. But on an experience basis of doing simi- 
lar investigations at other times, that was their average case cost. 

Mr. Puiturps. Is your estimate for next year based on enough 
experience to know, within a reasonable area, what your total need 

voing to be for money 6 

Mr. Witutams. Yes, sil 

Mr. Puiuips. It must be related to the number of people you 
expect to employ. 

Mr. WitttaMs. It is related entirely to the number of new people 
to be taken into the Federal service. 

Mr. Puiiurps. Suppose you do not have that many new — but 
have peop le who have been in the Government before and who oO 
back in the agency. 

Mr. Wituiams. If they come back within a vear, we do not then 
give them this record check; if they come back after a year, we do. 
If the total employment does not measure up to what we say it will 
be, for each person who does not come in, we will start saving money. 

Mr. Puitires. You have other investigative functions which have 
a total of about a million and a third—$1.356,830, which makes a total 
for all your investigative functions of 414 million, approximately. 

Mr. WiuutaMs. Revised to $3.7 million. 

Mr. Puiturrs. We are supposed to be reading from your revision 

Mr. Youna. $3,758,000. 

Mr. Puitiies. The figure we have is $3,949,758. 

Mr. Witu1ams. I am sorry. You have the correct figure. 

Mr. Puiurrs. We would rather take the one that on expec ted to 
bring up to us, before somebody talked you out of it, and consider 
$3,758,657 as the figure. 

Mr. WixuiaMs. I am sure you would. I would like it to be that way 
myself, as a taxpayer. 

(Further discussion on annual leave payments which took place in 
the record at this point is printed in pt. II of the hearings.) 

MERIT SYSTEM CASES 

Mr. Puiuies. Please tell me about your merit-system cases, because 
I did not quite understand that. 

It is on page 35 of the original justification. Will somebody explain 
to me what that type of investigation is? It is one of the items under 
the investigations, other merit-system cases for which you want $149,- 
285 on the amended budget. 

It is page 11 of the revision, if that is what you are working from. 
We will put it in the record. 

Mr. WituiaMs. Yes, sir; that is right. 

(The information follows:) 

Other merit-system cases.—Authorized 1953, $198,961 ; requested 1954, $149,285. 

In addition to the types of investigations enumerated above, other investi- 
gations are required to carry out the Commission’s responsibility for the adminis- 
tration of the merit system under the Civil Service Act, rules, and regulations. 
For example, questions of fraud, collusion in examinations, questionable claims 
as to eligibility for disability retirement, complaints of discrimination because 
of race or religion or political reasons are investigated prior to adjudicaton, 

Receipts for fiscal vears 1953 and 1954 are estimated to be 2,400 cases. The 
funds requested for 1954 are to process 2,172 cases which will enable the Com- 
mission to keep this work at the normal level. 
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The nature of those cases are questions where fraud or collusion 
in examinations arise, Mr. Phillips. It is sort of a catchall in which 
we have thrown a number of different types. 

Mr. Puiuurrs. You mean if a postmaster, for example, went in and 
coached someone taking the examination in the post office, that would 
come under that heading ¢ 

Mr. Wituiams. Or if one person took an examination for another 
person by using the other’s name. It also deals with certain ques- 
tionable claims for disability retirement, where there is some question 
as to the person’s actual disability. 

It is a mixture of various types of cases that do require personal 
investigation in order to establish the facts. 

ADMINISTRATION OF THE Postr1oN CLASSIFICATION SYSTEM 
Mr. Puituires. Now we come to classification. 
That, I presume, is covered by page 17 of the revision. 
(The information referred to follows :) 


Administration of the position classification Comparative 


summary statement by function 


Activity 30. system: 


Fiscal year 1954 


Fiscal year 1953 
suthorized 


Posi- 
tions 


Fiscal year 1954 
in printed budget 


Posi- 


tions 


Fiscal year 1954 
revised estimate 


Posi- 


tions Cost 


change (+) or (— 
from printed 
budget 


Posi- 


tions Cost 
' 


Establishing and issuing al- 

location standards $154, 300 
Conducting audits 1, 148, 191 1, 369, O86 
Reconsiderations 87, 300 87, 300 


Pay administration 73, 060 : 73, 000 


$154, 300 

1, 350, 301 
87, 300 | 
73, 000 


$154, 300 


—18, 785 
—2, 265 


Total 27 1, 462, 791 1, 683, 686 


1, 664, 901 gi >i 
Lapses 5 32, 791 12.1 68, 686 -.4} 


Less 66, 421 


1, 598, 480 —2.6 —16, 520 


1, 615, 000 296.3 


Net—activity 3 , 000 298. 9 


Mr. Puituirs. There always was a little problem before this com- 
mittee why you needed all this money for classifications when until 
very recently anybody could just go out and say they wanted a job in 
civil service and go to work the next d: ay on most of the activities you 
spend the time and money on. 

Next year you ought to need less money than you had this year, 
rather than more. 

What figure have you got down there as to what you thought you 
would get on this item? 

Mr. Witiiams. The original request was $1.6 million; a very slight 
reduction—$16,500, is in the latest revision. 

Mr. Puuiirs. This only shows a reduction of $16,500. 

Mr. Witurams. This work has no direct relationship to the recruit- 
ing of people for the Federal service. 

Mr. ~ It does not have anything to do with it? 

Mr. WitutaMs. Not with recruitment; no, sir. It has to do with 
two items, publishing standards and auditing agency classification 
actions. 
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Mr. Puitiirs. What do you mean by your classification system?’ I 
thought this was that part of the general Civil Service Commission 
which had to do with their classification into areas of work. It does 
not ? 

Mr. Wititams. It has to do with the establishment of standards 
and audits. 

Mr. Puittirs. You in effect police the agencies? 

Mr. WituiaMs. As to allocation of positions, the grades they assign 
to positions. 

Mr. Pruiurps. Then I take back what I said before, because I think 
this is a more worthwhile work. I was mistaken in my area of func 
tion but I notice that your biggest job is conducting what you call 
“audits.” 

Mr. WitiiaMs. Yes, sir. 

Mr. Puutars. The word “audits” here has nothing to do with 
money ¢ 

Mr. Wituiams. That is right. 

Mr. Putures, It has to do with classification / 

Mr. Wituiams. That is right. The act imposes a responsibility 
upon the Commission to audit the classification action of agencies, 
to be sure they adhere to the standards. 

Mr. Patiurps. Do any of the members of the committee want to ask 
about a subject ? 

Mr. Jonas. Is most of that work done in Washington ¢ 

Mr. Wiiu1aMs. No, sir; most of it is done in the field. 

An agency may estabilsh a position and assign a grade to it and 
that grade automatically carries a given salary, which is provided 
by law for that particular grade. 

The job of the Commission is to go in, to check the accuracy of 
the job sheet, to see that it does adhere to the standards, to see that it 
is worth the grade the agency has assigned to it and if it is not, then 
to change it. 

Mr. Jonas. Do you make an on-the-job inspection / 

Mr. Witiiams. Yes, sir; we make an on-the-job inspection of the 
job sheet; we compare it with the standards that are established for 
that particular kind of work and then we check with the employee 
doing it to see that in fact he is doing the job that he is getting paid 
to do. We have full authority to adjust any grade that an agency 
establishes which we find is erroneously set. 

Mr. Jonas. Thank you, Mr. Chairman. 


SERVICE Recorp 


Mr. Puituirs. Now we turn to Activity 5: The Service Record. 

That is a job of maintaining service histories of present and former 
employees in the Federal service. 

Mr. Jonas. What page is that ? 

Mr. Pururres. That is on page 50 of the justifications and I think 
we will ask the reporter to put in all of that preliminary statement, 
and page 22 of the revised justification. 
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(The information referred to is as follows:) 
AcTIvITyY 5—SERVICE RECORD 


GENERAL STATEMENT 


The principal items of work in this activity are (1) maintaining the service 

f present and former employees of the Federal service, (2) determining 

for competitive civil-service status, (3) establishing and administering 

rnles and regulations governing the reporting of agency personnel actions, (4) 

maintaining records and control of positions in the apportioned service, (5) 

considering and acting on agency requests for appointments under schedule B 

of the Civil Service Regulations, and (6) answering inquiries on all service- 
record matters, 

The service-record file maintained by the Commission is the only central file 
of service records of employees of the executive branch of the Federal Govern- 
ment. 

] 


record 


Comparative summary statement, by function 


year 1954 
e (+0 

printed 
budget 


$226, 060 


19, 500 6 
200. € Ww) 


23, 220 


) 
37 1, 338 
134, 070 22 98, 800 


5X0, 230) 128 485, 900 —2 —94, 330 
22, 230 5.3 21,050) —.< , 180 
558, 000) 122.7 464, 850 —23 93, 150 


Mr. Witttams. May I say, there are some revised pages Mr. Phil- 
lips. Page 22 and page 23 of the revision. 

Mr. Puiures. But they do not offect the narrative part of this. 

Mr. WiiuiaMs. No, sir. 

Mr. Puruirs. I want to put a narrative part in, followed by page 
22, which I think ought to pick up what I want. 

There is a very real question before us as to whether or not you 
actually do not carry a tremendous amount of deadwood in those 
records, and whether there is not some way of reducing this. 

How much reference is there to this file? 

Mr. WituraMs. Quite a bit, sir. 

Mr. Putiires. Quite a bit is not a specific answer. 

Mr. Witutams. Not only by the Civil Service Commission, but by 
a number of other agencies of Government who, in their work, have 
the need to locate Federal employees. 

The GAO, for example, uses it, the FBI uses it; we use it to a con- 
siderable extent and for a number of different purposes. 

Mr. Puiiures. About how many files have you'in there? 

Mr. Wittiams. There are about 1614 million service records in 
this file, representing persons who have and who still do work in the 
Federal service. 

Mr. Youne. This would be regarded as a central file. 





793 


Mr. WriutaMs. It is the only centralized file of Federal employ- 
ment, going back over the years. 

Mr. Purures. You are awfully high on your percentage of em- 
ployees to number of files. There is no in dustry in the United States 
that has that high a figure. 

Mr. Witurams. The file itself only costs us $200,000 to maintai 
That means filing several million pieces of paper over the course of 
a year into this file— all accessions, all separations, all movements be- 
tween agencies, all investigative reports that go into these files to make 
them more useful. 

Mr. Youna. This is a servicing job. It is not just a filing job. 

Mr. Paituies. If you check that I believe you will come to the con- 
clusion you can get along with the same number of people you had 
last year in that type of work. 

Mr. WintiaMs. As a matter of fact, the revised request is less than 
this year, Mr. Phillips, for the filing operation. 

Mr. Purups. I see. 

Mr. WitutAMs. The point I was making here was that the total cost 
for this activity is only partially for the filing work. You will find 
that over half of the money goes into nonfiling items. 


RETIREMENT SYSTEMS 


Mr. Putiuirs. How did I come to skip over retirement ? 

Mr. Youne. We thought you wanted to. 

Mr. Puitires. I do not want to skip over it because it should be 
taken up at the same time. 


That item changed by 1 position—in fact, 2 positions. 

Just because there is no change does not necessarily imply that we 
endorse the idea 

What I really want to talk about at the same time is the retirement 
fund. Let us insert pages 42, 43, and 44, 

(The information is as follows :) 


ACTIVITY 4—ADMINISTRATION OF THE RETIREMENT SYSTEMS 
GENERAL STATEMENT 


The administration of the Civil Service Retirement Act, the Panama Canal 
Construction Annuity Act, and the Lighthouse Service Widows’ Benefit Act 
are provided for in this activity. 

The work performed in administering the Civil Service Retirement Act con- 
sists largely of (1) adjudicating annuity and death claims, (2) making refunds 
to former employees of amounts to their credit in the fund, (8) determining credit- 
able service for retirement purposes, (4) maintaining all necessary accounting 
and control records to properly administer the fiscal activities of the fund, in- 
cluding receipts from employees and Government contributions, payments to 
annuitants, survivors, and other claimants, maintaining individual retirement 
record accounts, (5) making actuarial studies, and (6) answering inquiries 

The administration of the Panama Canal Construction Annuity A 
the Lighthouse Service Widows’ Benefit Act requires the Commission to adjudi 
cate any pay claims to persons entitled to benefits under these acts 
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PERSON NEL REQUIREMENTS 


The number of positions and salary costs for this activity are shown in the 
following table: 


1952, actual 1953, authorized 1954, estimate 


Positions Cost Positions Cost Positions Cost 


Total 321 | $1, 360, 578 320 | $1, 351, 850 319 | $1, 350, 908 
Less lapses 9.6 37, 275 8.7 30, 650 | 8.6 31, 908 


Net, activity 311.4 1, 323, 303 311.3 1, 321, 200 310. 4 1, 319, 000 


Comparative summary statement by function 


1952, actual 1953, authorized 1954, estimate 
Functions --—--—-—— -~—_—_—__—- - -_ — = 


Positions Cost Positions Cost Positions Cost 


Processing annuity and = «6 death 

claims : $357, $360, 826 74 
Processing refund claims 3: 31, : 122, 820 31 
Processing service credit claims 5, 955 76, 710 17 
Maintaining control accounts 2 23, § ‘ 123, 831 28 
Maintaining the annuity roll ’ 8, 95 oF 93. 468 27 
Maintaining file of retirement 

record cards d 31, 3 125, 359 38 
Answering inquiries : 209, 42 195, 223 42 
Making actuarial studies, etc ‘ ; 59, 391 10 
Mail and files services 3s 26, 38 121, 922 38 
Handling retirement medical ex | 

1minations 71, 94: : 72, 300 14 


Total 321 a 5 3% , 351, 850 319 
Less lapses 9.6 37, 275 8.7 30, 650 8.6 


Net, activity 4 311.4 ,» 323, } ‘ < , 321, 200 310. 4 l,< 


Workloads and unit costs 


1952 actual 1953 authorized 1954 estimate 
Work items a ; - a e 
Proc- Cost per Proc- Cost per | Proc- Cost per 
essed unit essed unit essed unit 


Processing annuity and death claims | 45, 057 $7.79 | 45,929 70 | 45,919 
Processing refund claims 161, 480 78 | 155,000 78 155, 000 
Processing service credit claims 29, 091 2. 81 28, 830 . 60 28, 830 
Maintaining the annuity roll 206, Y85 38 223, 945 40 241, 065 
Answering inquiries 188, 740 1.07 188, 600 . 00 188, 600 


Handling retirement medical examina- | 
tions . 18, 423 3. 83 7, 95£ 4.01 17, 955 


| 
ome — 
| 


Civin Service RETIREMENT FuNpD 


Take the blue page 94 and the white page 42 and you had this year 
321 positions, and you ask for next year 319 in the revised budget. 

Now I think perhaps we could put in the narrative part of. page 42 
and a revision. Where is the page that corresponds to this? 

Mr. Wiuurams. There is no revision in that item. The original 
justification material is all right. 

Mr. Puiniirs. We have put in all of page 42 and 43 and 44, and 
now put in 94, 95, and 96. 





(The information follows :) 


ippropriation: Payment to civil service retirement and disability fund (normal 
cost) 


Civil service retirement and disability fund (normal cost) : 
Appropriated, 1953 ei sede A ha ‘ * $183, 268, 000 
Estimate, 1954- pie dots . . - 176, 139, 000 


Changes 1954 compared with 1953 7, 129, 000 


‘For fiscal year 1953 a single appropriation of $321,450,000 was made to the civil 
service retirement and disability fund for the normal cost and interest Of the total 
appropriated, $183,268,000 was for the purpose of paying the normal cost of the United 
States share to the retirement fund, and the balance of $138,182,000 was for the payment 
of interest on the unfunded accrued Hability of the United States to the fund For fiscal 
year 1954 a separate appropriation is being requested to cover each of these items 

The appropriation requested for the civil service retirement and disability 
fund (normal cost) for fiscal year 1954 is the actuarially determined normal 
cost of 2.78 percent of payroll. The payroll is based on estimated coverage of 
1,700,000 employees, at an average salary of $3,805. The rate and the average 
salary are the same as for 1953; the reduction is due to an estimated drop of 
67,000 employees in coverage of the act. 

The table which follows shows the factors considered in estimating for this 
appropriation. 


Payment to civil service retirement and disability fund (normal cost) estimated 
appropriation required for the fiscal year 1954 


Fiscal year 

1954 
1. Average number of covered employees 1, 709, 000 
2. Average annual basic salary eee dion ; $3, 805 
3. Estimated total salaries of covered employees $6, 468, 500, 000 
4. Government’s normal cost (2.78 percent of payroll fiscal year 


EE ’ salad a 179, 824, 000 
Deduct : 

Recoveries of debts to the United States $219, 000 

Due as reimbursement for contribution to the 
retirment fund : 

From Panama Canal Company- 997, 000 

From Virgin Islands Corporation : 19, 000 

From District of Columbia government 2, 450, 000 

—___—_—_—— 8, 685, 000 


6. Government’s net normal cost----~---- ietpideers 176, 139, 000 
Appropriation: Payment to civil service retirement and disability fund (interest) 


Civil service retirement and disability fund (interest) : 
Appropriated, 1953.............. ee : * $138, 182, 000 
Estimate, 1954.....-_- coke : , ih 192, 015, 000 


Changes 1954 compared with 1953_- ot ; 7 +53, 833, 000 

‘In the budget for fiscal year 1953, this item was combined with the normal cost in a 
single appropriation. 

The appropriation requested for the civil service retirement and disability fund 
(interest) is equivalent to interest at 4 percent on the unfunded accrued liability 
(deficiency) of the United States to the fund. As of July 1, 1952, this liability 
was $4,800,366,000. 

The increase in interest shown in the above schedule reflects the increase in the 
unfunded accrued liability (deficiency) resulting from the fact that the amount 
appropriated to the civil service retirement and disability fund in 1953 was in 
sufficient to provide both the Government’s normal cost and the total interest on 
the deficiency. The interest required for 1953 was $189,986,500 (4 percent of the 
July 1, 1951, deficiency amounting to £4,748,411,500). 

The following schedule shows the computation of the estimate for this appro 
priation. 
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Payment to civil service retirement and disability fund (interest) estimated 
appropriation required for the fiscal year 1954 


1. Deficiency at June 30, 1952 en Pieter ..._..---- $4, 938, 348, 000 
2. Add amount required to meet Government’s normal cost in 
1953 (2.78 percent X 1,767,000 X $3,805 ) 186, 911, 500 


5, 125, 259, 500 


Less direct appropriations and reimbursements to the fund 
in 1953 _— i ‘3 ee ad 324, 893, 500 


. Deficiency at July 1, 1952______- abs, Bis eg 800, 366, 000 
Interest for 1953 (4 percent x$4 800,366,257) 192, 015, 000 
Mr. Puuirs. The important part here skips over to page 94, in 

which we have, Mr. Young, a very important question of policy. 

You administer these funds. Now under any industrial plant the 
object of a retirement fund is to keep it in an actuarially sound 
position. We all strive to do that. If they are not kept in that 
position we have to sweeten them, either by increasing the payments 
of the employer or employee, or we have to sweeten them by appro- 
priations from the State government or the governmental agency. 
But when you get to the ‘Federal level, you have a very different 
problem. 

The Federal level has no investment but its own. 

I have questioned for several years in this committee whether we 
need to give you any money at all. There is $176,139,000 requested, 
which is quite a little less—$7 million less than you asked for last 
year, but you actually have a cushion in there, based on any demands 
you have had upon it. Nothing but an extraordinary demand upon 
it would ever bring your fund down to the point at which we should 
have to even have any concern about it. Am I right? 

Mr. WititaMs. From the standpoint of cash resources in the fund? 

Mr. Putiurrs. Yes. 

Mr. WinuraMs. As against annual disbursements ? 

Mr. Putures. Yes. 

Mr. WiuuiaMs. I would say that is true, sir. 

Mr. Puitires. What is the exact cushion / 

Mr. Witu1ams. We have Mr. Irons here, the Chief of the Retire- 
ment Division. 


BALANCE IN RETIREMENT FUND 


Mr. Irons. The balance in our fund as of February 2, 1953, is 
$5,388,000,000. Our rate of spending is—— 

Mr. Puitures. Just a minute, because I am looking at your printed 
book and it is different. What are you giving? 

Mr. Irons. I was giving the very latest one, February 28, 1953, of 
$5.588.000,000., 

Mr. Puiuies. In other words, in the 6 months you increased it over 
$300 million ? 

Mr. Irons. That is correct. 

Mr. Puiirs. You see what I mean, Mr. Young. Your fund i 
steadily going up and the demand upon it does not have any jump, 
which would suggest that the fund is not in any danger at all. It is 
simply building itself up more and more and its aeaes area of 

vestment is in itself. 





You take this over to the Treasury Department and you hand it to 
the Treasury Department and get a piece of paper from the Treasury 
Department saying that you have a deposit over there. How much 
interest are you getting on it? 

Mr. Irons. Four percent. 

Mr. Putiuirs. So on an actuarial basis, you would not be considered 
in good condition and there has been a question before this committee 
for several years as to whether we should give you an additional 
amount of money and get your fund up to an actuarial basis. 

Mr. Yates. How much would it take? About $5 billion? 

Mr. Irons. I think it would take $5 billion, either in cash or over 
a period of years. 

Mr. Putuires. It would take $4,938,347,953 as of last June 30 to 
put it on a basis which an actuary, calculating all the possible de- 
mands on it forever, as if the Government went out of business alto- 
gether, an actuary figures this on the basis that tomorrow the Govern- 
ment is going to close its doors, and has to pay off; well, no such condi- 
tion exists in Government. 

It is not even remotely possible that we will retire all Government 
employees tomorrow morning, or even in the next 2 months. 

Mr. Youne. That would make my job easier. 

Mr. Putturrs. I think that this committee will seriously consider, 
and we would like you to speak to that point, that we are just going 
to let you carry this on without additional money as long as you keep 
increasing the fund. 

Mr. Wi11aMs. I am sure you are aware that in Public Law 555, the 
Congress designated a committee to look into this question of the 
method of financing the various retirement funds within the Federal 
service. It designated the Secretary of the Treasury, the Civil Service 
Commission, the Bureau of the Budget, and one other, I think, was 
there not, Mr. Irons, as a top committee to look into this problem. 
Their review and report is due in by the end of December of this year. 
Their report is to be made to the Congress. 

Mr. Puiturrs. Maybe we will anticipate it a little. 

Mr. Wruu1aMs. There is in the mill that sort of a study covering, 
not only this, but social security, railroad retirement, and the various 
other retirement systems in the Government. 

Mr. Putuies. Do you see my point? We are in effect trying to 
set up in the Federal Government a retirement system, based on the 
actuarial computations of industry, which could be closed up at any 
time. 


PROPOSED LANGUAGE CHANGES FOR THE RETIREMENT FUND 


I have no desire to discuss it further or to take the time unless 
somebody else wants to ask a question, but I do want to ask you 
about this proposed language on page 53 of the subcommittee print 
of the bill, which certainly was not handed to us with any previous 
approval of this subcommittee. You want to change the system of 
the fund by setting up what would amount to a revolving fund of 
some kind and an indefinite appropriation. 

Mr. Wuu1AMs. That is for the interest only. 


80608—53—pt. 3——-19 
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Mr. Puitiirs. You would not be terribly disappointed if we did 
not put that in # 

Mr. WiutaMs. I think you would like to hear from Mr. Irons on 
the point. 

Mr. Puitues. Mr. Irons, did you want to speak on that? 

Mr. Irons. Mr. Chairman, the real distinction in that approach this 
year is with regard to the language affecting the interest on the trust 
fund, making it indefinite 

Mr. Pues. That was not really your idea was it ? 

Mr. Irons. All I know, it was presented to us by the Bureau of 
the Budget. The origin of the suggestion, I do not know, beyond 
that point. 

I think the principle is here, that it is a recognition by Government 
that there is an unfunded liability of the same importance as the 
funded liability, and that this amount of money represents interest 
and would be treated as such. 

Mr. Puitzuirs. There is continuously on the record the feeling of 
this committee that there is the liability. It is just a question of what 
to do about it, and the feeling of more confidence on our part that the 
Government is not going to close up on the first of the month. 

Mr. Irons. Mr. Chairman, could I add one more word in here. 

Mr. Putturrs. Yes, sir. 

Mr. Irons. It usually pays in this kind of hearing to keep your 
mouth shut unless you are asked a question, but I think everybody 
agrees that there is a real problem with regard to the financing of 
this trust fund. 

I think personally it is important to the Commission, to this com- 
mittee, and to the employees that the thing be fixed finally in law, 
stating what the basis should be. 

It makes it difficult for everybody when we don’t know what is the 
proper basis for financing this system. Should it be actually actu- 
arially funded or should it not. be? 

Mr. Puitiurs. Well, Mr. Young, that goes before another com 
mittee, and you will have to go before them and act as a witness there, 
so we concur with Mr. Irons that it is a problem; that it should be 
settled, but that this committee will, I hope, adopt a policy that we 
won't give you any new money to create a fund which has no use, 
except to lie in the treasury, its own treasury, just as long as you get 
in more money every year than you spend out. I may say that that 
meets with considerable approv: al in the retirement groups that are 
also interested. We will wait for the report of the committee. 





DISBURSEMENTS FROM THE CIVIL SERVICE RETIREMENT FUND 


Mr. Witu1ams. Would you want to know what the anticipated dis 
bursements are from the fund for next year? 

Mr. Puiurs. I thought we had that. I thought I put that in. 

Mr. Witu1AMs. It is not in here yet. 

Mr. Puiutrs. I was in error. 

Mr. Witurams. I don’t believe it is in the justification material. 

Mr. Puttiuips. Let us say this, Mr. Irons: Bring up to date the 
financial statement which appears on page 1 of the printed report. 

Mr. Irons. Yes, sir. 
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Mr. Putures. And as of what date do you want—December 31? 
Mr. Irons. It should be as of June 30. 

Mr. Puiturps. We have June 30. 

Mr. Irons. 1952; you wish an estimate for 1953? 

Mr. Pures. Can’t you bring it up to December 31? 

i Mr. Irons. We can do that. 

Mr. Pures. Bring it up to December 31, because that increases 
he fund by $300 million, and I will say now for the benefit of the 
nembers of the committee that your prospective income for the year 

| how much, Mr. Irons? 


d Mr. Irons. Prospective income for what year, sir? 
Mr. Puitures. For the current fiscal year. 

‘ Mr. Irons. The current fiscal year, the anticipated income is $955 

" iillion. 

, Mr. Puituires. What are the anticipated payments? 

Mr. Irons. $359 million. 

f Mr. Puriiipes. You are not in such bad shape. 

4 Mr. Youne. It is all tax-free. 

“ (The information requested follows :) 
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PayMeEnt To Crvin Service Retirement Funp ror IncreAsEs In 
ANNUITIES 


Mr. Puitiirs. The clerk points out we have another problem, on 
page 55, where you want $50 million to pay increased retirement 
benefits. 

Mr. Wiuu1aMs. Those are te mporary ret irement increases granted 
by Congress last year in Public Law 555. 

Mr. Pumps. What do they have to do with the Retirement Act? 

Mr. Witu1aMs. They are paid for from the retirement fund. 

Mr. Puttures. Do you have to have authorization for that? 

Mr. Wixtiams. We have to have funds for it. 

Mr. Pumuirs. Why can’t you pay them out of the retirement fund ? 

Mr. Witui1aMs. We are doing that now. We want an appropria- 
tion to cover the amounts to be paid out. 

Mr. Puittirs. Why do you have to have an appropriation ¢ 

Mr. Wirx1ams. The law has language in it that makes it necessary. 
I think Mr. Irons could tell you more about it. 

Mr. Irons. Mr. Chairman—— 

Mr. Pures. Mr. Irons, I am beginning to get this. It is coming 
back to my mind. 

According to the law you have to have it for fiscal 1954? 

Mr. Irons. Yes. 

Mr. Putiutrs. You have to have it for fiscal 1955 ? 

Mr. Irons. Yes. 

Mr. Puttures. But you don’t have to have it for fiscal 1953? 

Mr. Irons. The law does not require it for fiscal 1953. 

Mr. Puotuutrs. The figure is not correct 

Mr. Irons. I think the figure is correct. We are required by the 
terms of Public Law 555 to ask for money for fiscal year 1954. In 
testifying in connection with the bill, which became Public Law 555, 
the then Chairman of the Commission, Mr. Ramspeck, indicated that 
our fund actuarially could not afford to pay the increases for the 
fiscal year 1953, and in harmony with that testimony, we are asking 
for this money for fiscal year 1953. 

Mr. Putuies. If we took only 1954 alone, would that still be $58 
million ? 

Mr. Irons. If we took 1954 alone it would be $31,397,000. 

Mr. Putuirs. And if we should amend this law, we wouldn’t have 
to give you that? 

Mr. Irons. No, sir. 

Mr. Wittrams. On page 97 you will find the split of money between 
1953 and 1954 for that cost, Mr. Phillips, at the bottom of the page. 

Mr. Puruutrs. Yes; Mr. Reporter, will you put that last paragraph 
on page 97 in the record? I think that about completes us on that. 

(The information follows:) 

The appropriation requested for the civil service retirement and disability 
fund (increases in annuities) is the amount estimated to be required to pay 
the cost of inereases in annuities provided by the act of July 16, 1952 (66 Stat. 
723). Of the amount requested, $27,590,000 is the estimated cost of the increases 


in annuities for the 10 months of fiscal year 1953 beginning September 1, 195: 
and the balance of $31,397,000 is for the entire fiscal year 1954. 
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SALARIES AND EXPENSES 
FEDERAL PERSONNEL COUNCIL 


Mr. Puuutrs. Now we are down to activity 6, “Personnel Council.” 
We are the greatest Government in the world to have little committees 
inside of committees. 

Mr. Wiuu1aMms. The Council is first of all a part of the Commission. 
We furnish the Council a certain amount of staff help. That is the 
only financial requirement we have for 9 employees. 

The Council itself consists of all the directors of personnel at the 
departmental level. 

Mr. Puituies. They are all intra-agency people? 

Mr. Witu1aMs. That is correct, sir. Committees do the work. We 
service the committees. 

Mr. Purxiws. What work? 

Mr. Wiiu1ams. Making studies of matters that will increase the 
efficiency and effectiveness of the Federal service. It gets requests 
from the Commission to look at certain things, or of its own initiative 
studies and reports on pertinent subjects. It serves as a clearing house. 

Mr. Puiures. They either ought to do more or less. There is a 
great field for activity in that particular category, but you are sort 
of short on results. 

Put in page 57 and go over to activity 7, “Regulatory and 
appellate.” 

(The information is as follows :) 


Activity 6, FEDERAL PERSONNEL COUNCIL 
GENERAL STATEMENT 


The functions of the Federal Personnel Council are to advise and assist the 
President and the Commission in the protection and improvement of the merit 
system; to recommend to the President and the Commission needed changes in 
personnel regulations and procedures; and to serve generally as an instrument 
for raising the standards of personnel administration among the departments 
and agencies of the Federal Government. The staff of the Council is located in 
the central office, 


PERSONNEL REQUIREMENTS 


The number of positions and salary cost for this activity are shown in the 
following table: 


| 
1952 actual 1953 authorized 1954, estimate 


Positions Cost Positions| Cost | Positions Cost 


Total . ¢ 9.0 $59, 351 
Less lapses i > f -2| 351 


Net activity 6 , pee | 58,776 9.0 | 59,000 9.0} 59,000 








amen . — 


ReEeuLarory, APPELLATE, AND ApvisoORY FUNCTIONS 


Mr. Puusirs. What change are you making in your budget on 
that? By the way, was there any revision on the personnel council ! 
Mr. Wiu1aMs. No, sir. 
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Mr. Puiwuips. Is there any revision on page 59? 

Mr. Witu1aMs. There is a revision on page 26. 

Mr. Pui.uirs. Put in the narrative part of page 59, and the table 
on page 26, of the revision. 

(The information is as follows:) 


ACTIVITY 7, REGULATORY, APPELLATE, AND ApvisOry FUNCTIONS 


GENERAL STATEMENT 


This activity consists of the functions for which the three Commissioners, 
icting as a single, deliberative body are responsible. These functions are (1) 
the formulation of civil-service rules and regulations, (2) hearing and taking 
action on all types of appeals, (3) the administration of the political activity 
statutes, (4) the investigation of all matters pertaining to the Federal civil 
service, (5) the preparation of the annual report, and (6) the recommendation 
of measures to the President to accomplish more effectively the objectives of the 
ivil-service laws and rules. 


Activity 7.—Requlator y, appe llate, and advisory functions of the commission: 
Comparative summary statement, by function 





Fiseal year 1954 
, fn printed ' Fiscal year 1954, 


budget vised timate 


Fiscal year 1953, 
suthorized 


Office of the Commissioners - $86, 000 $86, ) $86, 000 
Office of the Executive As- | 
sistant 3 57, 400 ; 57 3 57, 400 
Program planning 6, 874 57. ) 57, 000 
Legal services 5, 057 5 
Investigation of prohibited 
political activities i 0, 100 
Appellate and udvisory 
functions 
Veteran (sec. 14) 
Reduction-in-force 
Performance rating 
All other appeals- 
Subtotal 


Total 754, 797 {15 77 77 ; 766, 12, 667 
Less lapses. ......- , 909 | } 32, 077 3. 30, 110 ‘ 1, 967 


Net, activity 7 . 713, 1125 747, 000 |123.7 736, 300 —10, 700 


Mr. Puitutrs. You want how many employees—123 employees, 
compared to 120 for this year, for for mulating civil-service rules and 
regulations and to hear appeals? ¢ 

Have you been seriously overloaded in the last fiscal year? 

Mr. Wii11ams. You will notice that the increase, Mr. Phillips, falls 
in one item of work and that is with respect to the investigation of 
prohibited political activities, commonly known as the Hatch Act 
wor 

HATCH ACT WORK 


We do have a considerable backlog of cases there and we would like 
to get them out of the way. 
‘his is an appropriation act limitation on this item, so that we can’t 
spend any more than Congress provides for us in a specific limitation. 
Mr. Puuuirs. We have > ths at in here. 
Mr. Jonas. Will you tell us what result has been obtained from 
those investigations ? 
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Mr. Wiuu1aMs. What type is that? 

Mr. Puiures. The investigation under the Hatch Act. 

Mr. Wuu1aMs. The results of the investigation ? 

Mr. Jonas. Yes. 

Mr. Wiuu1ams. Mr. Meloy may have some figures on that. 

Mr. Metoy. We don’t have the figures. 

Mr. Jonas. Have you discharged any employees for violating that 
act ? 

Mr. Meroy. Most of them are suspensions. The violations are of a 
minor character. 

Mr. Jonas. I think it would be well to show what results were ob- 
tained from that investigation. 

Mr. Wiiuiams. I would be happy to furnish a statement to the 
committee on the recent results as well as for 1951 and 1952 in this 
respect. 

Mr. Pures. Will that be all right? 

Mr. Jonas. Yes. 


(The information is as follows:) 


Hatch Act actions—Federal employees in competitive civil-service positions 


Fiscal year Fiscal year | ro? = 


95 952 | 
mn 195 (8 months) 


Cases on hand, start of period 117 | 9 122 
Complaints received L 99 | + 155 





Total 
Cases processed (total) ! 





Cases on hand, end of period 


1 Actions on cases processed: 


Fiscal year 
1953 
(8 months) 


Fiscal year Fiscal year 
1951 1952 


No violation established. ; : 88 | 
Removals 
Departmental removal affirmed 
Departmental removal, record cleared 
Suspensions without pay: 

1 year 

6 months 

5 months 

4 months 

135 days 

110 days 

105 days 

100 days 

90 days 





Total 
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State personnel (employed in Federal financed activities) 
Fiscal year Fiscal year 
1951 1952 


Fiscal year 
1953 
(8 months) 


Cases on hand, start of period 
Complaints received 


Total 


Cases processed (total) ! 


Cases on hand, end of pe riod 


! Actions on cases processed: 


Fiscal year Fiseal ye 
1951 1952 


Violation or jurisdiction not established 
Removals 
Violations not warranting removal 


Total. 


INSPECTION SERVICE 


Mr. Putuures. Let us go to the Inspection Service. Will you make 
a brief statement and substitute it for pages 70 and 71, and then put in 
page 28 of the revision. 

(The information follows :) 


AcTIvITY 8, INSPECTION SERVICE 
GENERAL STATEMENT 


The Inspection Service visits Federal agencies, and their field establishments, 
to review their personnel operations. It serves as the Commission’s inspection 
and enforcement arm, representing 1 part of the Commission’s 3-part plan of 
decentralized personnel operations: (1) The establishment of standards, (2) 
delegation of authority to agencies to act under the standards, and (3) inspection 
of operations to insure compliance. 

An adequate system of inspection is necessary in order to determine that there 
is adherence to laws, Executive orders, regulations, and standards, and therefore 
whether the Commission is meeting the responsibilities placed upon it by the 
Congress and the President. 

The work program of this activity includes a review of specific personnel actions 
taken by agencies under delegated authorities to see that such actions are in 
accordance with basic laws, Executive orders and regulations, an evaluation of 
the overall personnel management program of agencies in accordance with pre- 
seribed standards, guidance, and assistance to Federal agencies in the area of 
personnel management, and cooperative efforts with the other central manage- 
ment agencies to achieve maximum economy in the utilization of civilian 
employees. 
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Activity 9.—Inspection Service: Comparative summary statement by function 


Fiscal year 1954, 
Fiscal year 1954, | change (+ or —) 
revised estimate | from printed 
| budget 


Fiscal year 1954, 
in printed 
budget 


Fiseal year 1953, 
authorized 


' 
Posi- . | Posi- 
( . 
tions ost tions 


Inspecting agency personnel 

operations l $725, 800 ) $954, 000! 147 $939, 480) —2 
Inspecting boards of ex am- 

iners 7 112, 300 ¢ 123, 300 
Advisory assistance to agen- 

OB cscn ; 12 78, 800 ‘ 82, 714 

Total --| 139 916, 900 | 1, 160, 014) 156 1, 018, 280) —22 

Less lapses_...-.-- ht 9.0 66, 900 5 60, 014} 60, 662} —.7 


Net, activity 8 130. 0 850, 000) 169. 5 1, 100, 000 2 957, 618|—21 3) —142, 382 


j 


Mr. Wititams. The Inspection Service has to do with the Com- 
mission checking on the agencies in the areas of authorities which 
have been delegated to the agencies. 

Mr. Puitirrs. Why isn’t that a duplication of the work done by 
the previous activity, where you had an auditing staff? Why isn’t 
that generally a duplication of work? 

In other words, putting it another way, why couldn’t you combine 
activities in there at a saving? 

Mr. Wiu1aMs. Very frequently this is a joint activity, but in addi- 
tion to classification, there are probably 50 different areas in which 
an agency has delegated authority: Veterans’ preference, some areas 
of examining and the making of selections, promotions, reinstate- 
ments—there are just numerous areas in which the agency has the 
authority to act, either by law or by Commission regulation. 

Mr. Pures. You started a little reorganization ‘inside your own 
agency by combining 110 positions in operations, and 17 in inspection 
boards of examiners, into 147 for next year, under 1 heading. 

Mr. Witx1aMs. I am sure you will be happy to know we have elimi- 
nated one entire item of work as a result of the recent review made 
of the budget. 

Mr. Puitures. That is fine. 

Mr. WuuiaMs. This item of inspecting board of examiners has been 
a regular part of the inspection program for the past half a dozen 
years. We have now eliminated it. 

Mr. Putts. Nothing pleases us more than to see a function or an 
agency eliminated. 

Mr. Witiiams. The Commission took out this item voluntarily. 

Mr. Putuuies. I don’t know whether I call it complete elimination 
when you make your total 18 more people to do the eliminating than 
you had last year. 

Mr. WiiutaMs. Yes, sir; it is; that increase in agency inspections— 
let me make this distinction—the first item is the inspections we make 
of agencies. The second one is the item we used to do of inspecting 
the boards of examiners. 

Now in the agency inspection, the Commission has never been able 
to approach what it considers to be the desirable criteria, and that is 
that we get into an agency for an inspection at least once a year. 
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Even the funds requested here will not do it. There are approxi- 
mately 3,000 establishments that have major delegations of authority ; 
that can hire, fire, promote, that can classify their own positions. 

Mr. Puiuirs. We will go over to actly ity 9, which is your depart 
ment, Mr. Edwards. 


EXECUTIVE AND ADMINISTRATIVE SERVICES 


This is it in simple statement: This is the executive and adminis 
trative functions of the Commission, as those are performed by the 
offices and divisions listed in the tables. 

Your revised table is on page d2, which the reporter will please 
put in, which shows that you had this year l people and are asking 
for 221 people for next year. 

(The information is as follows:) 


Activity 9.—Ezecutive and administrative services: Comparative summar 
statement 


il year 1954, 
= ted 


Fiscal year 1954 


e of Executive Director 5. $106, 618 5 $106, 618 5 $106, 618 
ice of Chief, Field Opera- 
ions | 15 101, 504 5 101, 504 5 101, 504 
ition Division é 18, 522 3.0 19, 142 5 18, 522 
onnel Division . 2 119, 367 25 126, 938 2 119, 367 
t-aid rooms 16, 900 16, 900 16, 900 
lice of the Chief, Adminis- 
trative Services 2 73, 370 2 73, 370 2 73, 370 
iget and Finance Divi- 
on... 194, 184 6 194, 087 f 194, 087 
ce Services Division 385, 645 5 390, 705 | 104. 0 385, 645 
rary 43, 300 0) 43, 300 43, 300 
1, 059, 410 (235 72, 564 (23% 1, 059, 313 
45, 445 4 7, 56 45, 443 


et, activity 9 wise 4 1,013, 965 (223 25, ( 221 1, 013, 870 : —11, 130 


Mr. Epwarps. That is correct, s 

Mr. Youne. That represented a slight reduction over the earlier 
version. 

Mr. Puitiirs. How many employees do you have in the entire Civil 
Service ? 

Mr. Wizu1ams. Approximately 5,100, sit 

Mr. Puitures. Your percentage is pretty good ; is it not é 

Mr. Wuu1aMs. We think it is, sir. 

Mr. Puirsziprs. Twenty-four personnel people to 5,100 employees. 


BUDGET AND FINANCE DIVISION 


How about the number of people doing the budget work—46 peo- 
ple. That is a lot. 

Mr. Wiuu1aMs. They are not all doing budget work. 

Mr. Puituirs. How many are doing budget work? 

Mr. Wi1aMs. This has to do with the whole budget and finance 
activities—payroll, vouchers, etc. 
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Mr. Puitiirs. How many are doing budget work? 

Mr. Wi11aMs. Our budget staff is ‘10, sir. 

Mr. Pures. That is plenty, isn’t it? 

How many economists have you ? 

Mr. Wiuu1aMs. Not a one. 

Mr. Puiturs. Not in the whole agency—nobody rated 
economist ? 

Mr. WiuuiAMs. No, sir. 

Mr. Puuirs. He gets a star or something ; doesn’t he? 

Mr. Youna. I have toadmit I looked that one up myself. 


LIBRARY 


Mr. Puitiuirs. Ten librarians, working in the library. 

Why do you have a library requir ing th: at size staff? 

Mr. WituraMs. We have a library of approximately 55,000 volumes, 
Mr. Phillips, that has to do with many aspects of examining, qualifi- 
cation requirements, research and test development, and the prepara- 
tion of testing materials. 

OTHER OBLIGATIONS 


Mr. Puruirs. Have you a revision on other obligations ? 
Mr. Witu1aMs. Yes,sir. That is on page 34. 

Mr. Puiuirs. Put in page 34. 

(The information is as follows:) 


Other obligations—Comparative summary statement by objects 


Fiseal year 


a au- 
horized 


1954 in 1954 (+or—) 
printed revised from 

budget estimate printed 
budget 


By object 


| Fiscal year | Fiscal year | 1954 change 
! 


Travel | $479, 250 $575,000 | $570,000 —$5, 000 
Transportation of things 3, 300 , 000 | 74, 800 —28, 200 
Communication services 39, 300 3, 500 160, 000 — 23, 500 
Rents and utility services , 700 96, 000 96, 000 | 

Printing and reproduction : 405, 000 500, 500 411,000 | —89, 500 
Other contractual services 76, 355 58, 200 157, 700 —500 
Supplies and materials 367, 000 393, 800 345, 500 —48, 400 
Equipment 58, 500 58, 500 146, 300 —12, 200 
Refunds, awards, and indemnities , 000 0 0 

Taxes and assessments ‘ 38, 492 | 57, 500 38, 500 —29, 000 


Total 2, 609, 897 2, 236, 000 1, 999, 800 ~236, 200 


! Includes $608,905 to be made available for investigations under Executive Order 10422 
COMMUNICATION SERVICES 


Mr. Puusirs. There is something interesting. You are practically 
the first agency to come up here this year and reduce the communi- 
cations service. How did you figure that one out ? 

Mr. Wiiu1AMs. It is because of fewer people. It is based upon the 
reduction in personnel that came about through the budget revision. 

Mr. Puriures. But you want to print $6,000 worth more material. 

Mr. Witu1aMs. From this year you mean ? 

Mr. Puuuies. Yes. 

Mr. Wittiams. Yes; it has to do with the examining program pri- 
marily. This includes the printing of all of our tests, our examination 
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material, applications for employment, and so forth. We do have a 
sizable printing program which is in connection with examining work 
for the most part. 

TRAVEL 






Mr. Puiuies. You want to travel a good deal. 
Mr. Wi1i1ams. We do a lot of work that requires travel, Mr. 
Phillips—our examining work, investigations work, classification, and 
our inspections. 

Mr. Puruurres. Mr. Young, the trouble with much of this work you 
do is that you build up an awful lot of material which is never used. 
You build up a lot of lists that, in effect, are not usable lists. I don’t 
know how you can help it. 

Mr. Wriu1ams. Examining work? 

Mr. Puuuies. Yes. 

Mr. Witu1aMs. That is true, sir. 

Mr. Puiturrs. But with the ability of people to get jobs as of 
the present time, you are going through a lot of motions which never 
become productive. It seems to me that might be a very satisfactory 
field for exploration inside the area of your administrative office. 


OVERSEAS PROGRAM 





Mr. Putiures. You haven’t anything in here this year for foreign 
offices program. What happened to that? 

Mr. Wriu1aMs. We have it in the revision. 

Mr. Youne. It is in the revised statement. 

That is the material following page 36. 

Mr. Puuuies. Put in page 36 and make a note that the Commission 
is asking for $374,000 for an overseas program. I do not understand 
why you have to have an overseas program at all. 

(The information is as follows:) 


Overseas program—Summary siatement by activity 





Fiscal year 1954 


! 
Via reE¢ Or 
Fiscal year 1954, change (+ or x 


Vises 7 4 ¢ 
Fiscal year 1953, in printed | 


| Fiscal year 1954, 
authorized 
| 


| 

| 

| 

| revised estimates | 
| 

| 

















































NorTEe.—All above amounts included in summary of activities, other objects, and totals. 


budget from printed 
Activities | budget 
— as - a _ 7 _— — — — — - _ ae 
Posi- — | Posi- . | Posi- . Posi- | eat 
| tions Cost | tions Cost tions| Cost tions Cost 
| | 
—— — aoe — ee — — ——_- ———_____— —_—— ———. | —____ —____ _ 
1, Examining, placement, | | | | | 
and veterans’ preference-_| Sed enh 19 | $103, 200 | 18 $102, 300 —1 — $900 
2. Investigation of character | } | | 
and fitness for employ- | | | 
Whee di cat tacnces. 4 15,000} 3 10,800 | —1 —4, 200 
3. Position classification.....|......|........- } 165 81, 700 15 | 81, 700 |-.- _ 
5. Service records.........-.-|--- | 33 120,400 | 27 107,900 | —6 —12, 500 
0 OS eee |. | 5 | 30, 900 5 30, 900 ‘ a 
L mepcepniaeliandenpeseageee hepa herein naieiningmntthinemtalpaniapeteiiipmasitl 
Total, personal serv- | | 
eecknnshnudiaetes! | 76 351, 200 | 68 333, 600 |—8 —17, 600 
Less: Lapses....-.....-.-- a 10,380 | 2.6 9,760 | —.9 —620 
Net, personal services_.|......}....------- | 72.5 340, 820 | 65.4 323, 840 |—7.1 — 16, 980 
Other objects........---..-- ee ee 50, 180 | 50, 160 | — 
Cel tet. ---.<6...5-c] _.| 72.5 | 391,000 | 65.4 374, 000 |—7.1 —17, 000 
| | | 
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Mr. WituraMs. This was instigated at the request of the Depart- 
ment of Defense. At the present time, practically all overseas jobs 
are not within the competitive service. They are all within the ex- 
cepted service. That has caused certain problems within the De- 
partment of Defense. 

These jobs are in the excepted service because it was anticipated 
that we would never, on the long-range basis, have large numbers of 
people stationed abroad. 

Conditions have changed to the point where the Department of 
Defense feels it would be much more desirable to have its people 
stationed in overseas localities within the competitive service, - 
cause it would give them a more flexible organization. It permits 
a more flexible movement of people from continental to overseas as- 
signments and the reverse. 

Mr. Puitures. I presume the function is justifiable, but I was just 
wondering whether in setting it up as a separate item you did not 
build up in that way another overhead, administrative overhead and 
cost. 

Mr. Witu1amMs. No; I might say that these amounts of money are 
already back in the activities. This is not a request for a new amount 
of money. 

Mr. Puiturrs. That is what I did not understand. It was not in 
the justification. 

Mr. Wriu1aMs. That is correct. 

Mr. Puiurrs. That is why I thought this was additional. This is 
merely a breakdown of material already justified ? 

Mr. Wiiu1aMs. That is correct. 

Mr. Priuirpes. It is included in the regular activities. 

Let the record show that. 


Annuities UnpeEr Specrau Acts 


Mr. Puriures. Let us take up the item for annuities under special 
acts. 

Mr. Witu1aMs. This covers the Panama Canal construction annui- 
ties and Lighthouse Service widows’ benefit fund. These annuities 
are paid out of the annual appropriations. There is no retirement 
fund involved in these two, Mr. Phillips. 

Mr. Puisires. You administer these three funds: Lighthouse Serv- 
ice widows, Panama Canal Construction, and Panama 

Mr. Witur1ams. Only the two. 

Mr. Putiiurrs. That is separate? 

Mr. Wiuu1aMs. That is right. 

Mr. Puts. In what respect are those funds compared to the 
railroad retirement ? 

Mr. Wiiu1aMs. There is no fund involved here. This appropriation 
pays all of the annuities that are due. 

Mr. Puts. How do the payments for next year compare with 
the payments for this year? There isa slight reduction in each case? 
No—a slight increase in Lighthouse Service widows and slight increase 
in the Panama Canal? 

Mr. Witu1aMs. Yes. 

Mr. Puiuies. We will insert page 42 at this point. 
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(The information is as follows:) 


Appropriation annuities under special acts 


Changes 1954 
compared 
with 1953 


Appropri- Estimate 
ated 1953 1954 


’anama Canal construction annuity and Lighthouse Service 
widow’s benefit fund $2, 707, 000 $2, 500, 000 


$207, 000 


The Panama Canal Construction Annuity Act 2, 512, 000 2, 284, 000 


298 000 
Che Lighthouse Service Widow’s Benefit Act 195, 000 


216, 000 +-21, 000 


A reduction of $100,000 has been made in this request. All of this reduction 
is in annuities under the Panama Canal Construction Annuity Act. 

In the original computation it was estimated that additions to the roll during 
fiscal years 1953 and 1954 would be at the $750 annual rate which is the present 
average of all annuitants on the roll. However, our experience to dike this 
fiscal year indicates that the average annuity of persons now coming on the rolls 
is approximately $530. This lower average results from claims filed by former 
laborers and other relatively low-salaried employees who were not citizens 
of the United States during the construction period but have since qualified for 
annuity by being naturalized prior to December 7, 1941, as provided by Public 
Law 619, August 7, 1946, amending the act. 

This reduction in the average annuity results in an estimated reduction of 
$100,000 in the current year’s need as well as in the appropriation required for 
1954. 


REVIEW OF CIVIL SERVICE COMMISSION RECOMMENDATIONS TO CONGRESS 


Mr. Corron. Mr. Young, in your preliminary statement you said 
“I can say to you today that I am in general agreement with the ob- 
jectives of the c ommission’s program, as portrayed in the material 
furnished you.” 

I assume that of course means the general aims and objectives that 
are described in these justifications. 

I would like to direct your attention, however, to a report, made to 
the 83d Congress about the time that it conve ned, or prior thereto, 
bearing the signature of Mr. Ramspeck, in which quite a series of 
recommendations were made, and I wondered if you had examined 
that program and if you intended to include that program in your 
general statement that I have mentioned ? 

Mr. Youna. Well, we have been in the process—I gather the staff 
has, rather—of reviewing those recommendations from the point 
of view of cost and practical feasibility of putting them into effect 
and I have been waiting until I see what those final results are. 

Mr. Corron. That is you are still open minded on those recom- 
mendations ? 

Mr. Youne. I am completely open minded on my whole approach 
to these various recommendations. 

Mr. Corron. I beg your pardon. I did not mean by the phrase 
“open minded” to reflect on your desire to be fair and consider every- 
thing, but I merely meant, I assume that you have not made up your 
mind entirely on those recommendations? 

Mr. Youna. That is correct, sir. 

Mr. Corron. Some of them were very good. Some of them, it 
seems to me, involve rather drastic and expensive steps at the present 
time and some of them some of us did not like at all. 





812 


They called for, among other things, repeal of the Thomas rider, 
unemployment compensation benefits “for Federal workers, time and 
a half overtime, modification of veterans’ preference in order to give 
stronger job protection rights to nonveterans, repeal of the Whitten 
amendment, lifting the present ceiling on a number of Government 
GS-16 or 18 supervisor jobs, extension of the merit system covering 
United States marshals, customs clerks or inspectors, and all Fed- 
eral attorneys, elimination of Senate confirmation for postmasters, 
comprehensive employee-training programs, delegation of hiring and 
examining authority of examining authorities “within the agency, 
strong civil-service policing of crackdown powers, wage board set up 
for crafts, protective and custodial employees, consolidation of em- 
ployees incentive awards program into one unified program. 

I rather hoped that your answer would be what it is, that you are 
still going to study those rather carefully before you make up your 
mind on the thing; is that correct? 

Mr. Youne. That is correct. So far as I am aware no estimate 
has yet been completed on the subject of the cost which is involved. 
I think that has to be considered. 

Mr. Corron. There was one question that I wanted to ask you 
about this loyalty check and the review boards: 


LOYALTY CHECK FOR NEW EMPLOYEES 


Most of these checks of employees are not completed until after 
they are employed. Is that correct? 

Mr. Wiu1aMs. Ninety percent. 

Mr. Corron. They are not completed until the person involved is 
actually employed, on the rolls and on the job? 

Mr. Witt1ams. Approximately 90 percent of them would fall in 
that category. 

Mr. Corron. Probably it would be impractical or impossible to 
perfect a system whereby a check could be made before the person 
actually entered upon his duties. 

Mr. WittiaMs. I think it would be impracticable, considering the 
time elements. 

Mr. Corron. Well, the thought I have had right along and have 
mentioned in other hearings—I won't take too much time on this—is 
that it has seemed to me that an entirely different standard could be 
fairly and justly applied to a case where a man has been on the job 
for years, and for a person who is being checked for the first time. 
The check that is made of a prospective ‘employ ee should be a rather 
careful check before he is employed, because if he is dropped after 
he has been employed, there is a stigma attached to it that I am sure 
none of us want to have happen without most careful and thorough 
consideration. However, if before he was given a job, a check was 
made, and if there was any question about it, he simply was not em- 
ployed, then he does not suffer that stigma. It would seem to me to be 
much less expensive. 

Is there anything to that theory at all? What I mean to imply is 
that he is not employed and there is no indication he is dropped 
as a security risk. There could be one or more reasons—physical, 
mental, or any number of reasons why he was not employed. 
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It has always seemed to me that we set up an extremely cumber- 
some and expensive machinery when it was very necessary because we 
were then checking the employees of the Government that had been 
working for years, and if you fired one in middle or late life you 
were committing a very grave and serious step. 

I have wondered if we had to pursue that expensive machinery 
now that we have reached the time when we are checking new em- 
ployees. I wonder if we are not able to speed it up, make it less com- 
prehensive and have it complete before he is hired ¢ 

Mr. Witt1aMs. I think it would be a very happy day if we could 
find some means of doing less than we are doing now. I don’t disagree 
with a thing you say. I think though that if you look at what we do, 
admitting that it is after the fact, from the standpoint of time ele- 
ments, from the standpoint of what we do and what it costs us to do 
it, it is not in essence a big job. 

What we do costs us as I told you $4.63 a case. It takes us on an 
average of 60 to 75 days to go through that cycle of checking these 
records and getting vouchers back. That is purely a clerical job. So 
the man at the most has been on the job—and this assumes we don’t 
have backlogs of work—for a 90-day period, after which we have the 
answer. 

Ninety-five percent of the cases are cleared. Nothing ever happens 
to the employee. He does not know anything has ever occurred. It 
is Just this other group of 5 percent and it is the group about whom 
there is a question, either of a loyalty nature, or of a serious suitability 
nature. He has got a serious arrest record, or a homosexual record, 
or any one of those things that just makes you know, if it is true, 
you don’t want him in the Federal service. 

You are talking about 5 percent of the people who go through this 
investigative process. The other 95 don’t know that anything is 
happening to them. In any event you are going to know within a 
90-day period, from the time they come on ‘the job, whether or not 
they are absolutely clear, or whether or not you are going to move 
into some other course of action. 

Mr. Corton. If in the case of the 5 percent you have a rather thor- 
ough system, it protects their rights of appeal and review? 

Mr. Wriu1ams. Yes; if it goes into a question of loyalty, they have 
a full adjudicative process avs ailable to them. If it goes into a question 
of suitability, they are confronted with the information. ‘They are 
given an opportunity of stating their side of the case. 

Mr. Corron. But assuming ‘that a citizen has a right not to have a 
reputation blighted, but a citizen does not have a constitutional right 
to have a Government job; if this could be done before they were 
actually hired and no reason given for not employing them, there 
would not be a necessity for this rather complicated system would 
there? 

Mr. Wriu1aMs. If you would find something else to do that could be 
done a lot faster, then I would say you could hold up appointments 
pending completion of the check. The trouble is you are dealing 
with people who are appointed in Washington, for example, and they 
have worked possibly in 15 different places throughout the United 
States, or have lived in 15 different places or more than that or fewer 





814 


than that. You still have some mechanics to go through, no matter 
what system you developed. 

I am sure a lot of good minds have spent time on this because I 
know it has “or people, the fact that we do go through this 
year after year. It costs money. Some say we don’t get too much out 
of the small it of the funnel in terms of results, but when you 

ealize that 4 percent of 400,000 people we would expect to bring in 
duri ing 1954 will be unsuitable people, then you can see that each year 
you are adding to the Federal p: ayroll that number of individuals who 
just shouldn’t be there: who are a discredit to themselves and to the 
Federal service. 

Mr. Corton. Thank you, Mr. Chairman. 


POST OFFICE CIVIL-SERVICE REGISTERS 


Mr. Jonas. I poe like to ask one question: In making up a regis 
ter of eligibles for vacancies as postmaster, what do you take into con 
sideration, if aaa other than the results of the written exami- 
nation ? 

Mr. Wii1aMs. If it is a first-class post office, there is a personal 
investigation of every c: sedans who files for it. 

Mr. Jonas. Say second, third, and fourth class. 

Mr. WitutaMs. I suggest we ask Mr. Edwards for the details. I am 
afraid of giving you some misinformation. 

Mr. Epwarps. There are four classes of postmasters, first, second, 
third, fourth. On the fourth, candidates are rated solely on the basis 
of a written test. 

Mr. Putiuirs. We are usually glad to get somebody to take that 
job, aren’t we? 

Mr. Epwarps. Very often. You might find someone who has a 
business who can conduct the office along with the business. 

Mr. Prius. One, two, and three are the ones he is most interested 
in. 

Mr. Jonas. Second and third. 

Mr. Epwarps. You want second and third. 

There is a written test and then a rating on experience. For sec- 
ond class, we have an experience prerequisite. They must have had 
some experience considered to be pertinent to the job. 

Mr. Jonas. Who makes that rating? 

Mr. Epwarps. The Commission does, 

Mr. Jonas. How do you do it? Do you inquire among the neigh 
bors of the man? 

Mr. Epwarps. We don’t make a personal investigation initially in 
those cases, but we get the applications of the people and we send 
vouchers to the people in the community, asking them various ques- 
tions about the man’s character, residence, etc. 

Mr. Jonas. How do you select the people to whom you send these 
vouchers ? 

Mr. Epwarps. We always cover some of the references that people 
name and, in addition, from various business references, we get the 
names of the business people in the community. 

Mr. Jonas. Do you take the advice of postal employees as to indi- 
viduals to whom you might make inquiry ? 
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Mr. Epwarps. I don’t think we have contacted the Post Office De- 
partment on that list. 

Mr. Jonas. Who gives you the list of names ¢ 

Mr. Epwarps. We would go to one of the business references we 
have, and get the names of the business people in the community. 
We make up a list of businessmen from the books we have to refer to. 

Mr. Jonas. You mean you make up the list? 

Mr. Epwarps. Yes, sir; of the people we send vouchers to. 

Mr. Jonas. Take the case of town X. You are trying to fill a third- 
class post-office appointment. Ten people apply. They all take the 
written examination. They all list three names as references, 

Mr. Epwarps. Yes. 

Mr. Jonas. Will you contact those 3 people in each instance, in 
each of the 10 cases ¢ 

Mr. Epwarps. I am not sure we would cover all three; we cove 
either two or three. That is a question I am not certain of. 

Mr. Wuu1aMs. That would be by a voucher, too. That would not 
be by a personal contact. 

Mr. Jonas. You send them a letter? 

Mr. Wiu1aMs. Yes. 

Mr. Jonas. How do you select the other people to whom you send 
these vouchers ¢ 

Mr. Epwarps. We go to Dun & Bradstreet, or some business refer- 
ence, and find out from that source who the business people are in 
that community. 

Mr. Jonas. You have a list from which you select individual busi- 
ness firms or individuals ? 

Mr. Epwarps. That is right. 

Mr. Jonas. How much credit do you give for this experience rating ? 
How much for the written examination and how much for this 
experience ? 

Mr. Epwarps. We average the ratings assigned on the written test 
and on experience to obtain the final rating. 

Mr. Jonas. As a matter of fact, the effectiveness of your examina 
tion depends to a large extent on how objective the people are to 
whom you send these vouchers; isn’t that true? 

Mr. Epwarps. That is right, sir. We have an application which 
shows what the man’s experience and education has been, whether he 
has finished grade school, high school, or college; it shows what 
experience he has had, what work he has done. 

Mr. Jonas. That explains why, in the case of two individuals, one 
of whom is far better qualified from the standpoint of education 
might turn up with a lower standing on the register because some- 
body in the local community gives a higher rating of experience 
to somebody that he is interested in, doesn’t it? 

Mr. Epwarps. No, sir; I don’t think it works that way. 

A man claims certain experience, and we do take into consideration 
in postmaster cases the man’s standing and his acceptability to the 
people in the community. Those things are all weighed in the test. 
That is the way it is administered at the present time. 

Mr. Corron. Suppose some of these people to whom you send ques- 
tionnaires or send vouchers either fail to answer or decline to make 
any statement. What do you do next? 
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Mr. Epwarps. We certainly have to have a representative group 
of the people in the community who have given us vouchers or we 
repeat the vouchers. 

Mr. Corron. To someone else? 

Mr. Epwarps. Sometimes there is a followup; sometimes to other 
people, and if we don’t have enough information so we feel we can 
intelligently judge, then we schedule the case for investigation. 

Mr. Corron. Suppose repeatedly businessmen just don’t answer, 
or say they don’t care to answer. What significance do you attach to 
that situation ? 

Mr. Epwarps. Well, sir, I don’t know exactly what they do in our 
Examining Division in that case, but if we felt we didn’t have enough 
people reply to give us a good picture of the man, we would schedule 
him for a personal investigation. 

Mr. Corron. You and I personally would know that if we sent a 
questionnaire to several different businessmen in the community and 
they did not answer, or indicated they did not care to answer, we 
would know that that told us something about the person we were 
investigating, would it not? 

Mr. Wixiams. That there was some infe rence, that they did not 
want to answer, because of what they would say. In such instances 
the cases are scheduled for a personal investigation. Wherever there 
is any inference that something | is wrong with respect to a voucher 
that comes back it immediately is referred for a personal investiga- 
tion. It gets the same investigation as if he were applying for a 
first-class office. 

Mr. Jonas. When you send one of these vouchers out, does it con- 
tain the list of all candidates 4 

Mr. Epwarps. Yes, sir. 

Mr. Jonas, It is a question of grading the candidates? 

Mr. Epwarps. No; he wouldn't ask the people to grade the candi- 
dates. They don’t make any comments on the voucher as to who is 


the best qualified, or assign any numerical rating, or anything of that 
sort. We have certain questions on that voucher which are designed 
to elicit the information we need. 

We are now working over that voucher form trying to improve it. 
We are in the process of doing that. 

Mr. Jonas. Does it ever happen that in grading the written ex- 
aminations you assign the examinations to anybody in the postal 
service, to make the grades? 

Mr. Epwarps. No, sir. 

Mr. Jonas. That never has happened ? 

Mr. Epwarps. No, sir. 

Mr. Jonas. That is all. I had some more questions on the subject 
that I think I will talk to him about privately. 


EMPLOYMENT OF PERSONS OVER 62 YEARS OF AGE 


Mr. Yares. Last year we put an amendment into the appropria- 
tions bill providing for an elimination by the Commission of its reg- 
ulation which prevented employment in the Federal Government of 
people age 62 and over. 

What progress has been made toward implementing that provision 
of the law? 
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Mr. Epwarps. Mr. Yates, we have, or the Commission has made a 
survey of the positions in the service. We have asked the agencies 
to come in and recommend to us the positions to which they want to 
have a maximum age limit assigned, and we have considered their 
representations, but the maximum age limit has been removed for 
most positions in the Government service. 

Mr. Yates. On page 50 of the subcommittee print, the amendment 
put into the bill last year is bracketed. Why the brackets? Do you 
regard it as permanent law now? 

Mr. Wiu1aMs. That is construed to be permanent legislation. 

Mr. Yares. So there is no need for its inclusion and the Commis- 
sion is taking every step to eliminate that? 

Mr. Wiuuiams. That is right. 

Mr. Yarrs. What is the nature of the positions which will still con- 
tain such an age limitation; those that physically require people 
younger than that age / 

Mr. Epwarps. Yes, sir, where they require arduous physical exer- 
tion, unusual hours of work, working in the open where it requires 
them to be out in weather at all times; things of that nature. We 
have been very tight on that, I might say, Mr. Yates. I think we 
have held the line on that to the extent that the Government service 
would permit. 

Mr. Yates. And your announcements of openings for positions no 
longer contain the phrase that they usually contain, up to fairly 
rec ently, th: at the Commission reserves the right, or rather, the age 
limitation is at 62? 

Mr. Epwarps. That is correct; unless the Commission has definitely 


determined that the duties require that we recruit younger people. 


RATE OF TURNOVER IN GOVERNMENT SERVICE 


Mr. Yates. Have there been many people leaving the Federal Gov- 
ernment in the last 3 months! 

Mr. Wiu1ams. Within the competitive service, the separation 
rate 

Mr. Epwarps. I would say there have been of course quite a few 
people leaving the service but employment seems to have been sta- 
bilized somewhat as reflected by the percentage figures of new hires. 

Mr. Witu1aMs. The percentages run something like this, Mr. Yates: 
For July, 1.5; August, 1.9; September, 2.2; Oc tober, 1.5; November, 
1.2; December, 1.0. 

Mr. Yates. When you say these are the percentages—percentages 
of what; people leaving? 

Mr. WILLiAMs. People leaving, the separation rate. 

Mr. Yates. Separations from their positions with the Federal Gov- 
ernment ? 

Mr. Wiuiu1ams. That is right. 

Mr. Puriires. Per month? 

Mr. Yates. Was that the last figure you have? You don’t have 
them for January and February? 

Mr. Witu1AMs. December is the last. It was 1.0. 

Mr. Yates. What about replacements? 
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Mr. Witu1ams. We don’t have a percent on that, Mr. Yates. We 
have the actual number of persons who have been hired so far this 
fiscal year, and then we have projected that for the balance of the year. 

Mr. Yares. When did the freeze order of the Bureau of the Budget 
go into effect ? 

Mr. Wruiams. February 3. It was the date of Mr. Dodge’s letter. 

Mr. Yates. Did that prohibit replacements or just new employees? 

Mr. Witu1ams. It did not prohibit either. It did not take from the 
head of the agency the authority to continue to hire. 

It said that every possible consideration should be given to per- 
mitting vacancies to lapse. 

Mr. Epwarps. It said in effect, Mr. Yates, that before any agency 
fills a vacancy, they must determine whether the services of that indi- 
vidual are absolutely required and if that determination is made, they 
then must make a determination whether there is some other employee 
in the agency who is qualified to take over that work who can be reas- 
signed to it without filling his job. 

‘It isn’t actu: lly a freeze, sir. It is a slowdown on filling jobs. 

Mr. Yares. I was under the impression it was an absolute freeze. 

Mr. Epwarps. No, sir. 

Mr. Yates. Have there been many jobs eliminated within the last 
2 months ? 

Mr. Witi1ams. We don’t get figures that fast from the agencies, 
Mr. Yates. 

Mr. Epwarps. Let me say, Mr. Yates, that shortly after this hap- 
pened, I checked with our Examining Division and found that a great 
many agencies had canceled all the requests for eligibles which “they 
had sent over to us and then we found that thereafter the rate of re- 
ceipt of requisitions for personnel decreased very markedly. 

Mr. Yarrs. Have there been requests for redesigning your job speci- 
fications at any of the agencies? 

Mr. Witurams. They could do that under their own authority. 

Mr. Yatrs. Wouldn’t they have to get your approval? 

Mr. WitxtaMs. No, sir. 

Mr. Epwarps. The Commission builds these classification standards 
and agencies apply the standards in allocating the jobs and we go in 
and audit to see if they have properly applied the standards. 

Mr. WirtraMs. The Classification Act gives the head of the agency 
the authority to classify his own jobs, subject to audit by the Com- 
mission. 

Mr. Putiires. Thank you very much. 
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Mr. Putiures. We have with us this morning the General Services 
Administration to discuss their requests for the fiscal year 1954 appro- 
priation. 
Mr. Forbes, the Acting Administrator, I think will present the 


initial statement. Am I right. 
Mr. Fores. Yes. 
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OPERATING ExpEeNsEs, Pusitic BuILDINGs SERVICE 


Amounts available for obligation 


| | 
1952 actual | 1953 estimate | 1954 estimate 


Appropriation or estimate... Sass ; : f ; ...| $101, 046, 030 $121, 000, 000 
Transferred from | 

“Maintenance and operations, Army,” pursuant to 40 

U.8. C. 490 ape 283, 213 

Maintenance and improvement of existing river and | 
harbor works,”’ pursuant to 40 U. 8. C, 490 | 21, 047 
“Flood control general,”’ pursuant to 40 U. 8. C, 490. . | 47, 180 
‘Aircraft and related procurement, Air Force,’’ pursuant | 


to 40 U.S. C. 490 . 142, 000 | 
“Strategic and critical materials, General Serviecs Admin- | | 
istration,’ pursuant to 64 Stat. 1056 and 65 Stat. 58... ‘ 500, 000 | 


Adjusted appropriation or estimate 5 102, 039,470 | 121, 000, 00 
Reimbursements from other accounts . 45, 620, 000 | 41, 820, 00( 
Obligations incurred Saale | 147, 659, 470 162, 820, 000 
Comparative transfer from “Operating expenses, General | | 
Services Administration” oan | $159, 314, 085 | - 


Total obligations ; ‘ >. | 159, 314, 085 147, 659,470 | 162, 820, 00( 


Obligations by activities 


1952 actual | 1953 estimate | 1954 estimate 


Direct Obligations 


Buildings management 
1) Operations ‘ $58, 800, 470 $71, 177, 50 
b) Rents and utilities 3 | 38, 300, 000 42, 058, 5 
Real property acquisition and utilization | : 1, 622, 500 : 
National industrial reserve } 2, 502, 000 | 5, 122, 00 
Surplus property management and disposal 97% 482, 000 | 464, 006 
Public utilities management ¢ 32 | 106, 500 | 160, 000 
Buildings design and supervision 203, 5 226, 000 260, 000 
otal direct obligations 111, 855,853 | 102, 039, 470 


x 


121, 000, 000 


Obligations Payable Out of Reimbursements From Other 
Accounts 


Buildings management | 47, 260, 501 45, 500, 000 , 820, 00 
Real property acquisition and utilization | 67, 970 70, 000 | 

National industrial reserve | 63, 659 50, 000 

Surplus property management and disposal 66, 102 
rotal obligations payable out of reimbursements from | 


other account 


47, 458,232 | 45,620,000 | 41, 820, 000 


rotal obligations 159, 314, 085 147, 659, 470 162, 820, 00 
| 
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Obligations by objects 


Object classification | 1952 actual | 1953 estimate | 1954 estimate 


Summary of Personal Services 


Total number of permanent positions... 21, 342 
Full-time equivalent of all other positions... a 478 
Average number of all employees - - 20, 044 


Average salaries and grades: 
General schedule grades: 
Average salary .- 2 $4, 144 
Average grade » 5.2 
Crafts, protective, and custodial grades: 
Average salary_. 
Average grade 
Ungraded positions: Average salary 


Personal service obligations: 
Permanent positions die $64, 654, 996 \ 
Part-time and temporary positions--.-- , 215, 1, 127, 155 , 600 
Regular pay in excess of 52-week base 3 269, 682 274, 938 
Payment above basic rates , 457, 3, 052, 297 3, 229, O84 


Total personal service obligations 69, 104, 130 , 655, 940 


Direct Obligations 
Personal services... 3,882,425 | 53, 306, 830 , 663, 840 
2 Travel 76, 690 241, 800 
3 Transportation of things ‘ 580 271, 500 
4 Communication services 2/1, 263 276, 650 


Rents and utility services__- 33 38, 496, , OFS, 500 

06 Printing and reproduction : 130, 370 
Other contractual services. - P | 2, 242, 390 , 052, 700 
Services performed by other agencies { | 500, 000 500, 000 
Supplies and materials 936 | 5, 832, 870 , 626, 140 
Equipment | 610, 500 804, 300 
Lands and structures 150, 000 3. 250. 000 
Refunds, awards, and indemnities , 100 100 
Taxes and assessments , 883 92, 795 124, 100 


Total direct obligations 55,853 | 102, 039, 470 , 000, 000 


Obligations Payable Out of Reimbursements From Other 
Accounts 
Personal services 36, 15, 797, 300 14, 992, 100 
Travel 5, 7. 900 1. 000 
Transportation of things 3, 21, 000 21, 000 
Communication services 25, 8, 801, 600 800, 000 
Rents and utility services 15, 818, 000 2, 848, 000 
Printing and reproduction 31,7 73, 700 72. 000 
7 Other contractual services 2 6 2 601. 800 2 532. 000 
08 Supplies and materials : 2, 429, 700 484. 900 
9 Equipment : 24, 000 24, 000 
0 Lands and structures 3,3 
5 Taxes and assessments ; 45, 000 45, 000 


Total obligations payable out of reimbursements from 
other accounts > “ 23% 45, 620, 000 1, 820. 000 


Total obligations : 5 147, 659, 470 2, 820, 000 


Analysis of expenditures 


1952 actual! 1953 estimate a timate 


Unliquidated obligations, start of year 


Obligations incurred during the year $147, 659, 470 > 820, 000 


147, 659, 470 159, 470 
Deduct: | 
Reimbursable obligations 45, 620. 000 1, 820, 000 
Unliquidated obligations, end of year ‘ 9, 139, 479 2, 439, 470 
Total expenditures 92. 990, 000 700, 000 
: 

Expenditures are distributed as follows 
Out of current authorizations 92, 900, 000 108, 900, 000 
Out of prior authorizations &, 800,000 
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EMERGENCY 


OPERATING EXPENSES 


imounts available for obligation 


Appropriation 
Transferred to “ 
curement Age 


lexpenses, Defense Materials Pro- 
yursuant to 16 F. R. 8791 


available for oblig 
1 ¢ 


od balance, estir 
Obligatic 
Comparative tr 


terials Procurement Ager 


ns incurred 


ansfer to ‘‘Salaries and_expenses, Defens« 


lotal obl 


Ma- | 


1952 actual | 1953 estimate 


$40, 750, 000 
—115, 000 


40, 635, 000 
9, 398, 700 
40, 635, 000 
—6, 568, 538 


38, 566, 950 
34, 066, 462 
47, 245 


34, 019 


Obligations by activities 


er functions 


operation 


Obligations cements From Other 


1953 
estimate 


| oe 


150 


377, 400 


), 203, 900 


$29, 168, 250 


38, 566,950 | 


38, 566, 950 | 


1954 estimat 


$28, 180, 000 


28, 180, 000 


28, 180, 000 


, 180, 000 


28, 180, 00K 


1954 
estimate 


142, 
148, 700 | 


45,000 | 


120, 000 


56, 500 | 


74, 600 


29, 168, 250 


, 398, 700 


3 566, 950 


Obligations by objects 


Object classification 


rotal number of permanent positions 


Average number of all empl yyees 
A verage salaries and grades 
General schedule grades 
Average salary 
Average grade 
Crafts, protective, and custodial grades: 
Average salary 
A verage grade 


Direct Obligations 


Personal services 
Permanent positions 
Part-time and temporary positions 
Regular pay in excess of 52-week base 
Payment above basic rates 


Total personal services 
Travel 
Transportation of things 


1952 actual | 1953 estimate 


$4, 079 
GS-5.4 | 


$718, 221 
2, 534 
3, 020 | 
6, 201 |-- a 


$762, 334 


765, 353 
41, 780 


815 | 


28, 180 


1954 estimate 


140 


$549, 008 


2, 139 


| 551, 147 
34, 300 
500 
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Obligations by objects—Continued 


Object classification 1952 actual | 1953 estimate | 1954 estimate 


Communication services 

Rents and utility services 

Printing and reproduction 

Other contractual services ‘ , 
Services performed by other agencies 

Supplies and materials... 

Equipment 

Taxes and assessments 


Total direct obligations... ...... 
Obligations Payable Out of Reimbursements From Other 
Accounts 


Rents and utility services 
Other contractual services 


Total obligations payable out of reimbursements from 
other accounts 


Total obligations 


Unliquidated obligations, start of year. 7, 902, 183 


Obligations incurred during the year 462 


, 645 
Deduct: 
Reimbursable obligations 
Adjustment in obligations of prior years 357, 609 
Unliquidated obligations end of year 171 


Total expenditures aot 3, 208, 565 000 


Expenditures are distributed as follows 
Out of current authorizations... 
Out of prior authorizations 


Repair, IMPROVEMENT, AND EQUIPMENT OF FEDERALLY OWNED 
BurtpinGs OutsipE THE District or COLUMBIA 


Amounts available for obligation 


1952 actual | 1953 estimat 54 estimate 


Appropriation or estimate - - - $25, 000, 000 
Reimbursements from other accounts 250, 000 


Obligations incurred 
Comparative transfer from 
“Renovation and improvement of federally owned build- 
ings outside the District of Columbia, General Services | | 
Administration” | $4, 623, 098 $5, 268, 993 
“Repair, preservation, and equipment, outside the Dis- | 
trict of Columbia, General Services Administration”’ 9, 064, 210 9, 500, 000 


25, 250, 000 


Total obligations ‘ dni | 13,687,308 | 14, 768, 993 | 


| 
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Obligations by activities 


Description |} 1952actual | 1953 estimate | 1954 estimate 
| | 


Direct Obligations 


Minor repairs and improvements | $8, 934, 934 $9, 250, 090 | 10, 000. 000 
Major repairs and improvements 4, 620, 950 | 5, 268, 993 | 5, 000, 00 
Post-office workspace improvements | 10, 000, 000 


Total direct obligations 13,555,884 | 14, 518, 993 25, 090, 000 
Otliyations Payable Out of Reimbursements From Other 
Accounts | 


Minor repairs and improvements ‘ : 131, 424 | 250, 000 250, 000 


Total obligations Sedbet ss 13, 687,308 | 14,768,993 | 25, 250, 000 
| 


Obligations by objects 


| be " 0 = = 
t classification 1952 actual | 1953 estimate | 1954 estimate 
Summary of Persona! Serviies 
Total number of permanent positions 
Average number of alle . 


Average salaries an 
General sche | 
Average 5 $5, 136 $5, 289 | 
Average grade is j 18-7. § 
Crafts. protective, and custodial grades 
Average salar $3, 5 $3, 803 $3, 845 
Average grade >PC CPC-6.7 CPC-6.7 
Personal] service obligations | 
Permanent positions $2, 813 $1, 998, 455 | $2, 307, 790 
Regular pay in excess of 52-week base , 695 | 7, 545 8, 810 
Payment above basic rates 621 | 10, 000 10, 000 


Total personal service obligations 2, 059, 129 2, 016, 000 2, 326, 600 


Direct Obligations 
01 Personal services 343 | 1, 786, 000 | 2, 096, 600 
02 Travel , 41 112, 050 200, 000 
03 Transportation of things , O45 : 35, 000 
04 Communication services . 25, 000 
05 Rents and utility services 17, 24: 20, 000 
06 Printing and reproduction 7, 7! 75, 000 | 125, 000 
07 Other contractual services . 5 8, 198, 443 17, 416, 700 
Performed by “Construction services, public build- 

ings, General Services Administration” - 2, 34 200, 000 
08 Supplies and materials 2, 203, 7 2, 250, 000 L ; 
09 Equipment . 75, 000 125, 000 
10 Lands and structures ; ; 1, 750, 000 | 2, 000, 000 
13 Refunds, awards, and indemnities 
15 Taxes and assessments 2, 2, 500 | 2, 700 


Total direct obligations 3, 555, & 14, 518, 993 25, 000, 000 


Obligations Payable Oud of Reimbursements From Other Accounts 


01 Personal services 59, 230, 000 230, 000 
02 Travel 2, 500 2, 500 
04 Communication services 4) 100 100 
06 Printing and reproduction 200 | 200 
O08 Supplies and materials . a8, 16, 700 16, 700 
09 Equipment ; : 

15 Taxes and assessments 500 500 


Total obligations payable out of reimbursements from 
other accounts 250, 000 250, 000 


Total obligations 3, 14, 768, 993 | 25, 250, 000 
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Analysis of expenditures 


1952 actual | 1953 estimate; 1954 estimate 


Obligations incurred during the year ‘i ‘ $25, 250, 000 
Deduct 
Reimbursements received 250, 000 


Unliquidated obligations, end of year- 7, 500, 000 


Total expenditures (out of current authorizations) - .-.- J 17, 500, 000 


Hospirau Faci.iries IN THE District or CoLumBIA (LIQUIDATION 
or Contract AUTHORIZATION) 


Amounts available for liquidation of contract authorization 


1952 actual | 1953 estimate | 1954 estimate 


. 2 J $3, 000, 000 
ese ee . | —3, 000, 000 


Appropriation or estimate - - - 
Applied to contract authorization 


Obligations incurred-.-.. 


Analysis of expenditures 


Obligations transferred from ‘Hospital facilities in the District of Columbia, 
General Services Administration’ (total expenditures out of appropriations to 
liquidate prior year contract authorization) —1954, $3,000,000 


REMODELING OF ConGrReEss Street Post Orrice, Cuicaao, ILu. 


Amounts available for obligation 
a 
1952 actual | 1953 estimate | 1954 estir 


Appropriation or estimate... ‘ . 4 e ning oa $576, 200 
Reimbursements from non-Federal sources bon 600, 000 

Total available for obligation - -. - : ; 1, 176, 200 
Balance available in subsequent year. a i ‘ saaiennie — 108, 200 


Obligations incurred ---........-..- win _ od . 1, 068, 000 


| 
Notre.—Reimbursements from non-Federal sources shown above are payments from the city of Chicago 
Ill. (63 Stat. 176). 


Obligations by activities 





Description 1952 actual 1953 estimate | 1954 estimate 
1. Design, supervision, etc............ iialaedicecaiieliaandip ci iceai a ie ; Oe — $79, 600 
DS Cnc nacceucccces ies icanendniia Seale ea ; ; } 988. 400 
| 
|---| —— —---— . —-- 
Obligations incurred...........- ik sintinialatiheiaeitpiaaideld ar | 1, 068, 000 
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Obligations by objects 


Object classification | 1952 actual 


02 Travel 

04 Communicatior 
06 Printing and rey 
07 Other contractual serv 
Performed by ‘‘C¢ 


ings, General Service 


services 
roducti 
m serv build- 


ices, 


public 
ie ministration”’ 
Lands and structures 

ms incurred 


Obligati 


Analysis of expenditures 


j 
| 
| 1952 actual 


yut of current authorizations 


EXPENSES, FEDERAL SUPPLY 


TING 


{mounts available for obligation 


504, 880 


3, 698, 833 


Obligations by activities 


952 actual 


| disposal 


Supply schedule and exce rtv inspection 


in was 
ratte manage 


3 prop 3, 
305, 939 


3, 690, 583 | 


Obligations Payable Out of Reimbursements From Other Accounts 


i0dity catalogi 8, 250 


Total obligati: 


163, 708 | 


8, 608, 833 | 


1953 estimate 


$1, 


1954 estimate 


200 


400 


, ( 
( 


00 
00 


, 000 
400 


000 


1953 estimate | 1954 estime 


$1, 068, 


600, 
168, 


300, 


SERVICE 


1953 estimate 


, 100 


612, 100 


2. 766, 200 


1953 estimate | 1954 estims 


$104, 400 $185, 
1, 100, 
950, 
610, 
130, 
300, 
500, 


171, 
373, 300 


2, 766, 200 3, 775, 


2, 766, 200 


a 
410, 


1954 estima 


000 
000 
000 


000 
000 
000 


000 


000 


000 
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Obligations by objects 


Object classification 


Summary of Personal 
tal number of permanent positions 
time equivalent of all other position 


rage number of all employees 


rage salaries : 
Crenelr a] sc 
Average salary 
A verage grade 
Crafts, protective, and 
A verag 
Average 


e obligations 
ermanent positions 
ne and tem 


ay in exces 


lotal personal service ol 


Di t Ubitgations 
Personal ser 
rravel 


portat 


ion of thing 
1unication sery 
utility service 
i reproduct 
ractual ser vic 
; performed by 
ind materials 


obligations 


{nalysis of expenditures 


liquidated obligations, start of year. 
bligations incurred during the year 


educt unliquidated obligations, end of year... 
Total expenditures 
xpenditures are distributed as follows: 


Out of current authorizations 
Out of prior authorizations 
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EXPENSES, GENERAL Suppty Funp 


Amounts available for obligation 


1952 actual 1953 estimate | 1954 estimate 





Appropriation or estimate 
Reimbursements from other accounts 


Total available for obligation - 
Unobligated balance, estimated savings 


Obligations incurred . 7 
Comparative transfer from “Operating expenses, General | 
Services Administration” 
Comparative transfer to ‘‘Operating expenses, Federal Supply 
Service, General Services Administration” 


Total ob 


ligations 


300, 416 | 


15, 375, 416 | 


—1, 275, 813 | 


79 


os, 


14, 7: 





60, 976 


— 504, 880 | 


13, 655, 699 | 


Obligations by activities 


1952 actual | 


—612, 100 |__- 


14, 110, 700 | 
| 


1953 estimate 





Direct Obligations 


. Direct order purchasing 
2. Stores operations 
3. Direct order inspection 

. Space and related costs 

. Equipment maintenance 
3. Administrative operations 


Subtotal 


B-105234_- 


Total direct obligations - -- . sicapiie 


Obligations Payable Out of Reimbursements From Other 
Accounts 


. Direct order purchasing 
2. Stores operations 
Direct order inspection 
Equipment maintenance 
5. Administrative operations 


Total obligations payable out of reimbursements from 
other accounts _- . wedivaiainathie 


Total obligations. 


Obligations of 1951 charged to 1952 under Comp. Gen. Dec. | 


31, 393 | 
13, 715 
20, 536 
1, 589, 124 
39, 712 
2, 611, 292 | 


$2, 


2 
5, 


0 
8 
5 
5 


| 
| 
| ——— 
12, 605, 772 
| 749, 511 


13, 355, 283 


—== 


11, 840 
259, 537 
21, 676 
1, 300 

6, 063 


$2, 142, 800 
5, 868, 750 
649, 300 | 

2, 287, 200 
72, 200 
2, 904, 150 


13, 924, 400 | 


13, 924, 400 | 


| 

| 
153, 300 | 
33, 000 


17, 500, 000 


1954 estimate 


$2, 575, 000 
6, 813, 000 
872, 000 
3, 840, 000 
100, 000 

3, 300, 000 


17, 500, 000 


17, 500, 000 





13, 655, 699 





~~ 14,110, 700 | 
| 


17, 500, 000 





Summary of Personal Services 


Total number of permanent positions 
Full-time equivalent of all other positions 
Average number of all employees... 


Average salaries and grades: 
General schedule grades 
A verage salary 
Average grade_ 4 senodsen 
Crafts, protective, and custodial grades: 
A verage salary 
Average grade 
Ungraded positions 


Average salary 


Personal service obligations: 
Permanent positi : ea Z 
Part-time and temporary positions 
Regular pay in excess of 52-week base- 
Payment above basic rates aed ia 
Payments to other agencies for reimbursable details 


ms 


Total personal service obligations. 


Obligations by objects 


1952 actual 


2, 507 
21 
200 


9 


$3, 908 
GS+4.9 


$2, 738 
CPC-3.0 
$3, 217 


$8, 268, 269 
50, 068 

33, 386 
312, 470 


1953 estimate 


$4, 036 
GS8-5.1 
$2, 799 
CPC-3.0 
$3, 309 


$9, 527, 682 | 


144, 707 
36, 874 


1954 estimate 


3, 16 


2, 845 


$3, 967 


GS8-5.0 











9, 


709, 263 
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Obligations by objects—Continued 


Object classification 1952 actual 


Dir 


), Of 
Y, OO ortation of tl 


nunicat sery 
( ind utilits 
D, OOK or oo eee 
1 mdr 
contractual servic 
p, OOK or Vice tOr1 & 
, 8 Supplies and material 
I 4hiGs I 1 structures 
Refunds, awards, and 


sessIn¢ 


0, 00 


ut of Reimbursements From Other 


nts 


03 Transportation of tt gs 


04 Co nmunication services 
05 Rents and utility services 
06 Printing and reproduction 

Other contractual services 
08 Supplies and materials 


13 Refunds, awards, and indemnities 


mate 


15 Taxes and assessments 


lotal obligations payable out of reimbursements from 
other accounts 


lotal obligations 


Unliquidated obligations, start of year 
Obligations incurred during the year $14, 099, 603 


14, O99, 603 
Deduct 
Reimbursable obligations 300. 416 
Unliquidated obligations, end of year 1, 870, 466 
Total expenditures 11, 928, 721 14, 704, 7 
Expenditures are distributed as follows 


Out of current authorizations , 928, 721 13, 024, 200 , 192, 000 
Out of prior authorizations 1, 680, 500 , 108, 000 


OpeRATING Expenses, NATIONAL ARCHIVES AND RECORDS SERVICE 


Amounts available for obligation 


1952 actuel 1953 estimate | 1954 estimate 


Appropristion or estimate $4, 868, 200 $6, 250, 000 
Reimbursements from other accounts 45, 000 45, 000 


Obligations ineurred 4, 913, 200 », 000 
Comparative transfer from ‘‘Operating expenses, General 
Services Administration”’ 


Total obligations . 707 4, 913, 200 ‘ 000 


80608—53 
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Obligations by activities 


Description 1952 actual | 1953 estimate | 1954 estimate 


Direct Obligations 





| 
| 
| 
| 






1. Records management , 500 $394, 500 
Records centers 2 500 3, 644, 300 
3. Microfilming records 72, 015 200 207, 200 
4. National Archives 1, 389, 451 000 1, 500, 000 
5. Federal Register 500 232, 500 
6. Roosevelt Library ; . 500 71, 500 
7. Nitrate film conversior 200, 000 
lotal direct obligations 4, 647, 406 4, 868, 200 6, 250, 000 
Obligations Payable Out Reimbursements I n Oth 
1 ye 2 
1. Records management 8, 570 5, 000 5, 000 | 
2. Records center 7, 218 


40, 000 


45, 000 








6, 295, 000 


Obligations by objects 












Object classificatior 1952 actual 





3 estimate! 1954 estimate 


Total num ber of 
ll-time equivalent of all other positions l 11 1 

















209 $4, 318 

A ve re grad Gs-5.5 GS-5.7 GS-58 
Crafts, protective, and custodial grade 

Average salary $2, S&O $2 960 $2. G68 

Average grace CPC-3.6 CPC-3.6 CPC-3.6 

Ungraded positior A verage lary $2, 954 $2,954 $2, 954 




















231, 438 
positions 3, 270 32, 000 2, 000 
fegular p f 52-week bass 12, 106 14, 834 16, 462 

mm I te 500 








, 250, 400 





, 225, 400 
23, 340 36, 900 
92, 100 92, 100 
200 57, 065 
000 439, 500 
700 64, 785 



















\ 259, 040 631, 865 

“er es performed by other agencies 10, 000 10, 000 
08 Supplies and materials 279, 365 640, 420 
09 Equipment 1, 500 43, 500 





13 Refunds, awards, and indemnitic 
15 Taxes and assessments 7, 165 &, 465 


4, 868, 200 6, 250, 000 






lotal direct obligations 






Obligations Payable Out of Reimbursements From Other Ac- 
















01 Personal service 30, 355 25, 000 25, 000 
0&8 Supplies and materials 29, 907 20, 000 20, 000 







fotal obligations payable out of reimbursements from 
other accounts 60, 262 45, 000 45, 000 





Total obligations 6, 295, 000 
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Analysis of expenditures 


es 1952 actual | 1953 estimate | 1954 estimate 
Unliquidated obligations, start of year £950. 000 
5M) Obligations incurred during the year $4, 913, 200 | 6, 295, 000 
500 | = 
200 4, 913, 200 6, 545, 000 
Ooo ; Deduct 
<M) Reimbursements received 15, 000 45. OOM 
500) j Unliquidated obligations, end of year 250. 000 1 i 
000 ; . 
rotal expenditures 1, GIS, 206 6. 180. OOK 
OOo ' . 
i Expenditures are distributed as follows 
Out of current authorizations 4, 618, 200 i 
Out of prior authorizations ( 
On 
000 ADMINISTRATIVE OPERATIONS 
{mounts available for obligation 
000 
000 1952 actual | 1953 estimate 54 € 
Appropriition or estimate $4. 140. 750 $5, 300, OOK 
Reimbursements from other accounts 528, 250 429. OOO 
Obligations incurred 4, 669, 000 5. 789. 000 
late Comparative transfer from “Operating expenses, General | 
Services Administration $5, 488, 654 
j a | s 
' lotal obligatior | 488, 654 4, 669, 000 5. TRO. (MK 
048 
l ' 
023 Obligations by activities 
j 
1952 1953 1954 
' Description ; 
8 actual estimate | estimate 
® 
|, 968 Direct Obligatio 
O54 1. Executive direction $375, 20 $353, 700 $390. OO 
2. Financial service 2, 346, 838 1, 960, 900 2 STH. OM 
Administrative service 1, 69. 7 1, 351, 150 1. 700. 000 
438 4. Legal services 386, O49 11, 900 10). OK 
> OO) Compliance services 136, 241 118, 400 140. OOK 
», 462 6. Information 40, 544 1, 500 £5, (OK 
0) 7. Contraet settlement = 25, 626 13, 200 
), 400 Total direct obligations 006, 498 4, 140, 7H 1), 000 
Obligations Payable Out of Reimbursements From Othe 
», 400 iccounts 
}, GOO 2. Financial service 78, 304 4 ‘ 16, 00 
2, 100 s. Administrative services 89, 614 70, 154 17 vO) 
7, Of 4. Legal services 1, 447 
> AO Compliance services 4,622 
1, 78 7. Contract settlement &. 169 2. On 
|. BHO 
100 Total obligations payable out of reimbursements fron 
), 420 other accounts 482. 156 28, 2A 489, OOO 
3, OK 
Total obligations ‘ 5. 488, 654 4. 669, OOF 789. 000 
R, 465 
0. 00 
5, 000 
0, 000 
5 O00 


5, 000 





week base 
s for reimbursab] 
Total personal I bligations 


Direct obligations 

Personal services 
Travel 
rransp»rtation of thin 
Communication services 
Rents and utility services 
Printing and reproduction 
Other eontractual service 

Services performed by other agencies 
Supplies and materials 
Equipment 
Refunds, awards, and indemnities 
Paxes and assessments 


Total direct obligations 


Obligations Payable Out of Peimbursements From Other 
Accounts 
01 Personal services 
02 Travel 
03 Transportation of thing 
04 Communications services 
0 Rents and utility service 
06 Printing and reprodnetion 
07 Other contractual services 
08 Supplies and materials 
09 Equipment 
15 Taxes and assessments 


Total obligations payable out of reimbursements from 
other accounts 


Total obligations 


Analysis of expenditures 


1952 actual 


Unliquidate1 obligations, start of year 
Obligations incurred during the year 


Deduct 
Reimbursements received 
Unliquidated obligations, end of year 


Total expenditures 
Expenditures are distributed as follows 


Out of current authorizations 
Out of prior authorizations 


61, 203 
10, 698 
70, 301 
21, 601 


31, 786 


1, 276 
3, 113 


4, 140, 750 


4181, 636 
1, 050 
125 

6, 585 
31, 200 
2,075 
954 

734 

200 

691 


528, 250 


4, 669, 000 


1953 estimate 


$4, 669, 000 
4, 669, 000 


528, 250 
296, 750 


3, 844, 000 


, 844, 000 


1954 estime 


$296, 
5, 789, 


070 


500 


600 


, 000 


6, 085, 7 


489, 


350, 7! 


5, 246, 


4, 949, 


296, 











Soe 


Rerunps UnNpER RENEGOTIATION 


{mounts available for obligation 


stimate £9 300. OO 
r tilable 1. 519. 9 


nents from Reconstruct 


ivailable for obligation 


ince iilable in subsequent ye 


Obligations incurre 


Obligations by objects 


issification 1952 actual | 1953 estimate 


13 Refunds, awards, and indemnities $7, 093, 521 : 600, 000 $8, 857, 600 
14 Interest 85, 264 219, 900 90, 000 


Obligations incurt . 78, 785 819. 900 8 047 


stimate | 1954 estimate 


$1, 383, 906 $202, 056 


Obligations incurred during the year 7, 178, 785 10, 819, 900 $8, 947, 600 


Unliquidated obligations, start of year $1 


, 562, 691 , 021, 956 8, O47 
Deduct 
Reimbursable obligations 198, 723 
Unliquidated obligations, end of year 202, 056 
Adjustment in obligations of prior years 22, 424 


Total expenditures_._. . , 139, 488 11, 021, 956 8, 947, 600 


Expenditures are distributed as follows: 
Out of current authorizations 6, 980, 032 9, 300, 000 
Out of prior authorizations 1, 159, 456 1, 721, 956 
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STRATEGIC AND CritiIcAL MATERIALS 


( 
verage gra 1 
led positions 


nal ri 
Pern 
Pa 
Regular i 


Payment 


snent 
t-time and 


rbove 


Payments to other age 


{mounts 


1952 


ll, 


available for obligation 


actual 


216 


500, 


Obligations by activities 


SOO) 


4, 


050 


Obligations by obje cts 


week ASt 


s for reimbu 


0, 209, 


tual 


009, 335 
200, 649 


209, 984 


604 


693 
900 


38 


ON4 


| 


| 1953 estimate 


$133, 979, 000 


500, 000 


¥, OOO 
40, 963 
115, 665, 000 


13, 884, 963 


5, 500 


1954 estimate 


$188, 000, 000 


188, 000, 000 
71, 525, 500 
83, 100, 000 


342, 625, 


HOO 


342, 


» materials under the 


1953 estimate 


$706, 886, 361 


35, 473, 102 


742, 359, 463 


1953 estimate 


$3, 979, 190 
47, 000 
15, 492 
18, 800 


4, 060, 482 
160, 425 

3, 420 

67, 187 

4, 300 

41, 984 

56, 959 

9, 907, 996 
47, 544 
716, 081, 967 
28, 450 

11, 897, 300 


1, 449 


742, 359. 


1954 estimate 


$294, 029, 065 
48, 596, 435 


342, 625, 500 


1954 estimate 


$4, 509 


GS 46.1 


$2, 982 
CPC-3.6 
$2, 786 


$4, 441, 224 
50, 000 
17, 358 
20, 100 


4, 528, 682 
214 


6, 600 

51, 492 

59, 300 

5, 000, 000 
66, 705 

303, 781, 700 
5, 000 

28, 826, 700 
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Analysis of expenditures 


Unliquidated obligations, start of year 
Obligations incurred during the year 


Deduct 
Reimbursable obligations 
Obligations tra rred to * 
liquidation of contract 


A dministration”’ 
} 


Unliquidated obligations 
Potal expenditures 
Expenditures are distributed 


Out of current appropriations . f 100 000 100. 000. 000 
Out of prior authorization ry eae oer ) 763, 000, 000 


STRATEGIC AND CriticAL MaTertIAts (LIQUIDATION » ConTRACT 
AUTHORIZATIONS) 


An ounts avatlable for l quidation of contract authori zation 


1952 actual | 1953 e 


Appropriation or estimate $200, 000, 000 $70, 000, 000 $37, 000, 000 
A pplied to contract authorization 200, 000, 000 70, 000, 000 37, 000, 000 


Obligations incurred_ . 


Analysis of expenditures 


Obligations transferred from “Strategic and critical materials, General Services 
Administration” (total expenditures out of appropriations to liquidate prior 


year contract authorization) —1952, $200,000,000; 1953, $70,000,000; 1954, 
$37,000,000. 


Program and performance 

A total of $920 million in contract authority has been provided since the 
inception of this program. Of this amount, $835 million has been liquidated 
by appropriations. In 1954, it is estimated that $37 million will be liquidated 
leaving a balance of $48 million for liquidation in future years. 

Mr. Puruurres. Mr. Forbes, you are requesting this year for the total 
of all items which come under une responsibility of the General Services 
Administration an initial request in the printed budget which came 
up in January of $444,581,200. I understand you have had a dis- 
cussion with the Bureau of the Budget regarding a revision of some 
of these figures; consequently, your presentation here today will 
indicate to the committee what changes you are now recommending 

Would you like to make a preliminary statement? 

Mr. Forses. Yes. I will be very brief. I have not prepared a 
formal general statement but I would like to make a few general 
remarks before discussing the estimates in detail. 

Mr. Puiuiips. We have two new members, and perhaps you 
might give a very brief statement of how the General Services Ad- 
ministration was created so that they will know that under the re- 
organization program the General Services Administration is a 
comparatively new administration, combining functions and agencies 
which were independent before. 
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GENERAL STATEMENT 


Mr. Forsnes. The General Services Administration came into 
being on July 1, 1949, by the Federal Property and Administrative 
Services Act, which was Public Law 152 of the 81st Congress. That 
resulted in the consolidation of several existing agencies of the Gov- 
ernment, and stemmed originally from recommendations made by 
the Hoover Commission 

There were merged into GSA the Federal Works Agency; the 
Bureau of Federal Supply of the Treasury and its related functions 
of contract settlement and. price renegotiation; the War Assets Ad- 
ministration, which was merged into GSA for purposes of liquidation ; 
and the National Archives became a part of the operations of the 
Gereral Services Administration. 

The law set up 3 main programs: | on real property management, 
another on personal property management, and a third on records 
management. In addition to these three major functions, we have 
certain related programs, such as buying and handling of materials 
for the stockpile, strategic and critical materials which are needed 
for national defense. That is handled through the Emergency Pro- 
curement Service, which was established since the creation of GSA, 
and that is headed by Commissioner Walsh. We also have the Na- 
tional Industrial Reserve, which is a part of the Public Buildings 
Service. Then, under the Defense Production Act, we have had 
several functions imposed upon us such as aluminum expansion and 
machine-tool production. 

The real property management program of GSA is carried out 
through the Public Buik lings Service headed by Commissioner Rey- 
nolds. The personal property management program is handled by 
the Federal Supply Service headed by Commissioner Mack. The 
records management program is in charge of National Archives 
and Records Service which is headed by Dr. Grover, the Archivist 
of the United States. 

In carrying out these programs, we have certain operating responsi- 
bilities such as the construction of buildings as well as the management 
of buildings. We also have the responsibility for setting up govern- 
mentwide policies or regulations affecting all agencies of the Govern- 
ment in that field. And likewise in personal property management 
and in records management we not only have the job of doing certain 
things ourselves but prescribing regulations or policies which are 
governmentwide in their effect and which govern the other agencies of 
the Government in carrying on operations involving these functions. 

That, in sort of a tabloid form, is a statement of what the General 
Services Administration is and does. 

I think, if I may add at this point, it is unfortunate in a way that 
we have gotten the name of “housekeeping agency” of the Govern- 
ment, because to the popular mind that means it is a matter of having 
a broom, dustpan, and mop, and doing a lot of simple things. Actu- 
ally, if we were called the “property management agency” of the 
Government, it would be better for us, because our work is not simple. 
It is technical and very technical in many of its aspects. 

Mr. Puiuures. I think it would be a good idea to put in the record 
right here page 5 of your justifications, which is a brief statement 
supporting the historical background you have just given us. 

(The matter above referred to is as follows:) 
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INTRODUCTORY STATEMENT 


As implementation of recommer 
zation of the Executive Branch of the 
General Services Administration was esta 
Property and Administrative Services 
tral direction of three major internal 
ply, records management, and the operatic 

In addition to the Federal Property ar 
operations of the General Services Ad 


Pe! 


‘ 


the most significant of which are 
Che Stockpiling Act of 1946, Public Law 
The National Industrial Reserve Act 
Congress 
The Public Buildings Act of 1949, Publi 
Reorganization Plans 18 and 20 of 1950 
Federal Records Act of 1950, Public Lay 
Various amendments to the Federal Pr 
Act of 1949 
The General Services Administration is 
he contre 


Government which is responsible for t 
services needed by agencies of the executive bra 
res} ective operations: 
which they obtain supplies and equip 
] 


publie. these services are import 


building space to house their operatio 
nent; and an instr en 


records are Managed or disposed of 

ant t } 

tive bra “onsiderable 
billion 


kept 


be impaired and pot 


Mr. PHILLIPS. 
statement, in the 


‘ono l 


call attention to the fact that in the preliminar 


last paragraph, you point out that GSA 


has no control over the programs of cust« 
requirements as to the quantity of services which it 


needs. 
And further down you call attention to the fact that GSA 


is definitely placed in the middle between two forces over whic! 
h is administration policies; th 
to ‘‘eustomer”’ 


no control (one of whic other is 


money give n by Congress 
(2) capacity to supply the services i 


(1) a demand for services 
is limited by appropriations, 


nn 
Then you suggest: 

Unless these are brought into balance and kept in balance, economy it 
impaired and pote 


management of 


the executive establishment will be 


economies sacrificed. 
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LEGISLATIVE AUTHORITY 


I think at this point we might put into the record the reply to the 
general request we made of all agencies to give us the authority for 
the activities in which they are engaged. 

(The matter above referred to is as follows:) 


GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., March 12, 1958. 
Hon. JOHN PHILLIPs, 
Chairman, Subcommittee on Independent Offices Appropriations, 
House of Representatives, Washington, D. C. 


Dear Mr. Puiturps: Your letter of February 24, 1953, is acknowledged, and in 
compliance I am sending to you a statement in which is set forth the legal author- 
ity for each activity for which funds are requested for the General Services Admin- 
istration in the budget for 1954. 

As you know, legal authority for the establishment of the General Services 
Administration, the transfer of functions previously authorized for agencies 
brought together in it, expansion of many transferred functions; and authority 
for new functions is found in the Federal Property and Administrative Services 
Act of 1949, Public Law 152, 81st Congress. This act has been amended several 
times since it was approved June 30, 1949. In order to facilitate your review 
of the citations to the act as amended, I am attaching copies of a recodification 
of the act in which are reflected in appropriate places all amendments to date. 

Many of the basic activities of GSA involve fundamental elements of business, 
regardless of whether it be governmental or commercial, and have existed in the 
United States Government since its inception without specific authorization that 
they be performed. For example: Government buildings have had to be cleaned, 
maintained, and kept in repair; Government offices have had to be provided with 
furniture and supplies; accounts have had to be kept, employees documented 
and payrolled; and so forth. With respect to many of these basic activities, 
citations could be made as far back as 1790, continuing through the 1800’s and 
early 1900’s. However, it is believed that the purpose of the inquiry would be 
best served by confining the submission of citations to those which apply more 
directly to the current major purposes of basic operations of GSA rather than by 
listing at length predecessor legislation or current legislation in complete detail. 
If the committee wishes, we will hasten to supplement the attached citations to 
such extent as it may desire. 

Sincerely yours, 
RussE.LL Forres, Acting Administrator. 


LecaL AutTnoritry FoR Eacn Activity ror WuicH Funps ARE REQUESTED IN 
BupGcer EsrimMaTes For 1954 


PUBLIC BUILDINGS SERVICE ITEMS 


Appropriation: Onerating expenses, public buildings service 

1. Buildings management.—Originally contemplated under the act of July 16, 
1790 (1 Stat. 130). Except for the operation of communications facilities, all 
activities under this head are common landlord-tenant functions as applied to 
Government-owned buildings and space leased for occupancy of Federal agencies. 
Authority of the heads of agencies to perform these functions as well as for central 
communications services has from time to time been transferred by numerous acts 
to a central agency predecessor to GSA. Continuing authority for such transfers 
is given in Public Law 754, 8lst Congress, which added section 210 (d) to the 
Federal Property and Administrative Services Act of 1949. 

2. Real property acquisition and utilization.—Authorized as to utilization by 
Public Law 754, 8ist Congress, which added section 210 (e) to the Federal Property 
and Administrative Services Act of 1949; as to leasing in District of Columbia by 
Public Law 105, 81st Congress, section 407; as to acquisition by purchase in Public 
Law 754, 8lst Congress, section 210 (a) (12); as to site management by Public 
Law 152, Sist Congress, section 203 (c); and as to external surveys by Public Law 
152, Sist Congress, section 206 (a) (1). 

3. National Industrial Reserve-—Authorized by Public Law 883, 80th Congress, 
section 6. 

1. Surplus property management and disposal.—Authorized by Public Law 152, 
Slst Congress, section 203. 
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5. Public utilities management.—Authorized by prior legislation restated in 
Public Law 152, 8lst Congress, section 201 (a) (1) as to management; (3) as to 
contracts and (4) as to rate negotiations, 

6. Buildings design and supervision.—Authorized by 35 Statutes 699, 44 Statutes 
630, Public Law 413, 79th Congress and Public Law 105, 81st Congress. 


Appropriation: Emergency operating expenses 

This appropriation segregates the performance for defense and emergency 
agencies of functions, authorization for which has been cited above under ‘‘Build- 
ings management” and ‘Real property acquisition and utilization.”’ 


Appropriation: Hospital facilities in the District of Columbia 


1. Hospital Center—Authorized by Public Law 648, 79th Congress; time 
extended by Public Law 424, 82d Congress. 


2. Grants for Hospital facilities —Authorized by Public Law 221, 82d Congress 


Appropriation: Remodeling Congress Street Post Office, Chicago, Ill. 
Authorized by Public Law 105, 81st Congress, section 408. 


Appropriation: Repair, improvement, and equipment (outside the District of Colum- 
bia) 

As in the case of ‘‘Buildings management,’’ this is a common landlord-tenant 
function as applied to Government-owned buildings. Authority for the function 
with respect to leased buildings is given in Public Law 754, 81st Congress, which 
added section 210 (a) (8) to the Federal Property and Administrative Services 
Act of 1949. 


Appropriation: Buildings management fund (supplemental ineluded in H. Doe. 
No. 62, 838d Cong.) 
Authorized by Public Law 522, 82d Congress, which amended the Federal 
Property and Administrative Services Act of 1949 by adding a new subsection (f) 
to section 210. 


Notre.—Functions authorized prior to July 1, 1949, were transferred to GSA 
by Public Law 152, 81st Congress, section 103, and specifically for utilities 
management in section 102 and disposal of surplus real property in section 105 


FEDERAL SUPPLY SERVICE ITEMS 


Appropriation: Operating expenses, Federal Supply Service 

1. Supply management.—Authorized by Public Law 152, 81st Congress, section 
206 (a) (1) as to survey functions; section 206 (a) (2) as to determination of 
inventory levels; and section 205 (c) as to development of regulations and pro- 
cedures for application by civilian agencies. 

2. Supply schedule contracting.—This is an advantageous method of facilitating 
the procurement and supply of certain types of personal property and nonpersonal 
services authorized by Public Law 152, 81st Congress, section 201 (3). 

3. Personal property utilization and disposal.—Authorized in legislation prior 
to Public Law 152, 8ist Congress, but restated in that act in section 202 as to 
utilization and 203 as to disposal. 

4. Commodity specifications.—Authorized by Public Law 152, 81st Congress, 
section 206 (a) (4). 

5. Commodity cataloging.—Authorized by Public Law 152, 81st Congress, section 
201 (a) (1) as to cataloging in general; section 206 (a) (3) more specifically; and 
Public Law 436, 82d Congress, section 11 as to coordination with the Department 
of Defense. 

6. Supply schedule and excess property inspection.— Authorized by Public Law 
152, 8ist Congress, section 201 (a) (1). 

7. Traffic management.—Authorized by Public Law 152, 81st Congress, section 
201 (a) (1) as to management services and section 201 (a) (4) as to rate negotia- 
tions. 


Appropriation: Expenses, general supply fund 
Authorized by Public Law 152, 8ist Congress, section 109 in general and section 
201 (a) (1) (2) and (8) as to functions of budget activities. 


Nore.—-Functions authorized prior to July 1, 1949, were transferred to GSA 
by Public Law 152, 81st Congress, section 102 (a) 
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AL ARCHIVES AND RECORDS SERVICE ITEMS 


penses, National Archives and Records Service 


\uthorized by Public Law 152, 81st Congress, section 
1ade mandatory by Publie Law 754, 81st Congress, section 


vy Public Law 152, Congress, section 104 
ublic Law 754, 8lst Congress, section 505 (d 

nd Administrative Services Act of 1949. 
Authorized by Publie Ls 754, 81st Congress, section 
deral Pr ert al l ini rative Services Act of 1949 
I’stablished 132. 73d Congress 
h Congress; Public Law 
section 507, amending 


é tth ( ongress; 
section 4 (a 


Resolution No. 30, 
754. 81st Congress. 
Act of 1949, section 
ion (e) (2). This 
pecial nature 
lgetary activity 


1949, were transferred to General 
t Congres section 104 


SERVICE ITEM 


st ply 

Specific 

renegotiation 

Public Law 9, 

iw 152, Sist Con- 

1423; for property ac- 

lic Law 152, Sist Congress, sections 205 (b) and 

nized by the ymptroller General as providing 

1s authorized prior Juiv 1, 1949, were transferred to 

ration along with the program functions by Public 
Congr . tions 102, 103, 104, and 105. 


SUMMARY OF FUNDS AVAILABLE FOR OBLIGATION, 1953 


Mr. Puiturps. Now, we have page 6 of the justifications where 
you give a summary of the funds available for obligation as of Decem- 
ber 1. Can you bring that more nearly up to date? 

Mr. Mrpuey. Yes, sir; up to March 1, 1953. 
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Capital funds: 
General supply fund ; 44 
Reproduction capital fund 





Trust funds 
Special funds 















Total 


1 Includes $1,284,000 available for rescission from balances of prior 












those having certain independent functions 
power to employ, I presume. 


Mr. Forsss. Right. 








the agencies in the city of Washington? 





000, 
50, 


Summary of funds available Jo obligation Jisca jea 19458 (as of 
Appropriated funds: 
Operating expenses, PBS $101, 046, 030 
Emergence Vv operating expenses 29, 168, 250 
Renovation and improvement, Public Build- 
ings 5, 268, 993 
Repair, preservation, and equipment, Public 
Suildings 9, 250, 000 
Hospital facilities in the District of Columbia 32, 984, 642 
Operating expenses, FSS 2, 154, 100 
Expenses, general supply fund 14, 536, 500 
Operating expenses, NARS 4, 868, 200 
Administrative operations 4, 140, 750 
tefunds under Renegotiation Act 10, 819, 9388 
Strategic and critical materials 698, 219, 963 
Construction of public buildings (various 115, 379, 245 
Miscellaneous minor items 207, 365 
Reimbursements: 
To operating expenses, PBS 45, 623, 000 
To emergency operating expenses 9, 398, 700 
To repair, preservation, and equipment 
Public Buildings 350, 000 
To expenses, general supply fund 179, 000 
To operating expenses, NARS 35, 000 
To administrative operations 528, 250 
To strategic and critical materials 57, 633, 000 
To general supply fund 148, 112, 000 
Transfers (including working funds 
Operating expenses, PBS 1, 003, 688 
Expenses, general supply fund 13, 750 
Construction of public buildings (various 27, 430, 942 
Foreign aid purchase programs 80, 101, 763 
Working funds (various 3, 962, 700 


000 
000 





appropriations, 







Va ] 19 


ligat 


$928, 043, 976 


261. S58. 





44, 050, 
$17, 


279 


Oleg, 


ORF 





1 





2 
o 








(, 209, 


Mr. Puiuurps. Now, the chart on page 7 is a very interesting chart 
showing the organization of the GSA, which indicates you have 10 
regional offices. I think we will come to that little by little in our 
discussion today and tomorrow, but I want to call the attention of 
the members of the subcommittee to the setup, particularly the new 
members, in the regional offices and how GSA operates, each one of 


950 


000 
294 
203 


266 





power to purchase, 


Mr. Putuures. And also, which I think we want to discuss before 
we get through, the fact that your region 3 is in effect the city of 
Washington. How much does it go outside the city of Washington. 

Mr. Forbes. It includes Maryland, Virginia, and West Virginia. 

Mr. Puituips. But most of its activities are purchasing in and. for 
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Mr. Forses. Right. But it has Norfolk, Richmond, and Balti- 
more—the three largest cities—under its jurisdiction. 
Now may I speak briefly on our budget in general? 


Mr. Puruurres. Yes. 
{eEVISED BupGret EstTIMATES 


Mr. Forses. We have done a lot of work since we received the 
letter of February 3 from Mr. Dodge, Budget Director. We inter- 
preted that letter as meaning that we should postpone and defer 
everything that could possibly be postponed and deferred, and my 
colleagues have responded to that new policy in a way that is admir- 
able. We have also had the assistance, as you know, of certain 
members of your investigative staff. 

Mr. Puiurs. Mr. Johnson of GAO is with us here today. 

Mr. Forses. We have cooperated with them, and they have coop- 
erated with us. They have given us suggestions, and we have talked 
over their suggestions and we have incorporated a lot of those sug- 
gestions in our revised budget. 

We did not have time to give you a new justification—I wish we 
had had time—but just this morning we received from the Budget 
Bureau an official letter confirming what we had prepared in a tenta- 
tive way. 

I want to say in all sincerity that I believe we have cut this budget 
back as much as we could, and in some cases we have taken a calcu- 
lated risk and have gone further than in the judgment of some of my 
colleagues we should have gone. But we have done that because we 
assume the policy of this administration is to try to balance the 
total budget ~ defer everything that can be deferred. We have 
gone over all of our activities and have cut out everything we did 
not think was essential at this time; we have cut back some of the 
ones we know are essential to a level of service that will merely keep 
us going in the direction we think Congress wanted us to go when 
they passed the Federal Property and Administrative Services Act. 

As I said, I want to leave that thought with you. I know you 
hear that from everybody who appears before you, but actually we 
have made some drastic cuts and we think we have complied as fully 
as possible with the Budget Director’s directive of February 3. 

I will pass out at this time a summary of the changes made in our 
budget from the request now before you and, as we go over each 
activity, we will be prepared to tell you what these changes mean in 
service and operation. In other words, we have cut back the budget 
from approximately $445 million to $190 million. 

Mr. Tuomas. That is pretty good. 

Mr. Puriurrs. I will say that is remarkable. 

Mr. Forses. The most of this, as you will see, is a cutback in the 
request on stockpile, because we expect to use up unobligated balances 
of prior-year appropriations, and in that there is a 100-percent cut. 
And on all other activities it is a little over 13 percent on an overall 
basis. 

Mr. Puiturs. Mr. Forbes, you get an advance commendation 
from the subcommittee right at the start. We will insert the table 
you have prepared in the record at this point. 

(The table follows.) 





‘ 
843 
Comparison of 1954 budget estimates with revised allowances 


1953 appro- . . 
priation. 1954 budget | 1954 rev 
(1) 


. Operating expenses, Public Buildings Serv- 
ice $101, 046, 030 $121, 000, 000 - 000 $10 
Emergency operating expenses ' 29, 168, 250 80, 000 % 000 4, A80, 000 
Repair, improvement, and equipment (14, 000, 000 25, 000, 000 l 000 7, 000, 006 
Renovation and improvement 4, 750, 000 
Repair, preservation, and equipment 9, 250, 000 
. Hospital facilities in District of Columbia 11, 400, 000 3 000 000 , 000, 000 
Remodeling Congress St. post office 0 76, 200 76, 200 0 
Operating expenses, FSS 2, 154, 100 3 775, 000 35, 000 —1, 040, 000 
. Expenditures, general supply fund 1 536, 500 7, 500. 000 OK) 3 000. 000 
8. Operating expenses, NARS 868, 200 }, 250, 000 ; 5. 000 725, 000 
9, Administrative operations , 110, 750 300, 000 4, 200, 000 1, 10 
19. Refunds under Renegotiation Act 9, 300, 000 9, 000 
11. Strategic and critical materials 33, 979, 000 1 
12. Strategic and critical materials (liquidation 
of contract authority 70, 000 37, 000, 000 


100. 000 


00U 
O00 9, 000, O00 ) 


38, OO, OOO Q —1 88, 000. OOF 


Total..... 394, 592, 830 


1 Includes supplemental appropriation of $6,500,000 for expenses of defense 
1954 amounts. 


2? Supplemental appropriation in Public Law 547, 82d Cong., for grants to 1 


production; excluded f 
rivate agencies 

Now, will you go down your list of activities and give us some idea? 
I wil take them in the order that they appear in the justifications 

In operating expenses for the Public Buildings Service, you have 
reduced the request to $111 million; “Emergency operating expenses’ 
from $28,180,000 down to $23,500,000; “Repair, improvement, and 
equipment,” now “Repair, preservation, and equipment’’—I presume 
that represents a change of the account name. Is that right? 


RepAIR, IMPROVEMENT, AND EQUIPMENT OF FEDERALLY OWNED 
BUILDINGS OuTSIDE THE District oF COLUMBIA 


Mr. Mrpiey. That is a consolidation of those two items. 

Mr. Puixuipes. A consolidation of the two accounts into ‘Repair, 
improvement, and equipment’? Will you insert a revised table at 
this point? 

(The information follows:) 


REPAIR, IMPROVEMENT, AND EQUIPMENT 


Average employment 


Depart- 

ment 
1954 budget $25, 000, 000 42.4 
Revision —7, 000, 000 —11.4 


1954 revised 18, 000, 000 31.0 
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REPAIR, IMPROVEMENT, AND EQUIPMENT 


PERFORMANCE AND COST 
1954 budget 1954 revised 


Unit 
Amount Units cost {mount 


1. Minor repairs nd ir 104,290,263 square ($0. 0959 $10, 000, 000 juare $0. 0868 $9, 000, 00K 
provements feet 

2. Major repairs nd in 70 projects 71, 400 5, 000, 000) 46 projects 71, 400, 4, 000, 006 

provement 

3. Post office workspact 4,000,000 square 2.50) 10, 000, 000) 2,000,000 square 2. 50) 5, 000, 006 
improvement feet feet. 


Total | 25, 000, 000 18, 000, 000 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


M nor repairs and improve ments 

The decrease of $1 million from the budget estimate for minor repairs and 
improvements will limit projects to only those of emergency or most urgent 
priority and inerease the backlog to be carried into 1955. 

Major repairs and improvements 

The decrease of $1 million from the budget estimate for major repairs and 
improvements will limit the number of projects to be accomplished to only those 
of the very highest urgency and cause a further postponement of essential major 
repair and improvement work. This will increase the already extensive backlog 
of work necessary to maintain the buildings in a proper state of repair. 

Post office worl space improvements 

The revised program contemplates one-sixth of stage I of the improvement 
program involving 64 major post offices throughout the United States, instead 
of one-third provided for in the budget estimate. 

The reduction will limit accomplishments to one-sixth of the first stage and 
delay the program accordingly. 

Mr. Meptey. Yes, sir. 

Mr. Puiturps. Last year you got $14 million; you asked for $25 
million and have reduced that to $18 million. 

Mr. Forses. Of that $18 million, I might point out that $5 million 
is for the program for improving lighting in workspace in certain post 
offices. 

Mr. Puiturps. That is mostly Chicago, is it not? 

. & 

Mr. Yarrs. When you talk about lighting, that does not affect our 
post office in Chicago. The post office in Chicago is an alteration to 
the structure itself. 

Mr. Puituies. Yes. I am incorrect, because that shows as 
separate item. That is $576,200. 


POST OFFICE WORKSPACE IMPROVEMENT 


In “Repair, improvement, and equipment,’’ how much of the $18 
million had to do with post offices, and how much of that $5 million 
has to do with improvements in post-office buildings? 

Mr. Reynoups. The original budget estimate of $25 million in- 
cluded $10 million for improvement in lighting in post-office work- 
rooms, and so forth, and it is now indicated that program is to be cut 
from $10 million to $5 million. And that $5 million, which is apart 
from our normal repair program, is for actual improvement in the 
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workrooms themselves so that you get better light, better color 
schemes, better operational procedures, and our estimates are based 
somewhat on the studies that we made at Richmond a year ago. | 
think we talked about that in our last hearing. 

Mr. Puitures. I do not have the exact item of what vou spent at 
Richmond, but that saving you hope and expect —and we hope—was 
largely in the Christmas employment; that is, the improvements at 
the Richmond post office and the St. Paul post office, where you 
expect to make some improvements in 1953, are still somewhat on an 
experimental basis, are they not? 

Mr. Reynoups. I would say they are on a slightly experimental 
basis, because there is no real way that you can measure that for a 
12-month period. We do know this, that within the last 5 to 10 years 
there has been an entirely new approach to the lighting problem in 
Government buildings and in industry. They are all approaching it 
differently now than they did before. 

Mr. Puriurps. 1 would say that was only about 25 years behind 
industry; would not you? 

Mr. Reynoups. Well, we try to keep up with industry. We even 
try to keep ahead of them if we can, but we work with industry. | 
think we are probably a little bit more conservative than industry 
and do not use the same high lighting intensities they do. 

Mr. Putuurpes. i was just thinking of Minneapolis where I had 
something to do with the reorganization there. The first thing they 
did was to go into the matter of lighting, and we considered that 
lighting inefficient. 

Mr. Rerynoups. I think you are quite right there. I think the 
Government has become cognizant of lighting only in the last 8 to 10 
years. 

Mr. Puruuirs. What I had in mind was this: This committee has 
to deal with figures and, while we believe without any question that 
lighting improvement will improve efficiency, there is no evidence to 
indicate that the improvements at Richmond, which were admirable, 
made any reduction in the regular employees of the post office, even 
though it did cut down the number of Christmas employees, appar- 
ently, or made it easier to handle the Christmas pressure. Am | 
right? 

Mr. Reynoups. They did not have to add any additional people, 
apparently, and their mail was current the following day after Christ- 
mas. Prior to that it had been several days late, and they had to 
take on several hundred people. 

Mr. Puiuurps. I think that is excellent in itself; but I think it is a 
very good idea that you should take a smaller amount of money this 
vear until you see just what effect this has on the post office’s regular 
employees. 


Hospitau Faciniries IN THE DistrRicr oF COLUMBIA 


Now, what are you going to do under item 4 ‘‘Hospital facilities in 
the District of Columbia’’? 

Mr. Forses. There is $1 million left in there with the idea that the 
ground for the hospital center can be bought and the first contract 
for construction would be awarded. 

(See revised estimate on page 1347.) 


“~« 
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Mr. Puivurps. Is this the hospital subject we have had up 
year after year in which several hospitals are combining? 

Mr. Reynoups. That is exactly right. 

Mr. Putiurps. And are going out to Soldiers’ Home? 

Mr. Reynoups. Yes. 


REMODELING THE CONGRESS STREET Post Orrice, Cuicaco, IL. 


Mr. Puiturps. Remodeling of the post office in Chicago—that 
remains unchanged? The estimate is for $576,200. 

Mr. Forses. Yes. 

Mr. Puitures. Which makes a total in the items having to do with 
the Public Buildings Service of $154,076.200? 

Mr. Forses. That is right as shown in the summary statement. 


INTRODUCTORY STATEMENT—PuBLIiIc BurLpINGs SERVICE ESTIMATES 


The budget for 1954 for programs assigned to PBS includes the five appro- 
priation items listed below with comparison to the revised amounts. 


Appropriation title 1954 budget | 1954 revised Reduction 


dpe $121, 000,000 | $111, 000, 000 $10, 000, 000 
“mergency operat expense 28, 180, 000 23, 500, 000 4, 680, 000 
Repair, improvement, and equipment 25, 000, 000 18, 000, 000 | 7, 000, 000 
Hospital facilities i istrict of Columbia 3, 000, 000 1, 000, 000 2, 000, 000 

0 


Remodeling Congress St. post office, Cl go, 576, 200 576, 200 


otal 177, 756, 200 154, 076, 200 23, 680, 000 


OPERATING ExpENseEs, Pusiic BuILpDINGS SERVICE 


Mr. Puiturps. Let us take up operating expenses, Public Buildings 
Service and insert a brief general statement and a table showing the 


changes in the revised figures. 
(The information follows.) 


OPERATING EXPENSES, PBS 
1954 budget ; $121, 000, 000 
tevision , _.- —10, 000, 000 


1954 revised ‘ ...- 111, 000, 000 
GENERAL STATEMENT 


Reductions below the 1954 budget are proposed in programs for each activity 
under this appropriation. Certain increases over 1953 have been retained, at a 
reduced level, for the buildings management activities which have been far below 
an acceptable minimum for the past few years. 

The proposed total decrease of $10,000,000 in ‘‘Operating expenses, PBS’’ 
approximates 8.3 percent of the 1954 budget estimate. The revisions with 
respect to each activity are summarized as follows: 


Cost by activity 


budget revised Reduction 


. Buildings management 236, 000 890, 000 $7, 346, 000 
2. Real property acquisition and utilization , 758, 000 , 702, 000 | 56, 000 
3. National industrial reserve 5, 122, 000 2, 622, 000 2, 500, 000 
4. Surplus property manegement and disposal i 464, 000 450, 000 14, 000 
Public utilities management 160, 000 | 110, 000 50, 000 
Buildings design and supervision ! 260, 000 226, 000 | 34, 000 


Total 000, 000 | , 000, 000 10, 000, 000 








000 
000 
000 
000 
000 
000 


000 
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BuiLtpIncs MANAGEMENT 


Mr. Puruurps. We will take the first activity, “Buildings Manage- 
ment,’’ and insert the revised budget estimates at this point in the 
record. 

(The matter referred to is as follows:) 


OPERATING ExpENsEs, PBS 


1. Buildings Management 


Average employment 


Amount 
Depart 


Field 
ment Field 


1954 budget. -. : $113, 236, 000 102 
Revision . ° . . 7, 346, 000 ll 


54 revised _ . 105, 890, 000 91 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


The proposed overall reduction of $7,346,000 from the 1954 budget estimate 
for this activity is the result of the following specific reductions: 

(1) $3,500,000 for certain renovations of depreciated buildings in the District 
of Columbia and adjacent area will again be deferred; 

(2) $3,280,000 of the increase in the estimate to restore to near normal level! 
the quality and frequency of operation and maintenance services in Government 
owned and leased buildings. ‘The revised estimate provides for cleaning operations 
every other day as compared to an average of every third day in 1953 and t 
commercial standard of every day; 

(3) $222,000 for the protection of buildings and property by holding sucl 
services at 1953 level; 

(4)$200,000 for furniture and furnishings in Government-owned building 
outside the District of Columbia; 

(5) $72,000 for operation of communication facilities for other government 
activities by holding services at 1953 level; and 

(6) $72,000 for central-office program direction proposed at the authorize: 
1953 level. 

Mr. Puitires. How many employees are in the Building Manage- 
ment Division? Most of those are cleaning people, custodial and care 
people? How many of the 21,000? 

Mr. Scumipt. The total average employment for 1953 is 20,610, of 
which 5,726 are reimbursable. The total applicable to direct appro- 
priation under operating expenses is 14,884. 

Mr. Puruires. How many were authorized? 

Mr. Scumipr. That is authorized for 1953. 

Mr. Pumurps. Then how many are actually employed at the 
present time? 

Mr. Mepuey. 21.024 as of February 28. 

Mr. Puiturrs. How can you have 21,000, Mr. Medley, on an 
authorization of 20,610? 

Mr. Meptey. The 20,610 is the average employment for the year 

Mr. Puiuurps. Then what is the 21,024? 
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Mr. Meptey. The 21,024 is the actual employment as of Feb- 
ruary 28. 

Mr. Puituirs. What was your authorization? 

Mr. Merepury. I think Mr. Schmidt gave you the figures by direct 
appropriation for 1953. The revised authorization including reim- 
bursable items for 1954 is 21,545. 

Mr. Puiuures. What I am interested in is not so much the number 
of employees per se but the division of the number of employees per 
square foot of cleaning space among those who are actually cleaning 
people. Can you give me that? 

Mr. Scumipr. There are 10,891 in operation and maintenance 
That is direct employment. 

Mr. Puiturps. And how many square feet do they clean? 

Mr. Scumiptr. That employment is not entirely a cleaning force; it 
is for all operation and maintenance work. 


PERSONNEL ENGAGED IN CLEANING BUILDINGS 


Mr. Puiuuips. I asked you how many people were engaged in the 
cleaning operation. I wanted to know what your division was; | 
wanted to know the way it was divided down to the square feet of 
space per person. 

Mr. Scumipr. I do not have that actual figure, but approximately 
50 percent of the 10,891 are engaged in cleaning work. 

Mr. Patiures. And how many square feet of space do they clean? 

Mr. Scumipt. We have 77,836,000 square feet of Government- 
owned space. In addition to that, we do clean and service a portion 
of the 23,014,000 square feet of leased space. 

Mr. Puiturps. What are the established standards as to the number 
of employees required for the normal cleaning operation? 

Mr. Reynoutps. Are you asking for 

Mr. Puiuurps. I am trying to find out what you know about the 
technicalities of cleaning a building. I have been in some of those 
buildings and, if you think they are clean, I disagree with you. 

Mr. Reynoups. | know they are very unclean. Our standard 
used to be about 8,000 to 10,000 square feet per person overall for 
cleaning. That is now increased to 15,000 to 20,000 square feet per 
person. Also, the time of cleaning has been spread out. Our appro- 
priation does not allow us to clean every day as we did at one time. 

I am unable to give you the standards employes by private enter- 
prise, but I think it is in the neighborhood of 10,000 square feet. It 
is very close to what we were doing prior to the reductions in our ap- 
propriations. 

Mr. Puiuures. Of course, taking in all of your employees in the 
division, you actually have 1 employee for about every 5,000 square 
feet of space. Now, if you can only clean on the basis of what you 
are giving this committee, it seems to the subcommittee, I think, that 
you must have a very large number of employees who are not pro- 
ductively engaged. 

Mr. Reynotps. We have operations other than cleaning per se. 
To me the important comparison as to whether we are doing a proper 
job or whether we are not is what it costs us per square foot of space to 
to operate a building. That includes all costs; it does not separate 
out just cleaning, or guarding, or repair, or anything else. It is the 
total cost of the operation of a building. 
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Mr. Puiturps. You mean including the repair of the 
tself? 
Mr. ReyNoups. Maintenance includes certain very minor repairs; 


ves 


\(r. Putiures. You do not separate on your books the cost of the 


cleaning force of the building as distincuished from repair of the 
building? 

\ir MEDLEY We separate the cost on our books In other word , 
he cost accounting which we maintain does make a separation between 
the operation and maintenance as distinguished from guarding and 
protection ef the building and so forth. 

Mir. THomas, In order that the chairman and the committee will 
not be misled by your total figures, I think it would be helpful if vou 
would break that total employment down between cleaning, guarding, 
moving, operation and maintenance, and repairs. When you do that, 
you will find that the figure for cleaning stands out pretty much like a 
sentinel, 

Mr. Puruures. My feeling, Mr. Thomas, is that the General Serv- 
ces Administration should have those figures more readily available 
than they have now. I am very clad to accept your suggestion to 
pul them in the record at this point, but I call attention to the 
that when we asked for those firures for New York, for exampl . 
did not have them; they could not tell us how much it cost to 
eare of and clean buildings in New York. | lo think the amount of 


oney involved is something vou should know. 


t« 


The breakdown of personnel follows: 


Buildings manaqen t Analysis of ave 


I 


Mr. Mepuey. We have the total dollar cost. Our request was 
made on a number of subitems. 

Mr. Paiturs. The request was made for the number of dollars 
for the building in New York. 

Mr. Meptey. If that is the request of the committee, I believ 
must have been misunderstood. 

Mr. Puitures. Will you supply that? 

(The information appears on page 877.) 
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BREAKDOWN OF BUILDINGS MANAGEMENT 


Mr. Meptey. Yes, sir; I would like to call your attention to the 
chart on page 32 of the justifications. 

Mr. Puriuuips. Page 32? 

Mr. Meptey. Yes, sir. You will see there the same 10 classifica- 
tions which are included in “Buildings management” that the com- 
mittee is discussing and the employment figures which were given 
included not only all of the cleaning forces but the guards, the mechan- 
ics, the people that are employe od intermittently on moving and 
mechanics who are maintained in each of the regional offices. We 
do have a breakdown of these 10 classifications by building. 

Mr. Puitures. My comment is still on the matter of keeping your 
records; and, when you have an item which runs in the city of Wash- 
ington about some $7 million for labor alone for cleaning buildings, I 
think you would have that separate from the repairs for the buildings, 
which vary in cost. 

Mr. Rrynoups. We do have that, but I think the question you 
are raising, Mr. Phillips, is to the breakdown of item 1 on page 32. 

Mr. Puiuurpes. That is correct. We will insert page 32, as revised, 
at this place in the record. In addition to that, we want a breakdown 
of item 1. 

Mr. Forbes. Yes, sir 

(The matters referred to are as follow:) 
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- 


lown of subactivity 1 of buildings-management activity 


! 
W orkload i | l 
iver - Annual unit | Total annual 
\ it 
est 


r cost ! mate 
syuare eel 


000 SO. 5 $45, 770, 00 


2 O00 255 19, S51, 00 
OOo 
, OOO 
OOO 
000 
ooo 
000 
000 779. 00 
000 ) +, S82, OO 


COST OF CLEANING BUILDINGS 


Mr. Pariuies. Coming back again to the cost of cleaning buildings, 
the cost per person per square foot, I think the committee would lke 
to see that looked into very much more thoroughly by your agency. 

Mr. Mepuiey. Again, if [ may interrupt, there is a chart on page 
34 which gives you that, I think. 

Mr. Paruips. The same breakdown I am asking for? 

Mr. Mrpuiry. That is, it compares our cost with commercial costs. 

\Ir. Poitures. What do you find that to be in the case of cleaning? 

Mr. 3} This is not on a functional breakdown basis, but 


are foot basis. 
But it still combines the cost of cleaning and 
ht be minor repairs. 
ps. Can we supply that for the record? 
vou want, Mr. Phillips. 
’s. | think it would be a good idea. 
Do you want that broken down as to services and 


What I am principally trying to find is the cost of 


You want to pick out exclusively only the cleaning 

involved in this item No. 1 on page 32? 
» ° ; _e ¢ 1] sig ' 1 } , 
PHILI 's, for reason: First of all, you proposed that 
$48,700,000 was requested * operation and maintenance of Govern- 
ment-owned space. Of that $48 million, $6,500,000 was intended 


. : 5 ; ‘ 
to restore service to a Gaily cieaning basis. 


+} 


N w, vou have made a revision of your request and reduced Le 


it I want to know how that particular item hes been affected 
by that reduction. Can you tell me that? 
[r. ReyNOoLD The restoration of $6,500,000 was to restore it, 
as VOU Say, toa daily basis. 
We are reducing it back to an every-other-day basis except for 
two special types of space; one, the workroom space in the post 


offices which operate 7 days a week, and the other is space in clinics 
for the Veterans’ Administration which also requires special service. 
} i 


gut in the general-office space we are cutting back from a daily 
cleaning prov ided in the budget estimate to every other day. 
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Mr. Puiuuips. Are you going to do that outside of Washington 
as well as in Washington? 

Mr. Reynoups. Yes. 

Mr. Paiturps. This committee asked, as you know, the contractor 
who has the United Nations Building in New York, to come to 
Washington to look over the cost of cleaning buildings. That was 
how I knew that you had no immediate estimate available for the cost 
of cleaning buildings in New York. We have no preference for any 
person. We chose him because he cleans the United Nations Building 
in New York, and that is well done. That is a carpeted building, 
a building very difficult to clean. Out of the total cost of some ‘thing 
like $8 million, he said that on a contract basis these buildings could 
be cleaned for at least A percent less than they are now, and could 
be cleaned daily, or, at least, 5 days a week. It seems to the sub- 
committee that when you are able only to clean them 2 days a week for 
25 percent more than what a professional cleaner in private industry 
can clean them for 5 days a week, there is a situation that requires 
explanation. That interests this committee, and should interest you. 


COMPARISON OF GOVERNMENT AND PRIVATE COSTS FOR CLEANING 
SERVICE 


Mr. Reynoups. It interests me very much. I find it hard to 
believe for the reason that the estimate as we kept it for 1952 was 
$1.19 a square foot. The average of cost in private industry is $1.50 
a square foot. How can he answer that comparison? 

Mr. Puixurps. I cannot answer it because | am not a cleaning 
expert. 

Mr. Reynoups. No, how can he answer it? 

Mr. Puiuures. I only know that he is willing to do anything to 
cooperate with you to attempt to work out a conclusion. 

Mr. Reynoutps. He made a proposal to us a vear ago and we 
wrote back and asked him if he could give us an example of buildings 
that he was cleaning, and the costs, and so forth, and we got no rep y 
to our letter. 

Mr. Puiuurps. | suggest that there may be some misunderstandir g 
there because we asked him the same question and he said he had had 
no ae ‘ration from your New York office. I do not understand 
your figure per square foot. I have the figure here for the cost per 
salah foot of all Washington buildings for cleaning, and that is why 
I wanted cleaning separate from ordinary repairs, guard duty, and 
things like that. The highest cost per square foot in Washington is 
37 cents, I think, and when you say it costs $1.50 I do not understand 
what you mean. 

Mr. Rryno.tps. The chart on page 34 will give the answer and the 
figures to which I am directing your attention at the moment. 

Mr. Yates. What costs are included in the chart? 

Mr. Puttuirs. There are other costs besides the actual cleaning 
costs. 

Mr. Reyno.tps. Everything that it costs a private operator to 
maintain an office building. When he is figuring out how much money 
he has to get for his space, he figures that it will cost this much money 
to operate his building. We take our cost on exactly the same basis 
that the private entrepreneur does, and our figures are considerably 
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less. It means simply that we are not doing as good a job. All you 
have to do is to go through our buildings, as Mr. Phillips has, and you 
will find that they are dirty. As to anyone who says they can cut our 
costs 25 percent it appears difficult to understand. We use figures 
that are given to us by the Building Owners’ and Managers’ Associa- 
tion, which are printed figures available to anybody who wants to use 
them. If they can cut them that much, why do not all private owners 
of buildings have these people do the job for them? 

Mr. Puiuurpes. Understand me, this is not a figure which is peculiar 
to this particular program. ‘This figure which we discovered enters 
into the professional contractors in that particular area. There may 
be some reason connected with the difference in areas, and there may 
be some reason connected with the different types of buildings. A 
new, modern building obviously cleans much easier and more cheaply 
than an old-fashioned building which has been made into an office 
building, but the fact remains that we have here a contractor looking 
over your buildings, only to clean, not including the other items which 
enter into them, and he says he can clean your buildings better than 
you clean them and for 25 percent less than you pay. To us the an- 
swer is simple, not the decision, we are unable to make the decision, 
but it certainly seems it is well worth looking into, and if he comes 
up with a statement that he is perfectly willing to take a building to 
prove his point, it seems to me that $2 million is not to be brushed off 
lightly. 

Mr. Yares. Is he cleaning any of these buildings at the price he 
offered to the Government? 

Mr. Puiuurps. He cleans the United Nations Building now. They 
were paying a higher rate, and he has made a contract with them. 
He made a proposition to clean the United Nations Building at cost 
plus and reduced the price by the cost-plus method. We have 
checked on that, and that is correct. 

Mr. Reynoups. Do you have the costs on the United Nations 
Building? 

Mr. Puruiips. No, I do not have them. 

Mr. Reynoups. They would be very interesting. 

Mr. Puiturps. But I also point out that the United Nations 
Building would not be very comparable to the Pentagon or the 
buildings down here because that is a completely wall to wall carpeted 
building which has to be vacuumed every night. 

Mr. Reynoups. Yes, but the figures that we are giving here are 
not those of one person looking for a job, but they are based upon 
what industry tells us it actually costs them to do the job. 

Mr. Putuures. This is not a man looking for a job. However, 
that is his business, and I think he would be glad to have it. There 
are other professional or commercial cleaning agencies, and there is 
also the old-fashioned method of asking for bids. There is no assur- 
ance that you need to deal with this man at all, but we are interested 
in potential savings, and we do not pass it off quite as lightlv as you 
do if a saving of $2 million can be made and better cleaning given. 


COMPLAINTS OF INADEQUATE CLEANING 
I am advised by a very good source that the Pentagon is very 


much disturbed by the failure to clean that building properly. 
Mr. Reyno.tps. There is no doubt of it. 
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Mr. Puiturrs. They have even said that if you do not clean it 
better they will take it over and clean it themselves. 

Mr. Rrynoups. I know, too, that they have complained about the 
character of the cleaning, and we have had complaints from other 
agencies as well. We have had them from the Post Office Depart- 
ment and other agencies of Government. 

The statement I made was not a light statement, Mr. Phillips, be- 
cause we have been seriously concerned with the problems that we 
have been facing now for some time on the cleaning of buil lings. We 
suggest that you ask the Building Owners’ and Managers’ Association 
to make a survey of the cost of operation of our buildings compared 
with the cost of operation of private buildings. That organization 
operates the principal buildings in the United States. They, generally, 
find it preferable to clean their own buildings. Very few buildings are 
let out to clean by contract, because the owner finds that he has to 
meet his tenants’ needs, and that he has to satisfy his customers in 
the building. He prefers to do it with his own people. Those people 
are absolute ly tops in the operation of buildings in America. They 
represent the largest building operators in America. 

Mr. Puivures. | think if GSA does not do something along those 
lines to see what the building situation is this committee may have to 
do something like that, but it seems to me that it would be more 
within the field of the GSA itself to make an investigation or survey 
like that than for us to have to do it for you. 

Mr. Rreynoups. We have already made a survey. We have studied 
the operations of buildings in private enterprise and we have consulted 
with them constantly. We received such advice as they could give 
us and they have told us that they cannot see how we operate on such 
limited funds. 

Mr. Puiuuirs. They evidently did not tell you how to keep books. 

Mr. Fores. In view of these statements made by Mr. Schwartz it 
seems to me it is incumbent to find out from him if he is willing to 
cooperate in areas in which he thinks we are lax; in administration, 
operation, or whatever it is, and I can see nothing wrong if we can 
work it out on a thoroughly professional basis to have some of them 
that are operated privately compared with Government operation. 

Mr. Puiures. I think that is all this committee would expect. 
Mr. Schwartz is completely unknown to us except as a private opera- 
tor. I am quite sure from my own discussion with him, once, that he 
would be very glad indeed to give you any help or advice that he could. 
It may be that you would want to try the contract system on some of 
vour New York buildings. We are not recommending anything except 
the possibility of saving a couple of million dollars which, as we see it, 
seems at least worth looking into intelligently. 


BUILDINGS MANAGEMENT SUPERVISION 


Let us go to the Programs and Standards Branch, Mr. Reynolds. 
I am under the impression that the Programs and Standards Branch 
is the one that supervises all the floor waxing and window cleaning and 
all of the work of the employees and gets out little booklets on the 
subject of how to do the work. 

Mr. RreyNoups. Yes; we have an organization in building manage- 
ment that, among other things, sets forth the various methods of 
cleaning, waxing, and so forth. 
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Mr. Puitures. How many people are employed in it? 

Mr. ReyNoups. Seventy-nine. 

Mr. Putuiurpes. Tell me what those 79 do. 

Mr. Rrynoups. We have 6 in the Office of the Director, 26 in 
Engineering and Research, 13 in Programs and Standards, and we 
also have 9 in Safety, Fire Prevention, and Protection, 7 in Com- 
munications, 7 on Miscellaneous Correspondence and Files, and so 
forth, which makes a total of 68 and in addition we have 11 in a 
Communications Service Unit 

Mr. Putuuies. I can understand most of those. I cannot under- 
stand having 6 in the Director’s Office to direct a section with 79 
people ID it 

I think 26 in Engineering Research, or whatever the other research 
item is is fairly high, and I certainly think that 13 in your Program 
Section should require some explanation. 

I think it might be a good idea to put in the record at this point, 
if you will, not the names of these people, but the number of people 
in each of these breakdown items you have given me totaling 68, 
giving them by their ratings and salaries. 

(The matter referred to is as follows:) 

BuILDINGS MANAGEMENT—CENTRAL OFFICE PROGRAM DIRECTION 
Breakdown by organizational unit: 
Employment 

Director’s Offce 6 
Buildings and Communications Services: 

Communications Pranch 

Fngineering and Research Pranch 

Programs and Standards Branch 

Safety, Tire Prevention, and Protection Branch 
Miscellaneous Correspondence and File Unit 


Total employment 68 
Total salaries $424, 965 


Listing of positions, grades, and salaries 
Position Number iri Salaries 


DIRECTOR'S OFFICE 
Division Director : 800 
Deputy Director 000 
Buildings management specialist ; , 360 
Do 5, 940 
nistrative istant , 205 


y-stenographer 5 4, 035 
Total j . 340 


COMMUNICATIONS BRANCH 
10, 200 
) ( imunications officer iS-13 8, 960 
ype communicatic offiv-er é 8, 360 
type communications specialist l ! 6, 140 
4, 170 
3, 785 


ieT 
-oretary-stenographer < 
Do 3, 415 


Total i be 45, 030 
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ng of posilions, grades, ar 


ENGINEERING AND RESEARCH BRANCH 


ngineer 


retary-stenographer 


Clerk-typist 


Total 
PROGRAMS AND STANDARDS BRANCH 


Chief of branch 
Buildings management engineer (crafts 
Buildings management engineer (custodial 
Buildings management engineer (training 
Buildings manegement engineer (concessions services 
Buildings management engineer 

Do 

Do 

Do 
Secretary 
Clerk-stenographer 
Clerk-typist 


rotal 
SAFETY, FIRE PREVENTION, AND PROTECTION BRANCH 
Chief of branct 
Safety engineer 


Fire prevention e 
Buildings n 


Safety engi 

Fire prevent 
Secretary-stenographer 
Clerk-stenographer 
Clerk-typist 


rotal 
MISCELLANEOUS CORRESPONDENCE AND FILE UNIT 
Unit supervisor 
Clerk 
Do 
Clerk-stenographer 
Clerk-typist 
Total 


Grand total 


l 


Continued 
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FUNCTIONS OF THE BUILDINGS MANAGEMENT DIVISION, CENTRAL OFFICE 


Plans, develops, and coordinates the nationwide programs of the General 
Services Administration relating to the operation, maintenance and protection 
of Government-owned and rented real property, the repair and improvement of 
buildings in Metropolitan Washington, and communications under the operating 
expenses, PBS and emergency operating expenses appropriations including reimn- 
bursable accounts. This includes the: 

Development of policies, standards and methods covering the operation, serv- 
icing and protection of buildings utilized by Federal agencies; 

Development of policies, standards and methods covering the safety, fire 
prevention and property protection programs in buildings utilized by Federal 
agencies; 

Development in cooperation with all services and staff offices of the General 
Services Administration, of a program for employee safety and supervision of 
the execution of this program including the training of supervisors and employees; 

Development of policies, standards and methods covering the management of 
communications facilities serving governmental activities; 

Conduct of research for materials, methods and equipment to improve building 
preservation, operation, maintenance and protection; 

Development of special programs, in collaboration with the Personnel Division, 
Office of Management, for the training of buildings operation, maintenance, 
protection, and communications personnel; 

Maintenance of liaison with departmental offices of agencies and coordination 
with other offices of General Services Administration on matters relating to the 
the management of buildings and communications facilities; 

Providing technical assistance and guidance for buildings management pro- 
grams in all field offices. 


Mr. Patties. Why do you have to have 6 people in the Office of 
the Director for a section with only 79 people in it. This may be one 


of the places where you can pick up a little of the saving you have 
offered us for next year. 


Mr. Reynoups. These people direct the buildings management 
program throughout the United States, not only here in Washington. 

The man who directs all of our building operations is included in 
there and Mr. Schmidt here is 1 of the 6. 

Mr. Putuurrs. Do you have a similar section in what you call 


99 
region 3: 


Mr. Reynoups. No; I would not say that we had anything com- 
parable to that. They supervise the operations here in ‘Washington 
and the 3 adjoining States. 

Mr. Puriures. Do you have anything somewhat similar? 

Mr. Scumipr. No, not in region 3. There is a regional office group 
there that directs the immediate operations in Washington and in the 
three adjoining States. 

Mr. Puitiips. Will you make that statement correspond with Mr. 
Reynolds’ statement that these six people direct the operations in 
Washington? 

Mr. Reynotps. No, there are six people here who actually direct 
the building operations on a nationwide basis. Mr. Schmidt works 
nationwide. Region No. 3 just operates here in Washington and in 
the three adjacent States, Maryland, Virginia, and West Virginia. 
The 68 employees to which you refer have the overall direc tion, not the 
local supervision of the entire program throughout the United States. 

Mr. iprcery I am completely in agreement with what you are 
trying to say, but I am also completely “convinced, after reading this 
voluminous aa ument most of yesterday, when I would have preferred 
doing something else, that there is quite a bit of conflict or duplication 
of work between your region No. 3 and your general office in Wash- 
ington. 
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Since you have made such a splendid reduction in your budget, 
most of the things I am saying lead toward suggestions of finding 
places to make the economies that you have promise ed to make. Now, 
one of those places is in the 13 people in the Program Development 
Section. You recognize these books that I have here? 

Mr. Scumipt. Yes. 


SUPERVISOR’S INSTRUCTION HANDBOOKS 


Mr. Puiuuirs. Here is a series of handbooks programing how to do 
the things which your employees do. Here is one called, Introducing 
the New Employee to the Job. I think it is a rather complete 
introduction. 

How many of these were put out? 

Mr. Scumipr. 1,000 copies. 

Mr. Puiuiuips. And you have already testified that you have how 
many employees? 

Mr. Scumipt. It was not intended to give a copy of the handbook 
to each employee. 

Mr. Puiuurpes. Who ts it intended for? 

Mr. Scumipt. It is for supervisors to use as training material. It 
was never intended for this to be given to each employee. 

Mr. Puiuuips. Yet thes are written obviously for the individual 
employee. 

Mr. Scumipt. They cover the individual job. 

Mr. Puruurs. They are written with the individual employee in 
mind, and directed to the individual employee. A rather cursory 
investigation of both your cleaning staff and elevator staff would 
indicate that they only in very rare instances have ever seen them, 
and in even rarer instances have received the information in them from 
anybody. In fact, the general opinion I got of your cleaning staff is 
that they know how to clean a building without having anybody read 
a book to them. 

In fact, I think that you could save 13 positions in the General Serv- 
ices Administration right there. 


RENTAL, OPERATION, MAINTENANCE, AND REPAIR OF LEASED SPACE 


I have here an interesting item. In item 2 on page 32 of your justi- 
fications you will find “Operation, maintenance, and repair of leased 
space.’”?’ You show that $39 million was your estimated expenditure 
for 1953 and $40,600,000 for 1954. Obviously that has been changed, 
Mr. Medley, as you justified $34,054,000 as your maximum for that 
item last year. How did you spend $4 million more than you justified? 

Mr. Meptey. I would like to supply that information for the record, 
Mr. Chairman. Obviously, there have been adjustments between 
these 10 different items of expense within this activity. 

(The information is supplied at a later point in the hearing.) 


REPAIRS AND RENOVATION OF BUILDINGS IN THE DISTRICT OF COLUMBIA 


Mr. Puiuuips. For items 4 and 5 on page 32, “Repairs and reno- 
vation of buildings.”’ In the original request it increased $4,500,000 
over the $3,800,000 estimated for 1953. I think maybe we should 
ask you now what revision you have made in that and what you had 
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planned to renovate, as distinguished from repairs and improve- 
ments in District of Columbia buildings. 

Mr. Merptey. Item No. 5 has been eliminated completely. In 
other words, $3,500,000 has been reduced in the revised 1954 program. 

Mr. Puitiipes. It may surprise you to have me say that a reduction 
in that item is particularly uneconomical. My impression at various 
times in going over this document was that a little better plans, which 
you yourself suggested in your introductory remarks, might be worked 
out on the basis of experience, and also foresight. I think since you 
are reducing it, there is not much point in discussing it, but 1 am not 
sure that the original estimate of $3,500,000 was wise, and that it 
might have been better made in some other functions. 

Mr. Mrpiey. May I go off the record for a minute, Mr. Chairman? 

Mr. Puitireps. Yes; you may go off the record. 

(Discussion off the record.) 

Mr. Puitiips. Coming back, very briefly, to Mr. Reynolds’ state- 
ment that you had to keep these records on a unit cost per square foot 
basis, your unit cost per square foot would not vary as much from 
year to year if you would break your unit cost down into the various 
factors that go into it. If you make a record of expenses separately, 
as you are to do at Mr. Thomas’ request, it will be a little easier for 
us to figure out just how much these costs are. 


COMMUNICATIONS SERVICES 


You operate your communication facilities on a reimbursable basis. 
The amount for that item is $2,928,000 for 1953, and I notice you are 
increasing it to $3 million for 1954. Why do you need the $72,000 
increase? 

Mr. Meputey. The $72,000 increase, Mr. Chairman, between the 
1953 column and 1954 has been eliminated. 

Mr. Putuuies. You will understand in all these questions asked 
that they do not take into consideration your recent revisions. I am 
interested to know where you cut your communications services so 
that you had to restore something to some special item. 

Mr. Scumipr. In the general reduction in 1953 we applied redue- 
tions in services to every part of the operation wherever we could, 
and communications being a part of this operation we did reduce the 
number of telephone and teletype operators. 

Mr. Puinurps. Mr. Schmidt, you are saying exactly what we 
expected you to say. 

I have a very strong suspicion when I read this that this is the 
type of restoration of a lot of Government agencies. They come in 
and ask us for something they do not have now. Either the Bureau 
of the Budget or Congress cuts that back a little, then they go out 
and say their budget has been cut. Actually current service has not 
been cut, but the request for an addition. I strongly suspect that 
this is not restored service at all from what you say, but merely some- 
thing you wanted last year and did not get, and now you expect to 
get it for 1954 and call it restored service. I merely point out that 
1 think the use of the words, “restored service’’ is incorrect. Am | 
right, Mr. Medley? 

Mr. Meptey. I cannot quite agree with that, Mr. Chairman, 
because when we speak of restored service in this activity it is not 
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that Simple. Briefly, the facts are these: 1949 was the last year in 
which the Public Buildings Service had funds with which ‘they could 
operate and maintain their buildings and the related services at a 
level which they considered an acceptable standard. Since that 
year we have, on the one hand, of course, received a lot of additional 
workload as a result of Reorganization Plan 18, and have increased 
the budget accordingly, but each vear since then the budget has been 
cut, so that the net amount that we have had available has cone 
down each year in comparison to the amount that we had available 
in 1949. This has made it necessary to cut down on services. It is 
these cuts in services that we are trying to restore. 

Mr. Puitires. Why could you not charge that $3 million to the 
other agencies? 

Mr. Scumipr. Most of that has been in this program for years. Of 
the $3 million referred to, | would say that 95 percent is for the sal- 
aries of telephone and teletype operators, and a small number of ad- 
ministrative personnel to handle the breakdown of telephone com- 
pany’s bills. 

Mr. Pxuinures. Do you mean, Mr. Schmidt, that you have always 
paid for them? 

Mr. Scumipr. It has been the practice for years to include in this 
program telephone operators’ salaries, as an example, for joint switch- 
boards located in federally owned buildings. This money was never 
appropriated to the agencies. The services they reimburse for are 
rental of facilities and equipment and service charges. 

Mr. Puruuies. All right. I am curious to know why if you can 
charge $8.8 million against the other agencies you cannot charge the 
entire amount. Can you make it clear to me in one sentence as to 
why you do not charge the entire amount? Here you establish three- 
twelfths annually to be charged to them. Where did you get the 
formula by which you established a $3 million underwriting by General 
Services? 

Mr. Scumipt. It is not by formula. The personnel with which to 
conduct the operations are on this appropriation, whereas the facilities 
are reimbursed. 

Mr. Puiuuies. I think that is all right. 


Reau Prorperry ACQUISITION AND UTILIZATION 


We come now to real property acquisition and utilization which has 
interested me for some years. Will you insert a revised sheet at this 
point in the record. 

(The information requested is as follows:) 


80608—53—pt. 3— 
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OPERATING ExpENsEs, PBS 


2, Real property acquisition and utilization 


Average employment 


none Field Total 


$1, 758, 000 
—56, 000 


4 revised 1, 702, 000 
PERFORMANCE AND COST 


1954 budget 1954 revised 


Unit cost | Amount 


100. 000 


1. Oi 


§2,000 
82, 500 


1,702, 000 


FROM 1954 BUDGET 
‘ram provides continuance of this activity at the 1953 level 
leasing program in which it is proposed that the servicing of leases 
ler Reorganization Plan 18 be changed from the reimbursable 
1953 to direct appropriation. In 1953, reimbursement from 
ising services is estimated at $64,555. The revision proposed 
$27,500 for this purpose and the workload represented by 
$37,055 will be absorbed 

venerates measurable monetary savings much greater than the 
gh an aggressive space-utilization program which results 
and the avoidance of expenditures for new space by better 
ise of existing space, including excess real property. Savings in the amount of 
$17.2 million have been realized since 1951 

Under the revision it will not be possible to inspect physically the 100 million 
square feet programed in the original estimate. It will be necessary to limit 
such inspection to the 1953 level of 90 million square feet. This will result in a 
decrease in savings previously anticipated. 

The inelusion in the revision of the new function for ‘Building project investi- 
gations”’ is to cover a change in financing from ‘‘Construction services.”” It does 
not represent either an increase in overall! funds or the establishment of a new 
program Under ‘Building project investigations,’’ data with respect to cost 
and elizibilitv of Federal building projects for future construction are gathered, 
studied, and reported to the Congress as required by section 101 of the Public 
Buil lings Act of 1949. 


the rele: Ol pace ant 


The ratio of space to Government emplovecs is 106 square feet per 
emplovee: tor 1954 it is estimated to be about 103 square feet per 
employee, and a further goal of about 90 square feet per employee 
has been established. 

I would be interested in knowing how you arrived at 90 square 
feet per employee and why you do not use 50, 60, 70, or 80 square feet 
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per employee. With the general reduction in employment in Wash- 
ington which is apparently contemplated, or at least discussed, is there 
any relation between this objective of 90 square feet, the expenditure, 
and the time required to reach that goal of 90 square feet per employee. 
That is a triple-barreled question, and you can answer them all at once. 

Mr. Reynoups. It is complicated. 

Mr. Puruurps. Let us take the first one; where did you get the 90 
square feet per employee? 

Mr. Reynoups. That was a theoretical average used as a target 
objective based on tight but adequate space for standard office 
equipment such as desk, chairs, filing cases, and so forth. 

Mr. Puinuirs. Yours or the Bureau’s? 

Mr. Reynoups. It is based on experience and the psychology 
necessary to approach the problem. As an overall basis it is difficult 
to attain. 

Mr. Puiuuirs. | have never heard of anybody sitting on psychology, 
but I guess it can be done. 

Mr. Reynoups. The basic approach to a problem has considerable 
effect. 

Mr. Puitures. Why could it not have been 75 or 80 square feet per 
employee? 

Mr. Reynoups. I think everybody would realize that would be 
an unrealistic average. 

Mr. Puitures. That is unrealistic compared to industrial practices? 

Mr. Reynoups. It depends again on the industry. In some you 
might need 60, and in some 95, in some 110, in some 125 or 150 
square feet. 

Mr. Puiuurres. We are talking about comparable industries. 

Mr. Reynoups. That is right. We have in the Government the 
same wide variation in space requirements that industry has. Com- 
parable industries will run from 90 to 125 square feet per person. The 
same thing is true in the Government. In the General Accounting 
Office we have been running below 90 square feet. We have also 
been running below 90 square feet in a major portion of the Defense 
De parhane nt, but in case of some of the commissions like the Federal 
Trade Commission and the Federal Communications Commission, 
and so forth we would not go as low as 90 square feet. Instead, we 
would reach 100 square feet and we have gotten as high as 125 to 150 
square feet. 


EFFECT OF REDUCTION IN GOVERNMENT EMPLOYMENT OR SPACE 
REQUIREMENTS 


Mr. Puartuires. The second question is in the general program of 
providing space in buildings. What consideration have you given 
to the general reduction in the number of employees in Washington? 

Mr. Reyno.ps. In our analysis here? 

Mr. Puiuuips. In your request for funds for 1954. 

Mr. Reynoups. We have approached it on this basis for the two 
programs presented here. One of them is financed out of “Operating 
expenses,” and the other is financed out of ‘Emergeney operating 
expenses.”’ One we call O. E., and the other E. O. E. 

Under O. E., we expect to keep the buildings in their entirety, most 
of them being Government-owned. That is the reason we are not 
providing for any reduction in personnel housed in the O. E. buildings. 
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\{s Government personnel drops off, people will be moved out of 
space financed from “Emergency operating expenses” and moved 
into space chargeable to “Operating expenses.” 

In the last year or two we have done that with some 25,000 people. 
We have saved a lot of money for the Government by following that 
procedure. When you take up “Emergency operating expenses” you 
will see the cut recommended to cover the reduction of personnel 
housed in buildings which we operate. 

Mr. Pumurps. The third question is, When do you expect to see this 
reduction, or when do you expect the reduction to begin to show itself 
in the space required? 

Mr. Reynoups. We are getting a slight reduction already. We 
are getting some cut in Price Stabilization. The cuts are small in 
number, but they will increase. I think OPS will be largely out of 
the picture in the next couple or 3 months. 

Mr. Purutres. Mr. Reynolds, I have a very distinct recollection 
that in the 1952 hearings you testified that the cost to the Government 
was being reduced to a per person basis, and, according to your lan- 
guage, that would be a direct indication of cost regardless of applica- 
tion to the number of people in Government. As I recall, a couple of 
years back the average per person ran about $184; is that right? 

Mr. Reynoups. I think it was $189. Are you speaking of the 
District of Columbia? 

Mr. Puriuurps. Yes. 

Mr. Reyno.tps. I think that is about right. 

Mr. Parties. In class A buildings, $196, in class B, $159, in class 
C, $144, in class D, $136, and leased buildings $386 per person which 
made an overall average of $189 per person. With this change which 
you have testified to for next year do you expect that figure to change 
or remain about the same? 

Mr. Reynotps. It will probably go up. 

Mr. Puriurps. How much? 

Mr. Reynoups. We cannot recover space and expect within the 
fiscal year to recover more than about 25 percent of the savings that 
would be theoretically indicated because if you have 1,000 people in 
a building and take out 100, there will be extra space for those re- 
maining. Take a large building, for instance. We have to wait 
until we can accumulate enough space to make basic shifts. We have 
to pay for the moving also, and it takes time before we can actually 
make the move and release the space. 

Mr. Paiuires. Do you have the autherity to say definitely that a 
Government agency shall move out of a building where it has too 
much space and into a building where it has the proper amount of 
space? 

Mr. Reyno.ps. I think that we have the authority. It is an 
authority that has to be exercised with some judgment. At the 
moment we are being criticized of exercising it too strongly. 

Mr. Pariiurps. Are you moving the Federal Power Commission? 

Mr. Reynoups. We expect to. 

Mr. Puiuurres. When? 

Mr. Reyno.tps. I cannot tell you the exact date, Mr. Chairman, I 
would have to look it up. 

Mr. Puiurps. I was curious to know because it runs in my mind 
we asked you about it a year ago, and you say they have not moved 
yet? 
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Mr. Rrynoups. The space to which we contemplated moving them 
was not large enough, and we had to develop other space. 

(It is planned to move the Federal Power Commission about June 1, 1953 
This date is contingent upon agreement on plans for necessary space alterations 
to accommodate the Commission. 


BuitpIncs MANAGEMENT ReEvoLvING FuND 


Mr. Mreptrey. Mr. Chairman, we had another item sent up in the 
form of a supplemental in House Document No. 62 of $6 million to 
capitalize the buildings management fund, and it was left out of the 
second supplemental appropriation bill, H. R. 3053. 

Mr. Puaiturpes. We just thought we would foreget about it. You 
came up here in a great emergency for $6 million, but you did not 
press the matter, so we did not press it. What do you want to say 
about it? 

Mr. Mrepiey. We did not press the matter, Mr. Chairman, because 
we understood that the committee desired to consider it with the 
regular estimates. The buildings management fund was authorized 
by Public Law 522 of the last Congress, and was created for the purpose 
of providing a vehicle whereby the operation of management and main- 
tenance of buildings could be financed on a businesslike basis. 

The legislation authorized a capital of $10 million, and the supple- 
mental estimate was for an initial capitalization of $6 million at this 
time. The fund was established by the Administrator of General 
Services on January 1, and the sum of $6 million is needed as a mini- 
mum amount of capital for the fund. 

With the chairman’s permission, I would like to refer you to page 2 
of the justification which indicates the volume of business to be 
financed through this revolving fund. 

Mr. Puiuurrs. | think the financial analysis should be put into the 
record at this point. 

(The financial analysis is as follows:) 

A. Direct appropriations to GSA: 
1. Publie Buildings Service: 
(a) Buildings management $97, 100, 470 
Less amounts for service administration, travel, 
furniture, and equipment (net 


Total - 


2. Emergency operating expenses: 
(a) Buildings management (Defense) _ 22, 142, 150 
(6) Buildings management (DPA) : ), 203, 900 


Total 28, 346, 050 
Less amounts for travel, furniture, and equip- 
ment (net 88, 900 


Total: 5c. ‘ , 257, 150 


B. Reimbursements from other agencies or funds: 
1. Regular___ . . 45, 500, 000 
2. Emergency (Department of Defense) 9, 398, 700 
Total_- ‘ ; : ‘“ . 54, 898, 700 
Less amounts for furniture and equipment . 110, 000 


Total_. oes ee eae e wee i 54, 788, 700 


Cbd) tétels «nc ndacce . , ; 79, 605, 000 
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The total program will involve a monthly operation of approximately $15 mil- 
lion, of which some $10.4 million, or about 70 percent, will be supported directly 
by GSA appropriations and does not directly affect the capitalization of the fund. 
teimbursements from other agencies for a monthly operation of some $4.6 mil- 
lion represent about 30 percent of the total program. The capital of the fund is 
required primarily for financing services reimbursable from other agencies for an 
average period of approximately 90 days after services are actually rendered, which 
experience has shown are required for costing, billing, and collecting payments for 
such services. 

The lag in reimbursable collections from other agencies varies depending upon 
the nature of services performed. However, of the total obligations of $47,260,501 
incurred in 1952 for buildings management services performed on a reimbursable 
basis, a total of $13,417,707 was uncollected on June 30, 1952. Based upon an 
average lag of 90 days as indicated above and the total dollar performance under 
the program for 1953 a minimum working capital of some $13.7 million, principally 
for the payment of salaries and rentals, would be justified. However, experience 
in operation under the fund and the possibility of changes in the service workload 
mav provide a means of reducing this working-capital requirement. The estimate 
of $6 million is the minimum amount of appropriated working capital that is 
requested at this time for operation of the fund. 

Mr. Mepuiey. We have had a twofold problem in conducting this 
operation in the past from appropriated funds. You will note from 
the statement there is a total of roughly $55 million of reimbursables 
from other agencies, of which $45 million is from a large number of 
agencies and includes a great amount of job order work which the 
Public Buildings Service performs. The payment for such job order 
work is not made until the work is completed and bills are rendered. 
Generally there is a 90-day lag, with the result that we always come 
up at the end of the fiscal vear with an insufficient amount of cash, 
because the money to pay our creditors is tied up in receivables. 

Mr. Puruuies. This is a revolving fund. 

Mr. Mepuey. Yes, sir. The fund was authorized by Public Law 
522 approved July 12, 1952, and this is the first appropriation that 
we have requested in order to capitalize the fund. 

I would like to point out that the legislation further authorized that 
any existing equipment and supplies on hand or on order on the date 
that the fund was established be capitalized as a part of the fund; and 
on January 1, 1953, the date on which the fund was created, the 
equipment amounted to $1,654,000, approximately, and the supplies 
to $2,115,000, making a total capitalization of approximately 
$3,770,000. However, we do not have any cash capital in the fund, 
and the purpose of this request is to secure the necessary capitalization 
for that purpose. 

Mr. Puriures. What relation has this $6 million request to your 
previous statement of the total you are now asking for? Is this in 
addition? 

Mr. Mrpuey. As this is a supplemental item for 1953, it has not 
been included among the revised estimates for 1954. 

Mr. Puitures. Is there any other statement that anyone wants to 
make from your side of the table on this item? 

Mr. Meptey. I would like to add that it is something that was 
studied very carefully at the time the legislation was considered. It 
was not only endorsed by ourselves, but by the General Accounting 
Office and the Bureau of the Budget. It will provide working capital 
to permit current payment of bills and in addition it will simplify the 
accounting operation. It will also simplify the operations of the 
Public Buildings Service, because for the first time in our experience 
we will be able to give a building superintendent 1 budget figure out 
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of 1 fund and we can say, “Here is your annual operating fund for the 
year, broken down by quarters,” without having to confuse him by 
saying, “Part of it is paid out of 1 appropriation and part out of 
another appropriation.”’ It will also contribute to more effective use 
of cost-accounting data. 

Mr. Puatiures. Does any member want to ask questions about this 
revolving fund before we go to the next item? 

(No response. ) 


HospiraL Facruities IN THE Distrricr or CoLuMBIA 


Mr. Puiuturps. There was in the original budget request an 
item of $3 million for hospital facilities in the District of Columbia, 
and that has been reduced by the revised budget to $1 million. 

The revised estimate is.as follows:) 


Hospital facilities in the District of Columbia (liquidation of contract authorization) 


Amount 
1954 budget_ $3, 000, 000 
Revision 2. 000, 000 


1954 revised 1, 000, 000 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


Che revision proposes that the 1954 estimate to partially liquidate existing 


contract authority be reduced from $3,000,000 to $1,000,000. This decrease is 
based on awarding the construction contract about April 1, 1954, instead of in 
January 1954, as originally contemplated. 

There was an item of $11,400,000 for the current fiscal year under 
the same account. Will you explain how the $11,400,000 has been 
spent or will have been spent by July 1? 

Mr. Reynoups. That $11,400,000 is money appropriated under an 
authorization of $35,000,000 for grant-in-aid to five hospitals in the 
District of Columbia. That money was appropriated at the last 
session of Congress. We are asking that the amount for the hospital 
center be reduced from $3 million to $1 million. 

Mr. Puitures. How was the $11,400,000 spent? 

Mr. Reynouips. None of it has been spent, as yet. 

Mr. Puriurps. It is lving there intact? 

Mr. Reynoups. It is intact, and we have been working out agree- 
ments with the various hospitals. Children’s Hospital has reached 
the point where I think we can almost immediately give them the 
money they are entitled to under the grant. Providence is the next 
most advanced of the group. 

Mr. Puintuies. Which one? 

Mr. ReyNnoups. Providence. They have purchased the land and 
have spent over $100,000 in the preparation of drawings and specifica- 
tions, and are committed to spend about $350,000, as | recall. In the 
meantime, they have had a subscription of $1 million in the District 
of Columbia in order to assist in part of their cost, the total of which is 
estimated to be $8 million. 

Mr. Yates. What are the conditions of the grant? 
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Mr. Reynoups. The conditions of the grant are that the Federal 
Government pays 50 percent of the total cost, half of which is to be 
returned to the Treasury by the District of C olumbia. So under the 
grant-in-aid program, the Federal contribution is 25 percent. 

Mr. Puruures. It is not clear to me why none of that $11,400,000 
has not been used in the past fiscal vear. 

Mr. Reynoups. Because of the fact that these hospitals were not 
in a position to go ahead and actually spend money on purchasing land 
and preparing plans and so forth. They could not begin to firm-up 
their plans until they were certain that the Congress would approve 
appropriations for grants. 

Mr. Pariires. You mean the entire $11,400,000, plus the $3 million 
in the original request, all have to do with the new hospital to be built 
on the Soldiers’ Home land? 

Mr. Reynoups. No; the grant program is different. 

Mr. Puiuurps. Now you have me completely confused. 

Mr. Reynoups. What we have been discussing has nothing to do 
with the hospital center whatever. 

Mr. Puiuurps. I thought it did not, but you have just testified there 
was some relationship between them. 

Mr. Reynotps. No. I gave you the wrong impression. The hos- 
pital center is part of a total authorization of $35 million, but limited 
to $21,700,000 of which $2,200,000 has been appropriated and the 
remainder is in contract authorization. We are asking $1 million to 
proceed with construction of the center in fiscal 1954. On the other 
hand there is $11,400,000 in cash which has been mes for a 
different program under the same total authorization of $35 million 
for grants-in-aid to 5 hospitals in the District of (¢ ‘olumbia. = 

Mr. Putuiurps. To take care of people whom the hospitals feel are not 
their responsibility, but who are in the District of Columbia and get 
sick there? 

Mr. Reyno.ps. Yes. 

Mr. Putuuiprs. But you did not spend that $11,400,000? 

Mr. Reynovps. We have not yet spent it, but we are working on 
agreements with the various hospitals for that purpose. 

Mr. Puruuips. If it takes considerably more than a year to do that, 
it does not seem to have been a very urgent matter, does it? 

Mr. Reyno.ps. It has been only 9 months since the appropriation 
was made and these hospitals have to start pretty much from scratch. 

Mr. Tuomas. You should explain this is construction money, and 
they have to buy the land and get the plans. 

Mr. Reynoups. It takes more than 8 months to get the plans. 

Mr. Putuurrs. All of this $11,400,000 is construction money? 

Mr. Reynotps. It is 50 percent of the cost of the projects, which 
will include a certain proportion for land. 

Mr. Anprews. As I recall, the Hill-Burton Hospital Act does not 
apply to the District of Columbia, does it? 

Mr. Reyno.tps. I think it does, but under the Hill-Burton Act the 
allowance the District of Columbia would get is very, very small. 

Mr. Anprews. Then did not the Congress pass this $35 million for 
grants-in-aid to these 5 hospitals in the District of Columbia to 
supplement or take the place of the Hill-Burton Act? Was it not 
known as the Hill-Burton bill for the District of Columbia? 
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Mr. Reynoups. That is practically what it amounted to. The 
story is a rather long one. 

Mr. ANprews. You have 2 authorization bills totaling $35 million 
for hospitals. There has been an appropriation of approximately 
$11,400,000 on one of them; is that right? 

Mr. Reyno.ps. For grants, yes. 

Mr. Anprews. Then you have another authorization bill for 
approximately $21,500,000, on which the Congress has heretofore 
appropriated $2,200,000, and you are asking $1 million this year? 

Mr. Reynoups. Yes; but let me explain it a little differently. 

Mr. Puruurps. Explain the relationship between the hospitals 
involved. Which hospitals are going to move their plants out to the 
Soldiers’ Home, and which will rebuild hospitals elsewhere? 

Mr. Reyno.ps. A bill was reported out of committee to authorize 
an appropriation of $35 million for a hospital center, and also for 
grants-in-aid to private nonprofit hospitals. 

When that bill came on the floor of the House, the portion which 
would have provided for grants-in-aid to private hospitals was 
stricken out, but the $35 million authorization remained. It continued 
that way for about 4 years. Then the Congress enacted that portion 
of the law which was previously stricken on the floor of the House, 
so that there is now authorized to be appropriated, $35 million, for 
2 purposes: 

(1) A hospital center, which includes Emergency, Episcopal, ana 
Garfield; and 

(2) A grant-in-aid program to five hospitals. 

Mr. Yates. Five other hospitals? 

Mr. Reyno.ps. Yes. 

Mr. Yates. Which are they? 

Mr. Reynotps. Providence, Sibley, Homeopathic, Children’s, and 
Casualty. 

Mr. Tuomas. And these are all private hospitals? 

Mr. Reynotps. Yes. 


NATIONAL INDUSTRIAL RESERVE 


Mr. Puiuuirs. We will now take up National Industrial Reserve. 
What change do you make in the National Industrial Reserve as a 
result of the change in your budget? We will insert the revised 
figures at this point in the record. 

(The information follows:) 


OPERATING ExpENseEs, PBS 


3. National Industrial Reserve 


Average employment 
Amount 
Depart- 
ment 


| 
| 
| 


Field | Total 


1954 budget | $5, 122, 000 
Revision ; —2, 500, 000 


1954 revised 
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3. National Industrial Reserve—Continued 


PERFORMANCE AND COST 
| 


1954 budget | 1954 revised 


Unit | 7 Unit 
eoat Amount | Units cost 


Units 


Amount 


(a) Protection and maintenance $253, 411, 000 $2, 250,000 | $253, 411,000 | 10.89 $2, 250, 
b) Machine tools and equipment 28, 062 350, 000 28,062 | $43.42 | 
c) Layaway of industrial plants $227, 466, 000 2, 500, 000 0 | 0 
Share of service administration a 22, 000 
5, 122, 000 
Note.—Revisions in italic 


1 Percent. 
3 Average tonnage. 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 

The revised estimate is based on continuing the activity at substantially the 
1953 level. The new item for reprocessing installed equipment and for major 
repairs to 16 plants housing standby defense production equipment, included in 
the budget estimate for 1954 at a cost of $2,500,000, has been deferred. The 
elimination of this phase of the program in 1954 will result in more rapid deterior- 
ation of the plants and equipment and greater restoration costs later if the facilities 
should be reactivated for defense purposes. 

Mr. Mrepiey. The lay-away program is eliminated. 

Mr. Putuurps. Is it not possible, Mr. Forbes, to have a sort of 
exploration of that whole program? You have no authority at the 
present time as to what plants go to the reserve? 

Mr. Forses. No; that is prescribed by the Munitions Board. 

Mr. Puiturps. You might have one plant given to you that you 
do not think worth saving? 

Mr. Forrnes. Yes. 

Mr. Puiturps. What do you do? 

Mr. Forses. We would have to comply with the directions of the 
Munitions Board. If they say it should be saved, we would bave to 
perform the function of preserving it. 

Mr. Puriurps. It occurs to the committee we are probably con- 
tinuing vear after year throwing good money after bad in plants that 
have deteriorated so much over the last 8 years that they could not 
be fixed up again. 

Mr. Reynotps. Could I speak to that point? Or could Mr. 
Williams make a brief statement? 

Mr. Puruures. Off the record. 

(Discussion off the record.) 

Mr. Puriures. Mr. Williams, do you want to say something about 
that? 

Mr. Wixiurams. I would like to bring you up to date on our own 
efforts. 

Mr. Puriurps. First give us some idea what you have under your 
supervision at the present time. 

Mr. Witurams. We have, as shown in the presentation, a total of 
19 facilities contemplated. 

Mr. Puiturps. Do you have a list of those plants in your justifica- 
tion? 

Mr. Wiiutams. Not in the justification. 
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Mr. Witu1amM. We have 19 plants left, and approximately 6,353 
tons of machine tools which we call NIER. We have gone through the 
Munitions Board to the military services during the past 12 months, 
and have succeeded in getting the services and the Munitions Board to 
declare 1,400 tons of NIER machine tools as obsolete. 

Mr. Puiuurrs. Is that machine tools? 

Mr. Wixurams. Yes, the 1,400 tons are. 

Mr. Puiuures. That is very encouraging. I talked to you about 
that a year ago. 

Mr. WittraMs. Yes, sir. With respect to the plants, we have con- 
sistently gone to the Munitions Board and asked them to consider 
eleminating two partial plants such as the West Virginia Ordnance. 
We have also tried to get them to permit us to sell equipment from 
two facilities to private industry where it would be installed and be 
available for immediate defense production. We have not been able 
to get that done. They state that the two facilities we discussed 
with them are definitely on the mobilization schedule, at their present 
locations. 

Mr. Putiires. How many are there? Nineteen? 

Mr. Wiuuiams. Nineteen, yes. 

Mr. Puituies. Put them in the record. 

Mr. WiuuiAMs. We will submit them. 

The information follows:) 


NATIONAL INDUSTRIAL RESERVE PLANTS REQUIRING PROTECTION AND 
MAINTENANCE IN 1954 


Ameo Magnesium Co., Wingdale, N. Y. 

lectro- Metallurgical C o., Spokane, Wash 

Permanente Metals Co., Manteca, Calif. 

Gary Armor Plate Plant, Gary, Ind. 

Gopher Ordnance Works, Rosemont, Min 

Green River Ordnance Works, Dixon, Ill. 

Keystone Ordnance Works, Meadville, Pa. 

Oklahoma Ordnance Works, Pryor, Okla. 

Plum Brook Ordnance Works, Sandusky, 110. 

Weldon Spring Ordnance Works, Weldon Spring, Mo. 
Wester Pipe & Steel Co., San Pedro, Calif 

West Virginia Ordnance Works, Point Pleasant, W. Va 
Chieago, Bridge & Tron Co., Seneea, Hl. 

Delta Shipbuilding Corp., New Orleans, La 
Magnesium Reduction Co., Luckey, Ohio 

Charleston Shipbuilding & Drydock Co., Charleston, 8. C. 
Jones, Construction Co., Panama City, Fla 

Ohio Steel Foundry Co % Lima, Ohio. 

General Electric Co., Kokomo, Ind. 


Mr. Puriuips. You did not drop off any in the current fiscal year? 

Mr. Wittrams. No, sir, but on February 5 we wrote to the Muni- 
tions Board and stated that we were hopeful that they would reconsider 
some of the plants, and asked them to give us a statement as to 
whether any of these plants could be declared obsolete. Their reply 
of February 13 was short and to the point: ‘This is to advise you 
that there is no change in the previous information given you on this 
subject in regard to fiscal vear 1954.” 

So you can see that it has been our effort consistently to get this 
workload down to an irreducible minimum, because we feel that the 
money we have can best be used on facilities needed in the mobilization 
program. But we do not set the policies: all we can do is recommend. 
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Mr. Puiturps. There are two sections that fit in there. One is 
“Emergency operating expenses.”” You had a request for $28,180,000 
for ‘‘Emergency operating expenses.”’ 

Mr. Forres. That is a Buildings Management operation. 

Mr. Puiturps. The reason I have it here, some of that footage is 
for the Department of Defense. 

Mr. Reynoups. That has nothing to do with NIR. 


SurpLus Property MANAGEMENT AND DISPOSAL 


Mr. Puitures. Now we will take up surplus real property manage- 
ment and insert the revised statement at this point. 
(The information follows: ) 


OPERATING EXPENSES PBS 


4. Surplus property management and disposal 


Average employment 


4 mount ; | 
Field | Total 


Depart- | 
ment | 


1954 budget 7 $464, 000 
Revision — 14, 000 | 


1954 revised -- 4 Pe ‘ ; 450, 000 


PERFORMANCE AND COST 


1954 budget 1954 revised 


Declared Unit | Declared Unit 


| 
4 ) d 0) L 
value cost Amount | “value cost. | Amount 


Millions | Percent Millions | Percent 
(a) Disposal a $241.5 0.1019 | $246,000 | $241.5 0.0988 | $287, 5 
(6) Property management 285. 3 0722 206, 000 285. 3 0708 200, 5 
Share of services administration 12, 000 | 12, 


Total ; 464, 000 = 450, 
Note.— Revisions in italic 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


Proposal contemplates no reduction in workload but is based on lower costs 
through increased efficiency and better utilization of personnel with only minor 
changes in services or operations. 

Further reduction would necessitate lowering performance, thereby creating a 
backlog and inevitably producing an unwarranted loss to the Government through 
lower sales returns, rental income, and interest payments. 

Mr. Puitirs. Why does not that duplicate the work that Mr. 
Williams is talking about? 

Mr. Reynotps. His program covers the protection and mainte- 
nance of industrial plants held in reserve for the Department of 
Defense under Public Law 883, 80th Congress. He has magnesium 
plants, a nickel plant, and other plants in reserve. The surplus prop- 
erty people have all kinds of properties that are surplus to Federal 
need, and we have to dispose of them. 
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Mr. Puitures. Why are not these two sections of your shop dup- 
licating? Why could not the same division in GSA handle both jobs? 
Is that a question for you, Mr. Forbes, or for Mr. Reynolds? 

Mr. Reyno tps. I will take the responsibility for it, because I have 
not felt that the load in either one has dropped to the point where 
there could be a consolidation. I have been working on a general 
consolidation of operations in our real-estate functions. We have 
rather extensive real-estate functions. But I have not felt that 
surplus property has fallen off to the point where we could set it up 
as a part of the NIR Division, which is Mr. Williams’ Division 
Some of these surplus plants and properties are extremely difficult to 
handle, and the negotiations cover a great period of time. 


AMOUNT OF PROPERTY DECLARED SURPLUS IN 19538 


Mr. Puitires. How much property did you get from the surplus 
property agency last year, that is, in fiscal 1953? 

Mr. Reynoutps. Mr. Peyton, do you have that information? 

Mr. Pryron. During the first 6 months we have gotten 60 installa- 
tions. 

Mr. Reynoips. Mr. Peyton is the head of that Division and 
knows the details. 

Mr. Preyron. There have been 60 installations declared surplus to 
the needs of Federal agencies. Those cover all kinds of properties. 

Mr. Puiurps. I understand. They are declared surplus and they 
have to be disposed of somehow. 

Mr. Peyton. That is right. 

Mr. Puriuiies. Why do you have one agency handling 19 industrial 
plants, and another agency handling the surplus property? 

Mr. Pryron. What happens is this: After a plant is declared sur- 
plus, the Munitions Board tells us whether they want to dispose of 
it subject to the national security recapture clause or not. 

Vir. Pariires. What do you do? 

Mr. Pryron. If they do ask us to sell it with the clause, then we 
attempt. to find a buyer who will take it under those conditions. In 
the 19 cases Mr. Williams has, those properties were offered for sale 
and no buyer was willing to purchase the plants with the national 
security clause included, or if they did make a bid, it was so low 
because of the clause we could not accept it. 

Under Public Law 883, 80th Congress, if we reach that impasse in 
our negotiations we then ask the Munitions Board to remove the 
clause and let us sell the property without the clause, or ask them to 
certify it into the industrial reserve which Mr. Williams handles. 


EMPLOYEES IN THE NATIONAL INDUSTRIAL RESERVE AND SURPLUS 
PROPERTY DISPOSAL 


Mr. Puiures. | understand that. How many employees are there 
in Mr. Williams’ section, that is, the National Industrial Reserve? 

Mr. Witurams. We are asking for 17 for the program covering pro- 
tection and maintenance of plants. 

Mr. Putiuirs. How many have you now? 

Mr. WituraMs. We have 11. 
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Mr. Puinurps. You have 11 and would like 17? 

Mr. WituraMs. Yes, sir. 

Mr. Puiturrs. How many are there in the Surplus Property Man- 
agement and Disposal? 

Mr.-‘Reynoups. 55 in the revised budget. 

Mr. Puituips. And how many are you asking for next year? 

Mr. Peyton. In the revised estimate, we are asking for a total of 
55, a reduction of 2 from this year. 

Mr. Putuures. In both cases I take it those are only for the District 
of Columbia? r 

Mr. Reynotps. No, sit 

Mr. WiuutaMs. Mine is for the District of Columbia. 

Mr. Puriuires. What is your total, Mr. Williams? 

Mr. Wixtu1aMs. My total for protection and maintenance, including 
the field, is 418. 

Mr. Puiurps. Mr. Williams has 418 employees handling the respon- 
sibilities which burden him, and 19 plants that he takes care of, 11 
of which are in the District of Columbia. Mr. Peyton has 57 people, 
disposing at the average rate of 1 piece of property per person in the 
last year. 

DISPOSAL OF SURPLUS REAL PROPERTY 


Mr. Pryron. That is not quite correct, Mr. Phillips. Last year 
we sold 157 installations with an acquisition cost of $88,872,000. 

Mr. Puruuips. $88,872,000. Would you have any idea how much 
those properties cost the Government originally? 

Mr. Pryton. That is the cost. 

Mr. Puiturres. How much did you sell them for? 

Mr. Peyton. I do not have the sales price. 

Mr. Pururrs. I think we would be interested in knowing that if 
you can get it. 

Mr. Peyton. The overall return has very little meaning in relation 
to cost because of the various giveaway programs that we have to 
deal with. 

Mr. Puimurrs. I think that is a fair statement. You mean there 
are allowances for educational use, allowances for public use, and so 
forth. I suppose you did not get much to apply on the $88 ‘million. 

Mr. Peyton. On the sale of approximately 1,000 industrial prop- 
erties, we have averaged 35 percent of cost. 

Mr. Pures. I still am unconvinced that there could not be » 
combination of activities there that would result in a saving. 


Nationa, INpusTRIAL RESERVE 


Mr. WiitraMs. I am wondering if we are not confining our thoughts 
to the standby plants, and not looking at the other activities of the 
NIR Division, We have some under lease. 

Mr. Puituirs. How mene? 

Mr. Wituiams. We have 15 or 16 under lease. If I might mention 
an example of our activities, at Halethorpe, Md., we have an alumi- 
num extrusion plant we are leasing to the Kaiser Aluminum & Chemi- 
calCorp. The rental is predic ‘ated on sales. 

They have the right under a lease arrangement to make recom- 
mendations to the Government to eliminate obsolete items of equip- 
ment and to put in more efficient operating equipment. Under our 
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arrangement we must review those and determine whether or not 
the changes which are contemplated are justified by the engineering 
and economics of the recommendation, because a portion, or perhaps 
all, of the equipment would be amortized from the rental of the plant. 
So it is a matter of a continual engineering survey. The same is 
true of the plant at Erie, Pa. 

Those are the things that take the time of employees, as well as 
watching the continuing deterioration, if I might use that term, of 
the plants. We operate 6 magnesium plants, which produce 80 
percent of the production of the country. 

The salaries of the people in charge of these operations are charged 
to DPA housing authority and not NIR, but there is a definite utiliza- 
tion of NIR people to the extent their services are required. 

In addition to the plant program, | go back to NIER, which is 
equipment in reserve. A new operation has been added, and that is 
the leasing out, under the Central Inventory system which is under 
the direct supervision of NPA, of machine tools and production equip- 
ment now in the NIER, and the reserve inventories of the military 
services. During the past 2% months that operation has involved 
the leasing of 671 items, having an acquisition cost of $4 million, and 
our income is $520,000 a year. We have asked for $350,000 to cover 
the NIER program. However, we are already beginning to get back 
some of these items that have been leased, and that expense will 
have to be borne by the $350,000, or by a supplemental appropriation. 

Mr. Puriurrs. Do they require much expense after you get them 
back to put them in standby condition? 

Mr. Wiuurams. Yes. The lessee pays the cost back to the point 


of the nearest NIER location. We have to pay the entire unloading 
charge,‘and also the cost of placing it back in standby condition. We 
anticipate—and this is purely an estimate—that during fiscal 1954 
we will get 1,000 tons of this equipment returned to us, and that is not 
a part of the present presentation. 


RENTAL, OPERATION, MAINTENANCE, AND REPAIR OF LEASED SPACE 


Mr. Puruures. Mr. Medley, did you say you looked into this matter 
I spoke about this morning of the $34 million that you justified in 
1953 and then were reporting expenditures of $39 million? 

Mr. Mepuey. Yes, sir. 

Mr. Puiiips. What item was that? 

Mr. Merpuey. It was on page 32 of this year’s justification. 

Mr. Puruuips. It had to do with the rental, operation, and main- 
tenance of leased space? 

Mr. Mep.ey. Yes, sir. 

Mr. Puiturps. That is item 2 on page 32 of the justifications? 

Mr. Meptey. In last year’s justifications, on page 31, there was an 
item of $8.9 million. It was work that was being transferred from 
what was previously ‘‘Reimbursable work”’ to the direct appropriations 
of GSA under Reorganization Plan No. 18. That item was shown in 
the total amount as I indicated of $8.9 million. 

You will notice in item 7 on page 32 of the justifications for 1954 
another takeover item of approximately $3.3 million, which is work 
that is reimbursable this year but which will be financed by direct 
appropriation in 1954 pursuant to Reorganization Plan No. 18. 
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Mr. Puiturps. What you are saying is that a comparable figure 
should have added that to it? 

Mr. Mepitey. No. The point I was just about to make is that in 
the 1954 justification the previous item of $8.9 million taken over this 
vear has been appropr late ‘ly subdivided into the various other items 
on page 32 of this vear’s justification. In other words, of the $8.9 
million, approximately $6 million went into item No. 2 as shown in 
our justification for 1954, which would bring it up from $33.8 million 
to $39.7 million. 

Mr. Puiuurps. But you are still carrving $3.3 million as a separate 
item in the 1954 budget? 

Mr. Mepuey. That is completely separate and apart. It is for 
work of the same nature as the $8.9 million in the 1953 justification 
that is, it is additional leases and additional space which will be taken 
over and financed as a result of direct appropriations in 1954, whereas 
in 1953 the work taken over under that item wes $8.9 million. And 
the $8.9 million has been distributed through the various items from 

down through item 10 principally the first 3. 

Mr. Purvis. | think we can resolve this very quickly. You have 
reduced that request considerably in your revision; have you not? 

Mr. Mepuiey. No; that item has not been reduced. 

Mr. Puiturps. You reduced it from $113 million to $111 million, 
if | remember correctly. 

Mr. Forses. From $113 million to $105 million. 

Mr. Puiiures. But you have not reduced either of those items? 

Mr. Mepiey. We have not reduced the $3.3 million additional. 

Mr. Puiiures. How much did you reduce the $40.6 million? 

Mr. Mrepuey. About $440,000, if my memory is accurate. 


CLEANING COSTS IN NEW YORK REGION 


Mr. Puiuurps. Before we take up where we left off before lunch, 
vou assured me this morning that you had all of these figures in New 
York that I had asked for, and I said all I had been able to get were 
in Washington but not in New York. 

When did you start to break down your figures in New York? 

Mr. Mepuey. It was put in on a trial basis last April and was 
formalized July 1. So we can give you those figures for the period 
July 1 to December 31, 1952. 

Mr. Puriires. Did you actually start getting anv figures together 
before January 1 of this vear? 

Mr. Merptey. Yes, sir. 

Mr. Purtuures. You did? 

Mr. Merpuey. Yes, sir. We can 
York for a 6-month period. 

Mr. Putturps. We would like to have them. 

(The information follows:) 


give vou good figures on New 


= 


CLEANING Costs oF GOVERNMENT-OWNED BuILpiInes, GSA Reaion No. 2 (NEW 
YorK, PENNSYLVANIA, NEW JERSEY, AND DELAWARE) 


The following is a list of Government-owned buildings in GSA region No. 2 
with gross areas together with unit costs for cleaning based on costs through 
January 1953 projected through the remaining 5 months of fiscal year 1953. 
The cleaning costs include labor, supplies, materials, equipment and contracts 
for all such services on the interior and exteriors of the buildings. It includes 





generally, but is not limited to, cleaning of floors, rugs, walls, windows, interior 
glass, elevators, escalators, stairways, garages, jardinieres, transoms, venetian 
blinds and light fixtures; dusting of furniture, ete.; cleaning and servicing of pub- 
lic and private toilet rooms; porter service; trash and waste paper collection and 
removal; cleaning of outside walks, areaways, drives and approaches; mowing of 
lawns and care of planting; snow removal; extermination work; paper baling 
floor waxing; special services in post office workrooms and in elinies; occasional 
fill-in on elevator operation; and miscellaneous occasional odd jobs moving fur 
niture for tenants 

Detailed costs are maintained only on buildings of 50,000 gross square feet or 
larger. Only total costs are available on the smaller buildings 


Building and location 


Pe office = ae onolg a Wilmington, 
P< office, ; nade J 

Cc eae New me J 

20 wy ishington Fi. New irk, N. J 

Post office and courthouse, Trent 

Old post office, Alban 

Post office and court! 

Burrell Bidg., Buifalo, 

Post office, Buffalo, N 

Appraisers Stores, New 

Courthouse, New York, N. ¥ 
Customhouse, New York, N. Y 

45 Broadway, New York, N. Y 

252 7th Ave., New York, N. Y 

641 Washington St., New York, N. ¥ 
Post office and courthouse, Rochester, N. Y 
Watervliet Arsenal, Watervliet, N. Y 
Courthouse, Philadelphia, Pa 
Customhouse, Philadelphia, Pa 

128 North Broad St., Philadelpt ia, Pa 
5000 Wissahickon Ave., Philadelphia, Pa 
Fulton Bldg., Pittsburg! , Pa 

Old post office, Pittsburgh, Pa 

Post office and courthouse, Buffalo, N. ¥ 


MOVING AND SPACE ADJUSTMENTS 


Mr. PHILLIPS. How much do you have in the new budget for 
moving? You spoke of that this 1 morning, Mr. Reynolds, but it did 
not register in my mind until after we had gotten away from her 
How much do you have in this budget for moving agencies from one 
place to another? 

Mr. Mepiey. $685,000, taking into account the two appropria- 
tions of $600,000 in. the regular operating expenses appropriation and 
the additional $85,000 in the emergency operating expenses appro 
priation. 

Mr. Purttures. How much is in the revised budget? 

Mr. Mepiey. That is the amount. 

Mr. Puiuuips. It strikes me you could cut that a little bit; could 
you not? 

Mr. Reynoups. | think our moving is going to be much higher to 
do a proper job of space utilization, because we are cert: ainly going to 
do a lot of moving and space adjustments when the agencies start 
cutting back in pe sonnel and the use of space. 


NATIONAL INDUSTRIAL RESERVE 


Mr. Puitiies. We were on National Industrial Reserve when we 
recessed for lunch. Mr. Williams, I think your request originally 
contemplated four additional plants; is that right? 
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Mr. WiuuraMs. Yes, sir. 

Mr. Puiuures. Do you still think you will have that many? 

Mr. WiiuraMs. Yes, sir; I think so, Mr. Phillips. As a matter of 
fact, we are cutting back probably by the Ist of September or before 
three of our magnesium plants now in present production. 

Mr. Puiures. You carry a figure on your books of the value of those 
plants. What is it now? 

Mr. WituraMs. The present value we carry for standby plants is 
about a quarter of a billion. 

Mr. Puruures. How do you figure it? At one time you used what 
you called residual acquisition cost. 

Mr. Wiiu1aMs. That is correct. That is still the basis for our figure. 
The present reproduction cost would probably be closer to $400 million 
to $450 million. 

Mr. Puimurps. For replacement? 

Mr. WixiurAMs. Yes, sir. 

Mr. Puiiures. What do you think the actual plants themselves are 
worth? Do you think they are worth $250 million as of now? 

Mr. Wiiiiams. I can only give you as an example the experience 
with respect to the plants in the reserve which we have put back in 
operation. The 6 magnesium plants had an acquisition cost esti- 
mated at $70 million to $80 million, and we estimate if those plants 
had to be built from scratch it would cost approximately $150 million 
to do the job, plus time, plus the use of valuable materials. 

With respect to the Nicaro nickel plant, the actual acquisition cost 
was $32 million. We spent about $12 million on reactivation. That 
plant would cost $60 million to $70 million to replace today. I think 
that itself is an indication of relative values. 

So far as a determination as to whether an ordnance plant such as 
Oklahoma or Plum Brook ordnance would be reactivated in its present 
capacity, using the same technical specifications for the type of powder 
to be produced, we cannot speak to that point. 

Mr. Puriuips. There was a question in my mind about the condition 
of the building. 

Mr. Wruuiams. Not good, sir. 

Mr. Puruuips. That is what we rather feared from your previous 
testimony. You have been very frank about it year after year, and 
I think, considering the type of building that is generally turned over 
to you, Mr. Williams, you have done a very good job. 

Mr. Wiuutams. Thank you, sir. 

Mr. Puruuips. But the question with us, as the budget committee, 
is this: Is it good economy to keep carrying those plants on your 
list with the specification that they are in such condition that we 
could start to use them in an emergency for the production of war 
materials? 

Mr. Wiis. I think we must definitely recognize that all of the 
plants we have now in our present inventory would require con- 
siderable additional capital expenditure in order to place them in a 
condition to operate. The items we have in the plants—that is, 
production equipment that we have in the plants, we keep it as w ell 
as we can within the appropriations we have. We recognize, however, 
that we have not done as good a job even in these past 2 years as we 
should have. There has been, I think, an accelerated deterioration 
which, frankly, only money and time and people can solve. 
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You will note our present request for operating expenses has been 
increased from 0.78 percent to 0.89 percent, justified by the new 
Wage Board increase and the 14-percent increase in commodity 
index costs. I think that compares rather favorably with the 
military’s appropriation for similar work on similar plants, which 
runs an average of 1.5 percent of the acquisition cost. 

Mr. Puiuures. I think probably what it adds up to in the minds 
of this subcommittee is that this justifies a considerable review as to 
our whole policy of handling these buildings, with a recommendation 
either to us or to the military as to whether we are handling them in 
the best way from an accounting standpoint. 


Pusuic Utriiitres MANAGEMENT 


Now, let us go to the item here on public utilities management, 
and put in the revised statement at this point in the record. 
(The information follows:) 


\PERATING ExpENSES, PBS 


5. Publi ( ifiiities management 


1954 budget 
Revision 


1954 revised 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


The reduction is based on continuing the activity at substantially the same 
level as for 1953. The 1954 budget contemplated extending the program coverage 
to all major areas of utility services. The 1953 staffing, augmented by regular 
regional communications operating personnel for developing on-site details in 
studies and reviews of communications installations, will make possible coverage 
of a few additional major areas of potential savings. ‘The demonstrated savings 
under this program over the past 7 years represent a ratio of $21 saved in utility 
bills for each dollar spent. 

Mr. Puitures. You have a branch in there for which you justified 
last year 23 employees. You actually have apparently only been 
able to get 13 employees, and your comment in reply to our investi- 
gator was that it was impossible to obtain the type of personnel needed. 
If you cannot fill the number of people you justified for last year by 
the difference between 13 and 23, it seems to me you would naturally, 
in a desire to reduce your budget for next year, use that as one of the 
items where you could save. 

Mr. Forses. We have reduced that request to 16 people this year 
in the revised budget. 

Mr. Paruuies. In the first budget that came up you only asked for 
15; so you revised it down from 15 to 16. 

Mr. Reynoups. No. We asked for 23.5. 

Mr. Puiiiuips. You had asked for 23 but only had 13 and had not 
anticipated getting more than around 15 or 16 out of the 23. So what 
you are doing is reducing that to the probable number of people you 
can get for that type of work. 

Mr. Forses. We are asking for 16. 





SSO 
Burtpincs DesiIGN AND SUPERVISION 


Mr. Puriurps. For buildings design and supervision, you wanted 
$260,000 for next year. We will insert the revised statement at this 
point in the record. 

(The information follows: ) 


OPERATING EXPENSES, PBS 


6. Buildings design and supervision 


Average employment 


Amount 
Depart- 


mental 


Field Total 


$260, OOU 
34, 000 


226, O00 


HIGHLIGHT OF CHANGE FROM 1954 BUDGE 


The partial restoration toward complete appropriation financing of the nucleus 
organization proposed for 1954 will be deferred. -The reduction in 1954 will 


continue to be financed as overhead in reimbursable charges against funds made 


available to GSA for design and construction of buildings. 

Mr. Puivurps. I would like to know what you do with those people 
You have been of the opinion for some time—and I think last year’s 
hearing will support me—you thought you would have completed 
that work by June 30, 1953. 

Mr. Reynoups. No. This is a different group, I am sure, that 
you have in mind, Mr. Chairman. We are suggesting in the revised 
budget that it be 22 people. 

Mr. Pures. Tell me what they are going to design and supervise. 

Mr. Rerynoups. We have been carrying these employees as a 
nucleus staff and have worked on that problem with the Appropriations 
Committee to my own personal knowledge now for 20 years. This 
nucleus organization handles normal requests that come to our office 
on building problems and so forth. 

Mr. Puu.ures. For how many years? 

Mr. Reynoups. Oh, for 20 years. And we have always carried a 
nucleus organization within the Public Buildings Service for those 
duties imposed upon us by law in connection with all of the inquiries, 
estimates, and all that sort of thing that come to us in the normal 
conduct of an office of this kind. 


REIMBURSABLE DESIGN WORK 


Mr. Puiturs. How much of the work of that division is reim- 
bursable? 

Mr. Reynoups. None of this group is reimbursable. We have in 
addition to this group a larger reimbursable organization which is 
reimbursed from funds available for construction projects. 

Mr. Puriuies. How much is in the budget for that for next year? 

Mr. Reynoups. There is nothing in the budget for that for next 
year, because it is entirely reimbursable work, except that moneys 
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have been made available under Public Law 413 and Public Law 105 
for advanced planning of Federal buildings. 

Mr. Puituirs. How much do you expect to get back? If you have 
nothing in the budget for it, you mean you expect to get it all back. 
How much do you expect to spe ‘nd and how much do you expect to 
get back in fise al 1954? 

Mr. RryNoLps. We presently know there is about $510,000 of 
reimbursable design work to be done. That is work which represents 
a payroll in order to carry it out of $510,000. 

Mr. Puiiuips. Does this committee understand you have no one 
on. the payroll all the time; you merely put people on the payroll as 
you get jobs to do, for which you are going to be reimbursed? 

Mr. Reynoups. Not entire ly. We bate direct appropriations from 
Congress for the design of buildings under Public Law 413 ,and we still 
have some $3 million under Public Law 105 which was a program set 
up in 1949 for the purchase of sites and the design of buildings. That 
money is available to us if released by the Budget Bureau. We have 
been discussing that with them recently. 

Mr. Puruuirs. My own personal experience with that suggests you 
ought to underwrite the entire cost to the General Services Adminis- 
tration on the basis of your charges. I happen to be a director in this 
Columbia Institute for the Blind, and you told them, on the basis of a 
rather moderate design that they were setting up at that time, that 
you wanted $192,000 from them for your share of the design, which 
had nothing to do with construction. They can build a whole new 
library for that amount. 

Mr. Reynotps. You mean we asked $192,000 for the design of a 
building that will cost $192,000? 

Mr. Puiturpes. No; for a plant that would satisfy them, you wanted 
$192,000 right now. 

Mr. Reyno.ps. I wouldn’t know whether that was out of line or not. 
[t depends on how big the buildings were. 

Mr. Puiuiips. Let us leave it that you were not losing any money 
on it. 

Mr. Reyno.tps. Our purpose is to recover only the costs involved. 


BuILDINGS MANAGEMENT 
RENOVATION AND IMPROVEMENT OF BUILDINGS IN DISTRICT OF COLUMBIA 


Mr. Puruuips. On your list of projects for renovation and improve- 
ment which we were talking about a moment ago, you had originally 
come up with a budget estimate for next year for some 12 buildings for 
which you wanted to do renovation and improvement work. Let me 
go down the list and tell you what your original estimate was, and then 
you tell me what your estimate is for next year. 

Under “Agricultural Administration Building,’”’ vou wanted to re- 
place window frames and sashes with metal, $90,000. 

Mr. Reynoups. You are talking about the renovation and improve- 
ment of buildings in the District of Columbia now; are you not? 
That is part of the Buildings Management item which we discussed 
this morning. 

Mr. Puiuurrs. Yes. How have you changed that in the revised 
budget? Mr. Medley says that the figure for the total item in the 
District is $3.5 million. The list I am reading totals $1.5 million. So 
perhaps instead of taking the time now it may be better for you to 
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look over the memorandum I have here and write after the figures 
what you expect to spend for next year and whether, in your opinion, 
any of those could be safely postponed. To replace rotting and 
deteriorating window frames with noncorrosive metal windows is a 
very laudable objective, but, if they have only begun to show the 
need of repair, probably you could postpone it until next year. 

Mr. Meptey. Those items are all out. 

Mr. Puiuurrs. Then that is the answer to my question. 


EMERGENCY OPERATING EXPENSES 


Mr. Puiuures. I do not quite understand your distinction between 
your emergency operating expenses and regular operating expenses, 
either in or outside of Washington. In addition to your regular 
operating expenses in the Building Management Division, you have 
asked for $28,031,300 in the original budget. How do you distinguish 
between emergency items and regular items in that large figure? What 
is the distinction in your minds between regular and emergency ex- 
penses? Before you answer that let us insert the revisions from the 
printed budget. 

(The information follows: ) 


Em 
628, 180. 000 
1, 680, 000 


23, 500, 000 


CHANGE FROM 1954 BUDGE 


The proposed overall decrease of $4,680,000 consists of the following specific 
reauctions: 

1) $2,625,000 in rental and operating expense due to a downward revision in 
space requirements of Department of Defense with a resultant reduction in the 
total leased space from 11,300,000 square feet to 10,107,000 square feet. 

2) $1,366,000 in rental and operating expense based on a 3 percent general 
reduction in personnel housed in buildings financed under the ‘‘ Operating expenses, 
PBS” appropriation \s space becomes vacant under that appropriation, acti- 

housed in space financed by this ‘“‘Kmergeney operating expenses’’ appro- 

tion will be moved into it and the actual reduction will be i 

$95,000 for rented space to be released in the latter part of 1954 when con- 
struction bv the militarv is complet “l and defense personnel are moved to new 
ijamir Harrison, Ind 

1) $531,000 in extra services for building and communications operations 

$63,000 in administrative operations which will revert back to the 1953 
lev | of operations under (1) above. 


n this item 


quarters at Fort Ber 


It is proposed that real property acquisition and utilization activity be con- 
tinued at the 1953 level which was the same level budgeted for 1954 even though 


an increase in workload will occur wher 1e space reductions in (2) above begin. 


ul 


Mr. Rrynoups. The distinction, which I understand is the one 
that is made by the Budget Bureau and others working on these pro- 
grams, is that the normal operating expense appropriation which you 
have before you 

Mr. Pmiurps. This, of course, includes rent; does it not? 

Mr. Reynoups. That is right; is for the regular operations of the 
Government. Then the Korean situation came along and, rather 
than include the emergency space expansion in with the regular item, 
we have kept separate the amount of money required for operation, 
rent, and so forth, in these emergency operations. There is where 
it derived its name ‘‘ Emergency Operating Expenses.” 
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Mr. Puitures. But when you figure it up for us under this item, 
the cost per square foot is $2.13 per square foot for the same items 
as opposed to $1.80 in the regular operation. 

Mr. Reynoups. Mr. Schmidt can give you the detailed break- 
down on that. 


DIFFERENCE BETWEEN UNIT COSTS ON OPERATING EXPENSES AND 
EMERGENCY OPERATING EXPENSES 


Mr. Scumipt. Under the regular operating expenses, it is the 
average cost of all leased space, which includes quite a bit of cheap 
storage space as well as office space. 

Mr. PHILuies. Storage space ought not to be as high as office space 

Mr. Scumipr. That is what brings down the overall unit cost in 
operating expenses; whereas the ‘Emergency operating expenses”’ 
appropriation is primarily for office space. 

Mr. Puitures. Then why cannot we get rid of a lot of this emer- 
gency operating space and rent cheaper space than $2.13 per square 
foot? You have some of the most expensive buildings in Wash- 
ington, in my looking around, where you put people. You have 
people up in the Cafritz Building. 

Mr. Rreynoutps. We had a group in there for the FCDA. The 
space is now occupied by Defense, Housing and Home Finance 
Agency, Mutual Security and State Department. 

Mr. Putiurres. Why would you have to have them there in probably 
the most expensive rent in Washington? They do not have any 
contact that requires them to be centrally located like that. 

Mr. Reynotps. That is one of the few examples, I think, of ex- 
pensive space. Most of our space 

Mr. Puiiurres. You have an awful lot of space in that building 
at the corner of Connecticut and H, where the B. & O. is on the first 
floor. 

Mr. Reyno.tps. That is occupied by Mutual Security. 


REIMBURSEMENTS FrRoM OTHER AGENCIES For SPACE AND 
MANAGEMENT SERVICES 


Mr. Puitires. You mean you do not handle space for Mutual 
Security? 

Mr. Scumipt. We lease space for them, but it is reimbursable. 

Mr. Puiuuirs. That is interesting. You mean there is an agency 
that takes itself out from under your control? 

Mr. Scumipr. No. The space is under GSA control but the cost 
of their space is reimbursed to GSA from direct appropriations to 
them. 

Mr. Puruures. In othe ‘r words, you have no item in here covering 
that rent for next year? 

Mr. Scumipt. That is correct. It continues to be reimbursable. 

Mr. Puiuuips. Will you put in the record at this point a statement 
of all money you get from other agencies or all other sources which 
does not appear in this budget? 

Mr. Meptey. Yes. 


(The information follows: ) 
ESTIMATED REIMBURSEMENT 


The total estimated reimbursement from other agencies for 1954 for space and 
other Buildings Management services is $41,820,000. This total reimbursement 
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includes $12,848,000 in rents and utilities. The remainder includes communica- 
tions services, job order work, security guarding, and other miscellaneous special 
services for the tenants of the buildings. 


AGENCIES REIMBURSING FOR CERTAIN SPACE 


Reimbursement is being obtained from the following agencies for space costs 
not appropriated for under the “Operating expenses, PBS’’ and ‘“‘ Emergency 
operating expenses appropriations of GSA’’.! 


Department or agency Bureau or service 


Agriculture ‘ ‘ Agriculture Research Administration. 
Farmers Home Administration. 
Federal Crop Insurance Corporation. 
Forest Service. 
Production and Marketing Administra- 

tion. 

Commodity Credit Corporation. 
Soil Conservation Service. 

Atomie Energy Commission 

Central Intelligence Agency 

Civil Aeronautics Board 

Civil Service Commission 

Commerce Census Bureau. 
Civil Aeronauties Administration. 
Maritime Administration. 
Bureau of Public Roads. 
Bureau of Standards. 
Weather Bureau. 

Defense _ Air Force. 
Army. 
Navy. 

Defense Materials Procurement Agency - 

Export-Import Bank of Washington - - - 

Federal Deposit Insurance Corporation 

Federal Security Agency Public Health Service. 
Social Security Administration. 
Education. 

General Accounting Office 

Government Printing Office 

Housing and Home Finance Office of Administrator. 
Federal Housing 
Federal National Mortgage Association. 
Public Housing. 

Inland Waterways Corporation 

Interior Bonneville Power Administration. 
Fish and Wildlife. 
Geological Survey. 
Indian Affairs. 
Land Management. 
Bureau of Mines. 
National Park Service. 
Bureau of Reclamation. 
Southeastern Power Administration. 
Southwestern Power Administration. 

International Bank for Reconstruction 

and Development. 
International Monetary Fund 
Interstate Commerce Commission 


The finencing of most of the leased space involved in the transfer of functions under Reorgenization 

len 18 of 1950 where GSA is performing the functions hes been shifted from the agecies to GSA by means 

{ transfers in the annual appropriation estimetes in the 1952, 1 , end 1954 budgets. The policy in budget- 
ing for leased space costs and the shifting of such costs to GSA eppropric tions is »s follows: Where GSA 
performs the leasing function it pays the cost but receives reim burserrent from the egencies eppropris ticns 
r funds wher 1) The space is oecupied by ectivities supported by a trust fund; (6) the spece is occupied 
by activities of a Government-owned corporation or revolving fund when business is not primrrily intra- 
governmental: or (c) the method of financing does not lend itself readily to reducing the sgencies funds for 
future years if the cost where to be psid from GSA appropristions. In addition where additione] space must 
be leased the agency concerned obtains the initiel appropriation for financing of the space end if such costs 
are eligible for transfer to appropriations of GSA, the fund transfer is accomplished in an annual estimate in 


subsequent years, 
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Department or agency Bureau or service 

Justice 7 i .----- Office of Alien Property. 
Federal Bureau of Investigation. 
Immigration and Naturalization. 

Labor Employees’ Compensation 
Employment Security. 

Mutual Security Agency 

National Capit al Housing Authority 

National Labor Relations Board 

Panama Canal Company 

Railroad Retirement Board 

Reconstruction Finance Corporation 

tenegotiation Board 

Selective Service System 

State Department 

Treasury - -~ ae Coast Guard. 
Customs. 
Internal Revenue. 
Publie Debt 
U.S. Savings Bonds. 

5. Courts -. _ : ‘ teferee in bankruptcy. 

Probation officer. 

Mr. Paruurres. This raises another interesting point. We think 
you rent space; then we find that Mutual Security, which has prac- 
tically a third of a building, is not in your budget at all. 

Mr. Muputery. You will recall we had some discussion a little while 
ago about transfers coming over to us under Reorganization Plan 
No. 18. There are still items which are vet to be transferred under 
Reorganization Plan No. 18. The Bureau of the Budget calls the 
signals on those transfers. We hope that some day we will be finished 
onit. But, as of the moment, there are still items not yet transferred. 

Mr. Reynoups. The total of these reimbursements shows on thie 
reimbursable green sheet. 


PROBLEMS RELATING TO CIVIL DEFENSE PROTECTION 


Mr. Puiturps. You have $125,000 that you want for civil-defense 
protection. For what are you going to spend that? You have a 
total of $149,000 for miscellaneous items, $125,000 of which is civil- 
defense protection and $24,000 of which is extra communication 
services, and it all comes under the heading of emergency operating 
expenses under building management. 

Mr. Mepiey. On the civil-defense protection, it is $250,000. 

Mr. Reynoups. May I speak to this question of civil defense? 
To me it is a very interesting subject, because I do not know what 
the answer to it is. 

We have right now on our desk a series of books that are about 
2 inches thick on this whole problem of civil defense, and our opinion 
is asked as to what we think about it. At the moment, we are a bit 
critical as to what they say in those books. 

With respect to Government buildings we occupy the same position 
that the owner of an office building does, as far as the protection of 
the people within the building itself is concerned, particularly in 
ease of an atomic attack. 

Now, the whole question resolves around the extent and the degree 
to which that study should be made. What we have been doing so 
far is to make a careful study of all of our buildings in what are con- 
sidered to be critical areas, like New York and Washington and places 
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of that sort, locating those areas within the buildings where we could 
provide shelter areas. You find them here in the Capitol itself, as a 
matter of fact. And it is working on those problems that we are 
talking about here. 

There has been a great divergence of opinion as to the amount of 
money that should be spent on this sort of thing. The President 
even mentioned it in his message to Congress. 

Mr. Puttures. Who is going to decide it? These are rather 
expensive books which now lie on every desk to be read and the most 
of which are not read. And you are somewhat critical of their 
recommendations, and certainly the General Services Administration 
would be more apt to understand what should be done than, perhaps, 
a new agency coming in for an emergency. 

Who is to decide these things? 

Mr. Reynoups. We only cover a very small portion of the problem. 
The problem covers not only Government buildings but all private 
buildings. As I say, the books are 2 inches thick, and it goes into the 
whole theory of the future of our cities, the internal growth of our 
cities, whether they should be controlled at on core or not; in building 
a new building, the size you can build; if you tear one down, the 
size you could replace that building with, a things of that sort. It 
is extremely comple Ke 

Mr. Paitiies. What this committee wants to know is what you 
are going to do with the $250,000. Are you objecting to the book 
Mr. Reynolds? 

Mr. Rrynoups. I am not objecting. What I am interested in and 
what we are talking about here is not reading the book, because that 
is done by Mr. Hunter and myself right in my own office. 

Mr. THomas. What Mr. Phillips is asking you is, Are you going to 
use that $250,000 for planning construction, or what you are going to 
use it for? 

Mr. Reynotps. We are providing for a minimum civil-defense 
program in the buildings so that we will be prepared in case of an 
attac k. 

ReEscission OF APPROPRIATIONS 


Mr. Reynoups. There are three items proposed for rescission. 
wanted to speak to one of them particularly. 

Some 5 years ago there was $2 million appropriated for the purchase 
of the Heurich brewery which is located north of Connecticut Avenue 
but not far from the Lincoln sean At that time the Heurich 
Brewing Co. proposed the building of a new brewery in the same 
location. We worked with the mae and they agreed not to 
rebuild on the present site but could not build on other property 
purchased for this purpoe e at that time. tecently, ¢ GSA_ purchased 
the properties of the Heurich estate rather than buying the brewery. 
The Heurich estate properties are in what is known as the ‘area of 
taking’ in the Northwest rectangle. The purchase of this area is 
authorized by Congress and its purchase was urged by the National 
Capital Planning Commission. One of the properties is traversed 
by the bed of the C. & O. Canal and a stadium has been erected 
thereon. About a year ago we condemned a leasehold on the stadium 
which raised the question of the ownership of the canal, both the 
Government and Heurich claiming ownership. We finally reached 
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an agreement that the average of two private appraisers retained by 
the Government would be used rather than including an appraisal 
by a Government employee; that the Government owned the land 
and an alley; and that that portion of the stadium resting on the canal 
and alley was likewise Government owned. 

[ am making this statement because when I appeared before the 
Appropriations Committee some 5 or 6 years ago, I testified that the 
purpose of the funds was to buy the brewery, and I am now using 
part of the money for this other purpose. By so doing, we are protect- 
ing an investment of $185,000 that has been put into the stadium since 
its rental. We also save an appraised rental of $51,000 (which may 
be too high) and capture about 20,000 square feet of storage and 
garage space. 

Mr. Puitures. How much are you reseinding? 

Mr. Rrynoups. We are rescinding $1,075,000 out of $2 million. 
The rest has been spent. 

Mr. Puriuuires. How did we come to get into this, anyway ? Why 
were we proposing to buy the brewery out? 

Mr. Reynoups. The reason we were going to buy the brewery at 
that time was that the company had plans before the Fine Arts 
Commission to build a new brewery on that site. The Fine Arts 
Commission, the N¢ ane Park and Planning Commission, the 
Budget, and everybody else were terribly upset. 

Mr. Putuiies. Do you go around buying individual properties whet 
they want to build something the Commission does not like? 

Mr. Reynoips. No. This area is within the area authorized by 
Congress for us to purchase when money is available to us for that 
purpose. It is adjacent to the Linclon Memorial. 

Mr. Puitures. Did you say we were putting the money into a 
stadium owned by the CIA? 

Mr. Reynoups. No. We are renting it for the CIA. 

Mr. Puriurps. What do they want with a stadium? 

Mr. Reynoups. They have all kinds of use. I have never been 
into it, because it is restricted. It is for general purpose use. 

Mr. Putuures. Is it a closed stadium? 

Mr. Reynoups. Oh, yes. It is a building but called a stadium. 
It is used as office and workspace. 

Mr. Meptey. It is ~ Riverside Stadium. 

Mr. Puiuures. They really are not using it as a stadium; they are 
using it as office and working quarters for the CIA? 

Mr. Reynotps. That is right. 

Mr. Puiuurps. It is rather the headquarters office in Washington 
of the CLA? 

Mr. Rrynoups. They are in the Public Health Service Building 
there at about 25th and E Streets, right back of the old naval hos- 
pital—just west of it. 

Mr. Putuutps. Is that the only item of rescission? 

Mr. Reynoups. No. There are two others. <A balance of $160,000 
for the construction of public buildings is a very old item covering 
various kinds of buildings. ‘Then we have a balance of $49,000 in the 
appropriation for the Geophysical Institute. We recommend a 
rescission of those three amounts. 

Mr. Puiturps. Thank you, Mr. Reynolds. I think the rescission 
of several hundred thousand dollars is a good suggestion. 

Mr. Reynoups. Thank you. 





SSS 
GUARDS FOR STRATEGIC AND CRITICAL MATERIALS 


Mr. Jonas. Does Mr. Reynolds have anything to do with the 
hiring of guards and watchmen over strategic materials, stockpiling 
activities, and so forth? 

Mr. Reynoups. The stockpiling, of course, comes under Mr. Walsh. 
But we actually do the employing of the guards for them, and they 
reimburse us for them. ° 

Mr. Jonas. I am interested in a project in my district in Avery 
County where you are stockpiling mica. Are you familiar with that? 

Mr. Reynoups. Not at all. 

Mr. Jonas. Do you have any information on it? 

Mr. Pxinirps. Let us make this clear on the record. 

Mr. Reynolds, how much have you to do with any part of the 
stockpiling of strategic materials? 

Mr. Reynoups. Only protection and some maintenance. 

Mr. Puiuurps. If the Army asks it, they reimburse you? 

Mr. Reyno.ps. That is right. 

Mr. Jonas. What I want to know is how you hire these guards. 
They tell me in Avery County that you shipped in a bunch of guards 
from Georgia, and they did not understand it. 

Mr. Reynouips. They would be taken entirely from the civil- 
service register. I do not know why there would not be registers in 
your county. 

Mr. Jonas. They just told me that of the employees around the 
installation most of them came from Georgia and some from Virginia. 
Do you take them from civil service? 

Mr. Reynoups. The guards are all taken from civil-service regis- 
ters; ves. 

Mr. Jonas. What I am getting at is whether you are paying the 
traveling expenses of all these people. 

Mr. Mepuey. I was just going to make the point that some of the 
strategic and critical materials are stored in military installations. 

Mr. Jonas. This is private property. 

Mr. Men tey. If it is stored on private property, we are undoubtedly 
paying the contractor a certain figure for storage, and he may be 
hiring the guards. 

Mr. Jonas. They told me that General Services engaged the guards 
and sent them in there. 

\ir. Reynoups. It may be in that case it is the contractor who hires 
them. I would not know. 

Mr. Puruurps. Are there any questions? 


ConGREss STREET Post OFFICE 


Mr. Yates. I would just like to ask a question with respect to the 
Congress Street post office. That is under your jurisdiction; is it not? 

Mr. Reynoups. That is correct. 

Mr. Yates. All arrangements have been made for the completion 
of that project? 

Mr. Reyno.ps. That is right. 

Mr. Pumuires. May I ask if, when this amount of money, which 
involves about $576,000, is expended, will that conclude the contract? 

Mr. Reyno.ps. It concludes the contract; yes. You see, we have 
two contracts there. First, we received money, if you recall, for the 
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purchase of the G. M. and O. property, and we are entering into con- 
tracts now for carrying on certain remodeling of that property for use 
of the Post Office Department. This contract here is directed to 
changes in the post office which were made necessary by the city of 
( ‘hicago and the State and County of Cook because of coming through 
7 feet above the regular ground level. 
Mr. Yares. To build a superhighway? 
Mr. Reyno.tps. To build a superhighway, and the city of Chicago 
agrees to pay $600,000 of the cost of those changes. 
Mr. Tuomas. How much is it going to cost besides that $576,000 
is whi at he wants to know. 
. Reynoups. This will settle that. 
Puituips. Then the answer is yes? 
* Yares. This is not a recurring item, ts it? 
ReYNOLDs. That is correct. 


SPACE FOR COMMODITY CREDIT CORPORATION 


Mr. Jonas. Do you have anything to do with the furnishing of space 
to the Commodity Credit Corporation and for that Corporation? 

Mr. Reynoups. You are talking now, | take it, about warehousing 
and space of that sort. 

Mr. Jonas. Yes 

Mr. Reyno.ps. No. 


OTHER AGENCIES LEASING GENERAL-PURPOSE SPACE 


Mr. Jonas. Mr. Chairman, do you not think it would be a good idea 
to have the record show a list of Government agencies acquiring space 
from this agency. 

Mr. Puriurps. I think that is a good suggestion. We have asked 
you already for a list of the agencies for whom you rent space and who 
reimburse you out of their funds. At Mr. Jonas’ suggestion, would 
you give us a list of the agencies that are completely free from you, 
that rent their own space and pay for it out of their own funds? 

Mr. Reynoups. May I have an amplification of that? You are 
talking about all types of space? 

Mr. Jonas. Yes. 

Mr. Reynoups. Of course,. if you are talking about Commodity 
Credit, you are talking really about warehouse space and space of 
that sort. 

Mr. Jonas. My own idea was to get in 1 document or in 1 hearing 
a complete record of all the agencies and organizations of the Govern- 
ment that are engaged in leasing space. 

Mr. Reynoutps. Let me go one step further, and probably this 
statement will cover some of the things that’ are in your mind. We 
are responsible for general-purpose space in the United States except 
on military reservations and for veterans hospitals. When I talk 
about general-purpose space, I am talking about office space. It is 
the other categories that you want covered. 

Mr. Puituirs. Suppose you furnish a statement of where you do 
not lease space and have nothing to do with it, such as military 
installations, veterans hospitals, or any others and, in addition, CCC 
warehouses and anything else. We want to know what leasing is 
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being done. We naturally presumed that most of the leasing was 
being turned over to the General Services Administration. 

Mr. Mepiey. May I make one additional point on that very 
subject? 

Mr. Putuuies. Yes. 

Mr. Mepuey. I would like to point out that one of the purposes for 
creating the building management fund, which we discussed earlier, 
is to bring together in one place in the budget all of the building opera- 
tions, which GSA performs. Therefore, in the 1955 budget it will 
show our total buildings activity under the building management 
fund. We are automatically bringing together in one place all sources 
of income and the reimbursements received from other agencies. 

Mr. Puiurrs. That may do, but let us make this clear for Mr. Jonas, 
because Mr. Medley has now said that will be clarified in the 1955 
budget, but you still want to clarify the point Mr. Jonas asked about, 
namely, that there are areas of renting in which you do not pay either 
for maintaining it, leasing it, and which you have nothing to do with 
at all. 

Mr. Meptuery. That is special-purpose space. That is correct. 
But for all general-purpose administrative space, it will be brought 
together in one spot. 

Mr. Jonas. Including office space? 

Mr. Meptey. Including office space; yes, sir. 

(The statement follows: ) 


Space RESPONSIBILITIES OF GENERAL SERVICES ADMINISTRATION 


feorganization Plan No. 18 of 1950, effective July 1, 1950, extended by section 


210, of Public Law 754, Sist Congress, among other things transferred to the 
General Services Administration all functions with respect to acquiring space in 
buildings by lease, and all functions with respect to assigning and reassigning 
space in buildings for use by agencies, including both space acquired by lease and 
space in Government-owned buildings, exclusive, however, of all such functions 
with respect to (a) space in buildings located in any foreign country; (b) space in 
buildings which are located on the ein of any fort, camp, post, arsenal, Navy 
yard nanel training station airfield, proving ground, military supply depot or 
school, or of any similar facility, of the Department of Defense, unless and to 
such extent as a permit for its use shall have been issued by the Secretary of 
Defense or his duly authorized representative; (c) space occupied by the Post 
Office Department in post-office buildings and space acquired by lease for post- 
office purposes; and (d space in other Government-owned buildings which the 
Administrator of General Services finds are wholly or predominantly utilized 
for the special purposes of the agency having the custody thereof and are not 
generally suitable for the use of other agencies (including but not limited to 
hospitals, housing, laboratories, mints, manufacturing plants, and penal institu- 
tions), and space acquired by lease for any such purpose. 

The plan established in GSA responsibility for leasing general-purpose space. 
It gave GSA no authority in connection with special-purpose space. The agencies’ 
authority to acquire that space remains unchanged. GSA is performing the 
function of leasing general-purpose space under plan 18 for all agencies except 
that it has delegated the performance of the function under regulations prescribed 
by GSA to the Departments of Agriculture, Commerce, and Defense in areas 
outside 128 of the larger urban communities. Further, all agencies are authorized 
to lease general-purpose space that is rent free, or costs $1 a year, or is for use in 
connection with special-purpose installations. 

Except where an agency may make a specific request of GSA, the agencies lease 
all space covered by the exceptions listed under (a), (b), (c), and (d) in the para- 
graph above. Where GSA does perform such leasing on request, the rental and 
other expenses are financed on the basis of reimbursement from the agency’s 

appropriation. 
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OPERATING ExpENsEsS, FEDERAL Supply SERVICE 


Mr. Puiturpes. We will now take up the Federal Supply Service, 
and have with us Mr. Mack, the Commissioner. 

Before proceeding with your statement, we will insert in the record 
at this point the revised budget estimates. 

(The revised estimates are as follows: ) 


Operating expenses, FSS 


Amount 


195+ budget $3, 775, 000 


Revision- 1, 040, 000 


1954 revised. 2, 735, 000 


GENERAL STATEMENT 


The revised programs for 1954, reflecting a reduction of 27.5 percent from the 
budget estimate, eliminate all activities or portions of activities that can be 
prudently deferred and restrict expansion in activities which are geared to produces 
greater economies In the Government’s personal-property programs, notwit! 
standing increased backlogs at the end of the vear. (s the result of the decelerated 
program levels, measurable economies are estimated at $73.2 million as compared 
to $102 million in the budget. Revisions in the estimate reflecting application of 
these policies among specific activities follow: 


Supply management $185, 000 000 
Supply schedule contracting 10, OOO , 039, 000 


Personal property, utility, and disposal 950, 000 557, 800 


pe fications 610. OOO (Wy 


italoging 130. O01 On 
sdule and excess-property inspection 300, 000 68, 000 


management AQQ. O00 372, 200 


5, 000 >, 735, 000 


Mr. Mack, there is one question which perhaps may have been 
already settled; and, if it has been, will you please call my atten- 
tion to it. As I understand it, you had certain task forces that 
were making exploratory analyses and you had set up, as I recall it, 
some 30 intraorganization investigations, for next year. It seemed 
to me, as I looked over that, that you might be able to cut that down 
to those which were the most important group of agencies that you 
would want to go into and thereby save quite a bit of money. | 
assume that the point is that you have already done that in order to 
effect this economy? 

Mr. Mack. That has been done. We have reduced the estimate 
by $85,000 and the number of man-years from 23.1 to 12.6. 

Mr. Chairman, would it be helpful to the two new members of the 
committee if I read a brief statement outlining what we do? 

Mr. Puiuurps. I think it would. 
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GENERAL STATEMENT 


Mr. Mack. Mr. Chairman, I am pleased to have this opportunity 
to appear before your committee to explain the Federal Supply 
Program and these revised objectives for the fiscal year 1954. 

We have requested funds in the revised amounts ‘of $2,735,000 for 
our personal property management programs and $14,500,000 for 
expenses incident to the general-supply-fund programs for the next 
fiscal year. ‘These amounts are reductions from the $3,775,000 and 
$17,500,000 submitted in the original budget, and represent a 27.5- 
percent reduction in the case of operating expenses and a 17.1-percent 
reduction in the case of “Expenses, general supply fund.” 

The Federal Supply Service has two broad categories of responsi- 
bilities. One is the development of supply policy and procedure for 
Government-wide application, which is performed at the central office. 
The other is the responsibility for supply operations, which are handled 
for the most part, by the 10 regional offices and to some extent by the 
central office. More specifically, the purchasing and stores distribu- 
tion of supplies, the utilization of excess personal property, materials 
inspection and limited traffic-management services are cé arried on at 
the field offices. The development of purchase specifications and 
standards, the maintenance of freight tariff files, and the quoting of 
freight rates, the negotiation of rates with common carriers, also the 
preparation of factual material for use in hearings before regulatory 
bodies on transportation matters, are centralized at our headquarters 
office here. Similarly the supply-management surveys of Federal 
agencies are made by our central-office organization. 

[ would like to comment very briefly on certain matters which I 
believe will be of special interest to your committee. As you gentle- 
men know, our supply activities concern primarily the so-called 
common-use or general-purpose supply items, the type of supplies 
used by Federal agencies generally for their day-to-day operations. 
These general-purpose requirements range from common office sup- 
plies and furnishings fo maintenance needs also include a wide scope 
of operational supplies, materials, and equipment. 

Since the enactment of the Federal Property and Administrative 
Services Act considerable work has been done with the Department 
of Defense to progressively transfer the supply responsibility for 
common-use ene for the military services to our organization. 
On November 28, 1952, an agreement was signed by the Secretary of 
Defense, the Dire ctor of the Bureau of the Budget, and the Adminis- 
trator of General Services which gave both emphasis and impetus to 
this prograi n. As a consequence, there have been some significant 
developments in recent months. 

For example, the Munitions Board has assigned to the General 
Services Administration the responsibility for the purchase of general 
purpose office furniture and another purchase assignment was made 
to us for their requirements for office machines. Arrangements are 
now being made to do this buying. 

Mr. Putiurps (interrupting). Mr. Mack, do you mean that you 
did not have that before? 

Mr. Mack. That is correct. 

Mr. Puaruures. And the Munitions Board, for the first time, is 
coming to you for this service? 
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Mr. Mack. They used our contracts on a voluntary basis to some 
entent, but this is an assignment whereby the responsibility is placed 
with us. It is our fixed responsibility to do this buying. They will 
not do it. 

Similar purchase assignments are now under consideration for 
paper products, also household furniture. We are beginning to feel 
the impact on our stores system of the decentralization of procure- 
ment by the Air Force to their local commands which requires man- 
datory requisitioning from us of supply items we carry in our stores 
and which the Air Force had been supplying from its central depot 
stocks. 

Mr. Puitiies. What is your present inventory and what was your 
inventory a year ago? 

Mr. Mack. Ovr inventory as of today is just about $30 million 
The inventory of about a vear ago I will supply in just a moment. 
It would be very close to that amount. 

Mr. Meptey. It is just about the same, Mr. Phillips. 

Mr. Puitures. Mr. Medley says it is just about the same. 

Mr. Mack. I believe that is right. [Resuming statement.] The 
Air Foree are now specifying in their supply catalogs that our stores 
are the mandatory sources for the items we carry. The other military 
services are working with us on the same type of approach and good 
progress is now being made. This implements the revision of the 
armed services procurement regulations which designates our supply 
centers as the sources of supply for those items authorized by the 
military services for local requisitioning within our stock list. This 
program not only provides transportation savings by supplying the 
local military installations from our nearest supply center in the case 
of those items transferred from the supply system of central military 
stores to our national distribution system but it also provides price 
advantage for those items requisitioned from our stores and permits 
minimum inventories of those items. More important it will avoid 
the competition with the same sources of supply. 

Mr. Puivuips (interrupting). To what extent are you able to stand- 
ardize the material which is taken from your stores so that you do 
not have to carry duplicating items that give the same service but, 
because the various agencies appear to take a liking to one instead of 
to another, you may be required to stock all of them? 

Mr. Mack. As a matter of fact, we require that any items serving 
substantially the same end use that our stock items can furnish, shall 
be obtained from our stores. In other words, merely because an 
agency wants something slightly different from a stores item which 
we carry in stock is not justification for their buying it elsewhere. 
They must look to our stores. 

Mr. Puituips. Can you control that and have you the authority 
to control that? 

Mr. Mack. Yes, sir. 

Mr. Puruuips. Proceed. 

Mr. Jonas. Mr. Chairman, may I ask this question? Does he 
mean that if one of the agencies wanted an Underwood typewriter and 
you have Royals in stoc k, that the agency is required to take a Royal? 

Mr. Mack. No, that is not a store item, it is a term-contract item. 
For example, there are certain types of paper items carried in stores 
inventory and if somebody wants paper items that vary just slightly, 
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we will require that they look to our stores for the paper items which 
we carry. 

Mr. Puriurps. Typewriters are an item of such volume and have 
such a general all-purpose use that we would have contracts with all 
of the manufacturers. 

Mr. Jonas. I was just using that as an illustration, Mr. Chairman. 

Mr. Forres. And they are not stored. They would be furnished 
directly under a term contract, 

Mr. Mack (resuming statement). There are 2 or 3 other brief 
points I would like to make at this opening statement. For example, 
during this year we have emphasized the use of industrial specifica- 
tions in our development of purchasing specifications for Government 
use. In brief, when there is an industrial standard for common-use 
items, it is used in an effort to conform to commercial standard 
practices. The industrial standards organizatiens we have worked 
with thus far have been most cooperative in making this material 
available to us. 

We are also stressing the standardization of common-use items to 
reduce the number of types of items that will perform substantially 
the same end-use need. 

And that goes beyond stores items. I will bring that out later, as 
we take up the subject of standards. 

I would like to point out also that our traffic management organiza- 
tion is concentrating on ways and means to reduce transportation 
costs. The results from the negotiation of rate cases alone show 
specific savings this year in the amount of $2 million, and it is expected 
that $3.8 million in savings will be accomplished for the complete 
fiscal year. 

Other work is being done by our traflic management organization 
to improve shipping practices by Federal agencies so as to reduce 
transportation costs and the consequent expense of audit and recovery 
which otherwise results. 

Mr. Puitures. Just a moment. What do you mean by shipping 
practices of Federal agencies? Do you mean their ordering practices 
or their actual shippimg practices? 

Mr. Mack. The actual shipping practices, Mr. Chairman. Our 
people went to the General Accounting Office and worked with their 
folks on determining the reasons for the excessive number of errors 
in shipments resulting in excess transportation costs, which required 
considerable audit and work with the carriers in order to recover excess 
amounts that were paid. I believe the total ran to something like 
$20 million in 1 year. We tried to find out what the reasons were for 
these excess payments and got right down to about 15 common errors 
that shipping clerks, the people who make out the bills of lading, make, 
and we have tried to overcome those. At least we have emphasized 
that those kinds of mistakes are costly and we have gotten out in- 
structions to the agencies generally asking their shipping personnel to 
watch those kinds of mistakes to avoid unnecessary transportation 
costs. lit has not gone along far enough to know the extent to which 
it has reduced the total, but we intend to follow it up. 

Mr. Purtuips. Very well. 

Mr. Mack. The amount of excess property reported to us this year 
is considerably in excess of our original estimate and as a result we will 
endeavor to meet the increased workload with an organization pro- 





vided for an anticipated lesser volume. The differential runs about 
22 percent. 

Mr. Puixurps. It is not clear to me just what this paragraph means. 
You say: 

The amount of excess property reported to us this year is considerably in excess 
of our estimate and as a result we will endeavor to meet the increased workload 
with an organization provided for an anticipated lesser volume. 

In somewhat simpler language that means that you will absorb the 
additional work with the present maximum of organization? 

Mr. Mack. That is right. There were a few words left out of that 
statement. There is a greater volume but we are nevertheless trying 
to handle it with the existing organization. 

Mr. Puixuires. Very well. 

Mr. Mack. You will be interested to know that our supply manage- 
ment surveys have produced good results this year and, during fiscal 
year 1954 we propose to emphasize surveys of the major agencies 
where the potentialities for economies are greater. The groundwork 
has been laid for checking on agencies’ inventories to flush out excess 
stocks. I will be pleased to detail these points further in the testimony. 

Mr. Tuomas. May I interrupt at this time? 

Are you anticipating an increased volume out of your stores in 
1954 over 1953? 

Mr. Mack. Yes, sir. 

Mr. Tuomas. On what are you basing that? 

Mr. Mack. For the most part on military business resulting from 
implementation of the agreement mentioned earlier, and the initial 
orders which have been received and which we are now beginning to 
fill. 

Mr. Tuomas. You are doing very little of your total volume in 
military items; 4 or 5 of your big stores—1 in Chicago, 1 in Cleveland, 
1 in San Francisco and 1 in Seattle, I believe. 

Mr. Puitures. What is the percentage of your volume of business 
with the military? 

Mr. Mack. I believe Mr. Snyder can answer that question. 

Mr. Snyper. In 1953 the anticipated stores sales volume is $22 
million for the military and $32 for civilian agencies. In 1954 we 
estimate $38 million for the mititary and $32 million for civilian 
agencies. Direct delivery sales to the military are expected to increase 
from $19.8 million in 1953 to $32.3 million in 1954. 

Mr. Puruuies. I think we will go into that a little more in detail 
later, but you might finish your statement now, Mr. Mack. 

Mr. Mack. I have reviewed only some of the highlights, and there 
are other points which I would like to bring out in the discussions 
relating to each type of activity. The thought I would like to leave 
with you is this: While we are far from the goal contemplated in the 
Federal Property and Administrative Services Act, good progress has 
nevertheless been made toward those objectives. We feel that we 
will now begin to accomplish some of the tangible results in supply 
operations. 
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Suppty MANAGEMENT 


OPERATING ExpENsEs, FSS 


1. Supply management 


Average employment 


Depart- 


ment Field otal 


$185. 000 
—R85, 000 


100, 000 
PERFORMANCE AND COST 


1954 budget 1954 revised 


Amount Amount 


Surveys } $66, 650 22 $22. 600 
Installation 5 i 113, 350 9. 78, 000 
Share of serv iministered 5, OOL 4, 400 


185, 000 100, 006 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


Program redirected away from surveying agencies on a 4-year cycle and toward 
achieving extensive general improvement in supply practices by Federal agencies 
promulgating supply-management standards and regulations and limiting sur- 
veys and installation of survey recommendations to agencies with a potential 
for substantial economies. Supply facility surveys reduced from 66 in 1954 
budget estimate to 22. Measurable economies of $2.5 million are anticipated 
from these surveys as compared to $5 million previously estimated for 66 surveys. 
Other economies are expected to result from the adoption of standards and supply- 
management improvement regulations. 

Mr. Puiuuips. I have already indicated that you contemplated in 
1954 66 surveys as compared to 33 surveys in 1953 and it seemed to 
me that we might confine those to the agencies that had the greatest 
potential from a savings standpoint. Now you say that has been 
reduced to what number for next year? It was less than 33; was it 
not? 

Mr. Mack. Twenty-two. 

Mr. Puruurps. I think that is more reasonable. 

Mr. Mack. We are emphasizing the larger agencies. 
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SuppLy ScHEDULE CONTRACTING 


OPERATING ExXpENSEs, FSS 


c. Supply schedule contracting 


Average employment 


Amount } 


Depart- ‘ 4 } 
smannt Field rotal 


1954 budget $1, 100, 000 
Revision 61.000 


1954 revised | 0 O00 


PERFORMANCE AND COS’ 


1954 budget 1954 revised 


U U 
~~ Amount ass 


d nount 
cost cost Amount 


Line items 13 $6.07 | $816. 900 


Share of service administered 283, 100 


Potal 1, 100, 000 
Nott Revisions in italic 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 

In order to continue to achieve uniform price advantages inherent in term con- 
tracting at not less than the existing rate of $26 million per year, the revised esti- 
mate holds performance to the 1953 level, foregoing the slight expansion originally 
budgeted for at a cost of $27,900. The balance of $33,100 represents a reduction 
in the portion of service administration applicable to this activity. 

Mr. Puiuures. Here is a question which I suggested this morning 
and it had to do with the difference between region 3 and the head- 
quarters. J am quoting from the original print of your budget. 

Term contracts are established for volume purchasing against which agencies 
can place individual orders at uniform price advantages for commodities and 
services whenever this method is advantageous to the Government. 

As nearly as I can figure it out, contracts for indefinite quantities 
of common-use items and services are given out by your agency for 
specified periods and then these are published in the Federal Supply 
Schedules, and so forth; which is the proper procedure. But purchases 
made under this program in 1952 according to the report exceeded 
$300 million at an estimated saving of $26 million. What struck my 
eye was the fact that this type of contract is made in the office of 
region 3. Why should contracts of that magnitude, probably for 
delivery to other agencies, be made in your headquarters and not 
made in the region 3 office? 

Me. Mack. In general, all operating work of the Federal Supply 
Service has been assigned to the regional offices except for those few 
things I mentioned, such as the development of specifications, cata- 
loging, and so forth. 

Mr. Puiturps. Does any other regional office buy on contract for 
that volume of supply material which is not going to be used exclu- 
sively in its own region? 
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Mr. Mack. The term contracts which you are speaking about are 
made in three locations, except for a few minor service contracts. 
Those three offices are region 3, Washington, which makes most of 
them; region 2, New York, which makes a few; and region 5, Chicago, 
which makes a few. 

Mr. Forses. I would like to supplement what Mr. Mack has said 
on that point. There is a very important function performed in the 
central office with respect to all of these Federal Supply schedules. 
We are thoroughly overhauling the approach and the method of con- 
tracting. We set a ceiling on quantity above which there is a spot 
purchase and we set a floor below which the contracts are not used. 
In other words, the bidder no longer has to bid on one or a million 
of an item. 

We are also changing the basis of awards from multiple awards in 
some cases to sueetinee ed or competitive purchasing. And whenever 
each of these schedules comes up for renewal, the central office goes 
over them thoroughly, changes the terms and conditions, puts in 
more accurate figures than we have had hitherto on past purchases 
made on the contracts, and works out with the military ways and 
means by which they can become mandatory for use by the Army, 
Navy, Air Force, and Marine Corps. 

So that the central office does control the policies reflected in these 
schedules and does a considerable amount of work on each, so that 
when they come in to region 3 or to the other regions, their functions 
are more or less ministerial in getting bids, making awards under new 
conditions. 

Mr. Puiturps. I think we will have to leave that to you, but it 
seemed odd to have what amounts to a branch office doing the pur- 
chasing for a much larger area than its own branch, while there was in 
the same city, within a stone’s throw, the central purchasing office. 

Mr. Forsers. But the central office, Mr. Phillips, is interested 
mostly in nationwide policies of buying and attempting to get to the 
regions uniform ways of doing the buying, better ways of doing it. 
In other words, the actual buying is decentralized to all the regions 


PrersonaLt Property UtitizaATion AND DisposaL 
OPERATING EXPENSES, FEDERAL SupPLyY SERVICE 


8. Personal property utilization and disposal 


Average employment 


Amount 





| 
| Depart- a loom 
I" ‘ment Field Total 
1954 budget $950, 000 24.8 138.9 | 163. 7 
Revision —392, 200 —8.3 — 56. 5 —64.8 


1954 revised 557, 800 16.5 82.4 98.9 
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8. Personal property utilization and disposal—Continued 


PERFORMANCE AND COST 


1954 budget 1954 revised 

| y 
Unit Unit 

| , ou Units nt 
nits | cost Amount ni to Amount 

| : 

‘ ; | 

Exeess property actions 208, 500 $4.04 | $842, 250 150, 000 $3.23 | $484,4 

Seized, forfeited, ete 3. 000 1 AS 13. 750 ; On) { 48 | 550 
Equipment management (New York 7.8 | 8,397.00 65, 500 5 | 8,050. Of 2 90 
Share of service administration 28, 500 27,700 
Total 950, 000 557, 804 


Note.— Revisions italics 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


Excess property actions 

In the face of rising workload as reflected in declarations of excess property 
received through January 1953, it is proposed to hold this activity to the 1953 
level of costs notwithstanding a significant increase in backlog over that originally 
estimated for the end of 1954. It is also proposed to carefully consider possibilities 
of removing excess property not of the highest utilization potential from the 
systematized screening procedure. Comparison of the budget and revised esti- 
mates follows: 


1954 budget 1954 revised 
On hand beginning of year $89. 188. 000 gs ”~) 000 
Declarations during year 200, 000, 000 200, 000, 000 
lotal to be performed 269. 188. 000 229 500 000 
Actions performed 
Utilization transfers 62, 550, 000 nnn 000 
Released for disposal 79, 230, (OM 66. 00K 
Released for donation 66. 720. 000 100. 000 
Potal actions performed 208, 500, 000 150, 000. 000 
On hand end of year : 60. 688. 000 ' ”) 000 


Revisions italic 


The reduction in unit costs from $4.04 in the 1954 budget to $3.23 in the 
revised estimate reflects refinements introduced in the screening processes during 
1953. 

Seized, forfeited, and abandoned property actions 

Held to the 1953 cost level. 

Equipment management 

‘liminates provisions for the development of interagency equipment pools and 
holds costs to the 1953 level. 
Measurable economies 

As the result of the cutback in program, measurable economies resulting from 
reduction of new purchases through utilization of both excess and seized-forfeited 
property are estimated at $34.2 million as compared to $63.7 million in the 
budget. Payments to miscellaneous receipts are expected to decline from $7.9 
million to $6.2 million. 

Mr. Putiures. Mr. Mack, how much conflict do you have with 
Mr. Peyton’s agency on one section of this surplus property which 
we seize or forfeit and transfer to other agencies? How many people 
have you under your personal property utilization and disposal 
service? I understand you have 8 in the Department and 74 in the 
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field. At least that is what you are asking for. At the present time 
you have 17 in your office and 78 in the ‘field and those figures are 
probably decreased under the revised budget; is that right? 

Mr. Mack. In this revised budget there are 16.5 years of average 
employment in Washington and 82.4 in the field. 

Mr..Puitiips. You have increased the number in the field and are 
carrying practically the same as in your original request. What | 
am trying to find out is how much handling there is in this section of 
the Government’s work. 

Mr. Mack. On your first question, there is a clear line of demarca- 
tion between our activity and Mr. Peyton’s. His work has to do 
with real property. Ours has to do entirely with personal property. 

Mr. Painurps. Only, in each case? 

Mr. Mack. Yes, si 

Mr. Paivures. That is a very definite division. Is there any 
procedural improvement possible in the handling of this property 
that is now handled? How about Mr. Williams’ machine tools for 
his National Industrial Equipment Reserve? Does that conflict in 
any way with the material that you get? 

Mr. Mack. No, there are certain things that we are doing that we 
think will make it possible for us to handle this additional workload 
that we are talking about within the sums we have asked for, although 
the volume of excess cleared to us by the military has picked up 
rather substantially during the current year and there are indications 
that that increase will continue into next vear. We are undertaking 
to check on that type of property to find out what the degree of 
utilization is. In other words, are we getting property from the 
military that has very little utilization potential throughout the 
Federal Government? I think that will have a bearing on our oper- 
ating job. At least, that is the way we feel we can keep within the 
funds we have asked for. 

Mr. Puiuurps. It seems as though there is an area of possible 
economy. 

Mr. Mepury. The budget has been reduced by $392,200, to realize 
that economy. There is another important distinction. None of 
this property is in Mr. Mack’s custody or in our custody. 

Mr. Puiiures. Who handles it? 

Mr. Meptey. It stays with the declaring agency while the screening 
is being done to determine whether or not it has utilization value 
within the Government. And if it has no utilization within the 
Government, then the owning agency is instructed to dispose of it. 

Mr. Puiturpes. I though we had done away with that old war- 
assets idea. 

Mr. Forres. In that way we avoid the rather sizable transporta- 
tion cost of bringing it together into one spot. 

Mr. Puruures. Transportation, handling, and storing. 


Mr. Forses. Yes 


“é 


SALE OF “GOVERNMENT SURPLUS’? FURNITURE 

Mr. Anprews. Mr. Chairman, may I ask one question? I noticed 
in yesterday’s paper, I believe in the Star, that some company here in 
town was advertising $25,000 worth of Government surplus office 
furniture. Do you happen to know about that, and how they came 
to get that property, Mr. Mack? 
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Mr. Mack. No, 1 do not. Asa matter of fact, it might be well if 
we checked into that, because most of the office furniture, if it is 
usable as is, we apply to requisitions for new purchase. If it is 
repairable, we put it through our shops. 

Mr. AnpreEws. This listed desks, steel filing cabinets, stenographers’ 
chairs, typists’ chairs. 

Mr. Mack. In some of those cases that we have checked into we 
found that they may have had just a bare thread to hang onto for the 
advertisement. 

Vir. ANprREws. This advertised a huge stock. 

Mr. Puitures. Mr. Andrews, did the advertisement seem to imply 
that this was new material? 

Mr. Anprews. It said that it had been recently acquired. I shall 
send for a copy of the paper, so that we can look at it. 

Mr. Puiurres. While that is being done, Mr. Mack, do you want 
to say something about your furniture repair work? 

(The following was later supplied for the record.) 

Inquiry has been made, and it has been determined that the surplus property 
advertised as ‘““Government property”? was not Federal property. 

Mr. Mack. Yes, sir. For example, with reference to used desks, 
here is a picture of a used desk and here is another picture after it 
has been repaired. We can take desks and put them into shape for 
use, just as good as new and we apply those to requisitions for new 
purchases. Repairing costs us about $32 or $33 and if we had bought 
new desks they would run about $60. 

Mr. Puiturps. What else do you repair besides furniture? 

Mr. Mack. We repair typewriters and, in the furniture line, tables, 
chairs, and filing cabinets. 

Mr. Puiturps. I grouped those together as office furniture, but I 
did not include typewriters, which is a specialized type of work. 
What else do you have? 

Mr. Mack. Those are the principal types of furniture. 


JOINT CAR POOL OF ALL FEDERALLY OWNED AND OPERATED 
AUTOMOBILES 


Mr. Puinures. I wanted to ask about your policy on federally 
operated automobiles and motor vehicles of all kinds. Do you have 
a car pool now? 

Mr. Mack. We have a pool in GSA now. 

Mr. Puaituips. How long have you had it? 

Mr. Mack. It has been running about a year. 

Mr. Puiturs. Why could we not put the number of vehicles which 
we know are inoperative in various agencies together and decide that 
instead of purchasing new vehicles for these agencies we would suggest 
to you or to the Bureau of the Budget that we use all of the available 
vehicles without purchasing new ones? 

Mr. Mack. May I tell you first about what we are doing within 
GSA? 

Mr. Puiuurrs. Yes. 

Mr. Mack. We have initiated a pool operation within GSA, includ- 
ing trucks for the most part. Since this plan was initiated we have 
reduced the number of automobiles and station wagons from 36 to 
to 8 — 
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Mr. PuHILurps - You mean you reduced the number that were not in 
use in your agency? 

Mr. Mack. The number that we had in the agency. We made an 
overall re ao tion of 35 vehicles out of a total of 312 in region 3 alone. 
By pooling, despite the reduction in the overall number of vehicles, 
we have handled a 26-percent increase in workload. That is only 
within one region in GSA. 

Mr. Puruures. I think that is commendable. If we applied that to 
all of the agencies, why could we not have a central control of vehicles? 

Mr. Forres. Mr. Chairman, if I may interject at that point, Mr. 
Clarence Brown of Ohio introduced a bill in the House last year, which 
passed the House but did not go through the Senate, which would have 
done exactly what you are talking about, I think. It would have 
permitted GSA to establish interagency motor pools which would 
operate subst intially as our intra-agency motor pool operates, and 
permit the general supply fund to finance it; in other words, to charge 
for the service and get reimbursement to the general supply fund. 

Mr. Puivures. You are talking about a pool and I think that is good, 
and I would support such a bill. But what I really asked was a some- 
what simpler and more practical question; if the 30 agencies that come 
before us, and the number of agencies and departments that come 
before the other committees, desire a certain number of new auto- 
mobiles, why could we not get together in some way and thereby cut 
down on the number of new vehicles? 

Mr. Forses. That would be the result of such legislation as I 
mentioned. At the present time we do not have the authority to do 
that. 

Mr. Purturps. Aside from authority, how about your knowledge 
of the situation? Do you have any idea how many vehicles are avail- 
able under Government ownership today that are either not used at 
ill or are used only to such a small extent that they would better be 
transferred to som » agency which is asking for new vehicles? 

Mr. Forsers. I believe Mr. Hanson could answer that. 

Mr. Hanson. Any figure that I would quote without a lot of study 
would be nothing but a guess, sir, because some agencies obviously 
would have a higher percentage than others. But, as Mr. Forbes has 
said, if you could pool the use of vehicles you would develop a greater 
utilization and develop excesses that do not exist today because as of 
today one agency may have a valid need for a vehicle over here and 
another one over there and there is no way of using the one vehicle 
to supply both needs. 

Mr. Puituurres. That is correct. We would have to give you legis- 
lative suithority: But I am asking what seems to me to be a very 
simple question. Do you think there are enough vehicles available 
now in agencies that are not using them to their fullest value to supply 
any percentage of the demand for vehicles, new vehicles, by the same 
group of agencies? 

Mr. Hanson. We have found that in those areas where you can 
work out a plan like this, you can effect a reduction as high as 30 
percent in the number of vehicles being used. Not all vehicles are 
susceptible to this. That is only where you have areas of high density. 

Take another phase of your question, if | may. You might reassign 
some of them at this time, but obsolescence and bad condition would 
catch up with you and you would still have to replace a portion of the 
vehicles with new ones as you went along. But, if I understand your 
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question correctly, a large portion of them could be provided at this 
time without new purchases if we could pool the vehicles. 

Mr. Puruurrs. | will ask you one more question at this point. You 
would have to include, in order to get full coverage, military vehicles 
too, because they are probably the Is argest purchaser of ve shicles which 
do not get full-time use. 

Mr. Hanson. As it stands today, the civilian agencies have ap- 
proximately 100,000 commercial-type vehicles. In continental United 
States the military has perhaps twice as many. ‘There is a large area 
of operation within the civilian agencies alone, without bringing the 
Military into it at this time. Obviously, if you bring them in, you 
increase the area. 

Mr. Puiturps. Confine your answer to the Washington area and 
the immediate surrounding area. 

Mr. Hanson. In Washington, you could accomplish the same thing 
at a big saving without bringing the military into it. If you brought 
the military into it, you would increase the saving. 

Mr. Puiturs. Thank you, Mr. Hanson. 

Mr. Forses. I believe that at the present time there are 17 separate 
bus routes in the District of Columbia operated for the Government. 

Mr. Hanson. There are 17 bus routes and 18 shuttle operations, 
or a total of 35. 

Mr. Puruurps. Are you familiar enough with that operation to make 
a report right now, because buses are passing me every morning 
marked Navy, Public Health, and other agencies, with 2 or 3 people 
in them. I know a Navy bus passes me every morning. 

Mr. Hanson. Navy, Military District, Veterans’ Administration, 
and State Department are the principal ones. All the operations of 
any size operate shuttles of small buses or station w agons. 

Mr. Paiuures. Can you.give me a list? 

Mr. Hanson. I can have it supplied. 

Mr. Putuuies. Will you have it put in the record at this point? 

Mr. Hanson. Yes. 

The material requested follows:) 


Gove? riime nt ou ned or ope rated motor vel icle transports in Wash ington, dD. ( 








Shuttle 
Agency Bus routes nail 

Department of State é I 

Veterans’ Administration l 

Census Bureau (Department of Commerce 1 

Bureau of Standards (Department of Commerce) l 

Department of Labor l 

General Services Administration I 

Central Intelligence ency i l 

Atomic Energy Commission l 

Fed tigation 1 I 

Fede nistration l 

Geol l 

Sold s me 1 

St. Elizabeths Hospital 1 

National Institut i alth I 

District of Columbia ! l 

Department of De fense ! 7 7 

Federal Reserve System l 
Total : ‘ 17 18 


1 District of Columbia buses are used for the transport of persons to and from penal institutions and am 
bulatory 7 B patients from Gallinger to Glenn Dak 

2Includes Army Map Service; Fort Myers; Bolling Field; Naval Ordnance Laboratory; and Army 
Medical Ce nter, etc. 
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Mr. Puruurps. Is there a necessity for any of these agencies having 
buses large enough to carry over 30 passengers which have, maybe, 5 
people in them? Is there any reason why we should operate those 
when there is a public transportation system? 

Mr. Hanson. Two years ago I made a study of that. The buses 
are capable of carrying, on an average, 11 to 44 passengers, and in 
order to carry peakloads it is necessary to have those sizes. We tried 
to see if there was a way to use existing commercial transportation, 
but found it did not provide the necessary service. We do believe, 
however, that the existing Government transportation could be pooled 
and the utilization increased. 


ComMopItry SPECIFICATIONS 
OPERATING EXPENSES, FSS 


t. Commodity specifications 


Average employment 


Atnount 
Depart- 2 ib 
ment Field Potai 
1954 budget $610, 000 80.1 80. 1 
Revision — 242, 000 —18. 1 —18.1 
1954 revised 368, 000 62.0 62.0 
PERFORMANCE AND COST 
1954 budget 1954 revised 
; U ' Uni 
Units ay Amount Units /nit Amount 
cost cost 
Specifications promulgated 471 $626 | $294, 850 150 $626 | $93,900 
New conversions 129 416 53, 850 410 416 | 170, 610 
Standardization projects 40 2, 943 117, 700 30 2, 943 88, 290 
lire testing program 128, 000 
Share of Service Administration 15, 600 14, 200 
Pi ciatnigenet 610, 000 888. 000 


Note.—Revisions italics 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


Specifications promulgated 

By emphasizing the maximum conversion of interim specifications in lieu of 
promulgating new specifications, production can be maintained at almost the 
1953 rate at a reduction of $84,190 in costs as compared to the 1954 budget. The 
revised program provides for a total of 560 specifications as compared to 600 for 
1953 and for 1954 in the budget estimate. 


Standardization projects 


Limited expansion of coverage from 20 specific commodities in 1953 to 30 in 
1954, as compared to 40 proposed in the 1954 budget, a cutback of 50 percent. 
Tire testing 

The revised estimate eliminates provision for continuation of the tire-testing 
project. In view of the significant savings potential of the tire-testing program 
an effort will again be made to have prospective vendors finance the testing under 
authorities contained in section 109 (g) of Public Law 152, as amended. Failure 


on the part of vendors to comply will prevent realization of the significant 
economies contemplated. 


905 


Mr. Puiturps. Mr. Mack, you have been making up specifications 
for a million and a quarter items, which require 6 000 specifications for 
a variety of items. Through 1952 you managed to bring this up to 
2,933 specilications covering about 587,000 line items, or about one- 
half of the objective. You could cut that down, I believe, without 
serious damage, and I presume you expect to do it? 

Mr. Mack. Our revised budget does cut that back. 

Mr. Puruuies. Would you have any idea how much? 

Mr. Mack. It cuts back production from 600 specifications to 560 
and by emphasizing conversions of interim specifications reduces costs 
by $84,190. 

TIRE TESTING 


Mr. Puruures. Let me take uv something you and I talked about 
at length once before—tire testing. 

Mr. Mack. The $128,000 originally requested has been entirely 
eliminated from this budget. 

Mr. Paiiuies. Thank you. You are taking the words right out of 
our mouths. 

Mr. Mack. We are trying to work out an arrangement with in- 
dustry whereby the expense of tiretesting will be borne by the manu- 
facturers. 

Mr. Puiturps. Mr. Mack, do not let us give the impression we do 
not think tiretesting is a good thing, because I reeall from your previous 
testimony you have reduced the cost of tires through tiretesting, but 
last year we suggested it could be done by the Bureau of Standards or 
private industry, who would be glad to do that work for vou on the 
basis of the contracts you would give them. We have discovered 
over the years that there are a lot of industries who will spend money 
themselves if they find the Government will not spend it. 

Mr. Forses. We think we will be successful in getting the tire 
companies to make the tests for us 


STANDARDIZATION PROJECTS 


Mr. Mack. We started during this year a program which we think 
is pretty good, and it is directly related to specifications; it is called 
standardization. 

Mr. Puiuures. That is not a new word, Mr. Mack. 

Mr. Mack. The word is used pretty generally, but we use it here 
to mean the simplification and reduction of the number of twpes and 
sizes of items. On the general-purpose oflice desk, there were some- 
thing like 140 diferent sizes and finishes and woods, and so forth 
We have reduced that number to 12, and henceforth our purchases 
of that item will be limited to 12. 


Commopity CATALOGING 


Mr. Putuuirs. | was going to ask you about this commodity cata- 
loging. That is a section of your work? 

Mr. Mack. Yes, and it is related to specifications. 

Mr. Patuuips. Ten percent of your commodity purchases will be 
90 percent of the dollar value. Why do you not confine your efforts 
largely to the 10 percent? You would not be seriously behind when 
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you picked it up again, would you? Is not that an easy way to save 
money in the next fiscal year? 

Mr. Mack. It is a good way to direct our efforts. Conversely, 
90 percent of the transactions would be for 10 percent of the dollar 
value. Those are old figures. We have emphasized the small-purchase 
procedures. 

Mr. Puruurps. You have said that backward, have you not? 
Ninety percent of the dollar value is represented by 10 percent of 
the transactions. 

Mr. Mack. Yes; therefore 90 percent of the transactions would 
represent only 10 percent of the dollar value. 

Funds requested in budget for GSA provide for cataloging all items 
used in its supply operation or carried in its stores, representing the 
bulk of major items used by about 50 administrative-type agencies. 
Some progress was made last year, but we had to stop because we 
were not given funds for cataloging this year. 

Mr. Puitures. I do not think you will be seriously handicapped if 
you will keep it to the major items for a year. 


SuppLy ScHEDULE AND Excrss-PrRopERTY CLASSIFICATIONS 


OPERATING Expenses, FSS 


6. Supply schedule and excess-property inspection 


| Average employment 


Amount | 








| Depart- | Field | Total 
ee a er 7? — Oe ee aie | el 
1954 budget_.- ; shi ia $300, 000 7.5 | 36.8 44.3 
Revision : aa ; eal ; —132, 000 —-1.8| -165}] -183 
1954 revised _ . , ieccn neuen seks eee 168, 000 | 5.7 | mF 26.0 
PERFORMANCE AND COST 
1954 budget | 1954 revised 


Units Unit cost | Amount Units | Unit cost | Amount 


Inspections: | 
Facilities i . 2,958 | $16.74 $49, 527 | 946 $16.80 | $15,900 
Excess properties - - 16, 701 3.77 | 62,964) 10,471 | 8. 80 | 39,790 
Tests 4, 423 | 19.75 | 87, 349 | 1,749 | 19.75 | $4, 550 
Samples ; 10,960} 1.22 | 13, 400 | $, 492 | 1. 22 4, 260 
Coordination (man-years) a ‘ 6.9 | 8,009.00 | 55, 260 6.0 8, 222.00 41, 100 
Share of service administration bill |} 31,500 | | ‘ $2, 400 
I Ss costs peters Ls tee acetal 300, 00 | Ldbidenblabeckaca | 168, 000 





Nore.—Revisions in italics. 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


In general the proposed revision (1) defers the extension contemplated in the 
budget estimate of contractor’s facilities and preaward inspections to cover a 
greater percentage of Federal schedule contracts, and instead provides only for 
continuation of such work on a spot-inspection basis as in 1953, depending on the 
receiving agencies to reject deliveries not in accord with schedule contract specifica- 
tions, (2) reduces excess-property inspections in consonance with the reduced 
“Property utilization and disposal’? program discussed under that activity, 
(3) reduces tests and samples to the minimum number consistent with the cutback 
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in facilities and preaward inspections, and (4) eliminates the slight inc rease 
(1.9 man-years) requested in the 1954 budget for ‘Inspection coordination.’ 


I also do not think you will be seriously handicapped if you cut out 
some of your inspections. Do not a large percentage of your inspec- 
tions cover items that actually there is very little question about, that 
may be standard products ‘of a plant of long-established repute? 
Why do you have to go into a plant like that and inspect freque ntly? 
It seems to me you are making a lot of inspections of plants which are 
hardly justified. If they furnish you something that is not satis- 
factory they get no more contracts. You have to make some inspec- 
tions, but I do not believe you have to inspect the percentage of plants 
you are today. 

Mr. Mack. We have reduced the item of facilities inspections from 
$49,527 to $15,900, which is a considerable reduction. 

Mr. Puriuips. I think if you will hold it to the 1953 level you will 
be in no great difficulty. 

Mr. Forsrs. May | say something? 

Mr. Mack. Yes. 

Mr. Forses. On the Federal supply schedule contracts, if they 
are not inspected at the plant they never will be inspected. 

Mr. Puitires. What type of contracts are they? 

Mr. Forses. When those contracts are awarded our work is 
finished except for the inspection. 

Mr. Puiturps. There you have an exception. But we do feel you 
are spreading out a little bit on these things that perhaps were standard 
materials. 

Mr. Forses. We have cut that down from approximately 3,000 
proposed plant facilities inspections to 946. 

Mr. Puiuurps. That is getting it down to where it ought to be. 

Mr. Mepuery. It comes down to $168,000 as compared to $171,000 
in 1953 and $300,000 originally requested for 1954. 

Mr. Puiuuips. That is what we consider a moderate reduction. 

Mr. Mack, why should you pay for samples? Why should not 
anybody who wants to do business with the Government send you a 
sample without your having to pay for it? 

Mr. Snyper. We do not pay for the samples. They are sent in 
for examination. 

Mr. Paituies. You have an item in your budget for samples. 

Mr. Meptey. It has been reduced to $4,200. 

Mr. Puituirs. I do not see why we should pay for samples a vendor 
sends in. ‘ 

Mr. Meptey. They send the samples free. This is for testing them. 
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TraFFic MANAGEMENT 
OPERATING Expenses, FSS 


Traffic management 


Average employment 


Amount 
Depart- 


rient Field otal 


$500, 000 
127, 800 


372, 200 
PERFORMANCE AND COST 


1954 budget 1944 revise 


Uunit 


A mount nnst 


Amonnt 


Service items 786, 47 $0. 38 $208, 860 y. 951 $0. 41 
Management items n 7 6, 731. 00 114, 434 5 | 8,300.00 
Rate negotiation d¢ 13. 5, 708. 00 74, 206 5, 918. 00 


Share of s¢ ice administratio 12, 500 


500, 000 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 

rhe proposed revision (1) defers the expansion in the 1954 budget to strengthen 
the small traffic staffs established in the 10 regional offices to furnish service in 
the areas where shipping originates, thus reducing coverage of service items from 
71.5 percent of the Government’s annual civilian agency freight bill of $400 
million to 38.9 percent, and (2) maintains a high incidence of savings by shifting 
2 man-years from management to rate negotiations wherein operations will be 
directed toward selected areas with significant savings potentials. 

Savings of $4.3 million are anticipated under the revised program as compared 
to $5.7 million contemplated in the 1954 budget, or as compared to a potential 
of $6.3 million which might have been possible under the 1954 budget amount 
by redirecting emphasis toward rate negotiations 

Mr. Puitires. Do you want to say anything more about Traffic 
management, Mr. Mack? 

Mr. Mack. I would like to make this point, that we have two types 
of work in traflic management. One is to maintain a central file of 
freight tariffs in order that we can quote rates. The other has to do 
with the negotiation of rates with carriers where we think that a 
lower rate is in order 

Mr. Patties. When you talk about the savings you have made in 
this tariff coordination, are you talking about better directions from 
the Government as to how these things shall be shipped, or that you 
have talked the carriers into better rates? 

Mr. Mack. The savings I speak of, which are in exeess of $2 million 
are reductions in the cost of transportation. 

Mr. Parties. We handle it better and we save $2 million? 

Mr. Mack. Many of these reductions through negotiation with 
carriers have to do with stockpile movements. Substantial quanti- 
ties of minerals or ores, for instance, are shipped to locations not 
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normal points of transportation movement. We go to the carriers 
and say on the basis of the volume of the movement we think we are 
entitled to comparable rates between the normal points of movement, 
and in those instances there are savings in excess of $2 million. 

Mr. Mack. You might be interested in glancing at that listing of 
freight-rate negotiations. The agency is shown at the left and the 
amount at the right. The commodity is also listed. 

Mr. Puiuurrs. I think that is interesting enough to suggest that I 
look at it outside of this hearing, if I may. 


STUDY OF USE OF GOVERNMENT PASSENGER VEHICLES 


Mr. Larson told us once that you were making a study of the use 
of Government vehicles by Government employees. Did you ever 
hear anything about that? 

Mr. Mack. That was in legislation, I believe. 

Mr. Forses. In the Brown bill it was proposed that it be a duty 
of GSA to report any detected unauthorized use of cars. 

Mr. Puiuturpes. Did you ever make a study of it? 

Mr. Forses. We also have authority to require that official cars 
be labeled “U. S. Government,” with a seal, and ‘For Official Use 
Only.” 

Mr. Puiuuips. Are they all labeled that way? 

Mr. Fores. Fractically all. What are the exceptions? 

Mr. Hanson. We have about 90 percent compliance with the iden- 
tification law. As to unlawful use by private individuals, while there 
may be some, it is very, very litile. I have traveled throughout the 
country pretty much the last few vears, and I can say there is very 
very little unlawful use by private individuals. 

Mr. Puiuips. Section 77 of the code requires all vehicles used in 
the District of Columbia for official business to be conspicuously 
identified, and section 78 (c) requires the suspension of an employee 
who uses such vehicle for other than official business, and that specif- 
ically prohibits transportation from work to home. 

I recall Mr. Larson said once your agency was making a study of 
that. 

Mr. Hanson. The marking or identification of cars has been done, 
but we have not made a study of the other. 

Mr. Forses. The Cabinet officers are exempted from that. 

Mr. Hanson. Those under 5 United States Code 1 are exempted, 
but no other cars, except those used for undercover work, are exempted 
There probably are some cars not yet identified, but there has been an 
honest effort to identify them. 

Mr. Puiturps. Mr. Cotton says it would be a good idea to paint 
them all a bright vellow. 

Mr. Corron. I did not make that suggestion. I read in the paper 
that some official made that suggestion, seriously, that they all be 
painted a bright orange. 

Mr. Hanson. That was suggested in the Senate a year ago. 

I might say we have had considerable difficulty with getting decals 
to stay on vehicles that operate in many climates. We have worked 
with the Government Printing Office and the Bureau of Standards 
people in trying to devise a specification for a decal that would stay on. 


30608—53—pt 
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EXPENSES, GENERAL SuppLy FUND 


Mr. Puitures. We will take up now ‘Expenses, General Supply 
Fund.” Please insert, at this point, the revised budget and justifica- 
tions in the record. 

(The matter referred to is as follows:) 


EXPENSES, GENERAL SuPPLY FunpD 
Average employment 


Amount 


Depart- | > Tate 
sean | Field Total 


1954 budget... $17, 500, 000 207.6 2, 637. 1 2, 844. 
Revision- —3, 000, 000 —17.2 —372.3 


1954, revised___- ‘ ain 14, 500, 000 190. 4 2, 264.8 2, 455. 


GENERAL STATEMENT 

The revised sales programs for 1954, which bring about a 17.1 percent reduction 
in the Budget estimate for expenses of operations, recognize (1) that increased 
use of GSA supply facilities by the military will probably proceed at a lower rate 
than estimated last fall because of unavoidable administrative delays occasioned 
by the necessity for cross-indexing and identifying military supply items with 
GSA items, developing firm procedural arrangements with the several military 
services, and providing for the orderly disposition of existing stocks in the hands 
of the military where the responsibility for the supply of particular items is being 
assumed by GSA; and (2) that due to the size of many orders anticipated from the 
military for normal stores stock items, economies can be achieved by making 
deliveries directly from suppliers rather than through the stores depots, thus 
reducing handling costs. In view of the difficulty of developing an accurate 
estimate of the magnitude of the overall program prior to completion of the 
cross-indexing and identification of items, it is proposed to hold the program to 
a minimum level consistent with the volume of business now being handled by 
GSA, with the understanding that a supplemental estimate will be submitted if 
and when it becomes apparent that the volume of business will increase beyond 
that which can be handled under this revised estimate. Comparison of the 
original and revised sales programs follow: 


Reductions due| Shift of sales | 


1954 budget to rescheduling | from stores to 1954 revised 
of military direct delivery | 


$111, 700, 000 — $28, 850, 000 —$11, 850, 000 | $71, 000, 000 
t delivery sales 103, 300, 000 -- 16, 150, 000 +11, 850, 000 99, 000, 000 


Total sales___ 215. 000, 000 —45, 000, 000 0 | 170, 000, 000 


The revised sales program of $170 million includes sales of $60.5 million to 
military agencies in lieu of $105.5 million in the 1954 budget. . Based on a general 
estimate it is believed that this represents less than 25 percent of the potential 
common-use civilian-type supply requirements of the military. Programing at a 
lesser level would seriously jeopardize GSA’s ability to continue even the minimum 
rate of sales now being handled for the military and would practically nullify 
implementation of the agreement reached on November 28, 1952, by the Secretary 
of Defense, the Director, Bureau of the Budget, and the Administrator of General 
Services for the orderly and progressive assumption by GSA of supply respon- 
sibility for common-use supplies required by the military. 

Total costs of operation, including rents, are held to approximately the level of 
the program set forth in the 1953 columns of the 1954 budget, which are computed 
at 8.5 percent of sales. 

Reduction in the scope of purchasing required to support the adjusted sales 
program will obviously reduce the amount of savings accruing from volume price 
advantages. Revised estimates of savings total $25.7 million as compared to $37 
million in the 1954 budget. 

tevisions in the estimate reflecting the effect of the reduced volume of business 
on each activity follow: 
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Analysis by activities 


1. Direct-order purchasing 

2. Stores operations 

3. Direct-order inspection 

4. Space and related costs 
Equipment maintenance 

6. Administrative operations 


Total 


Drrect OrpER PURCHASING 


Mr. Puruures. | quote from your justification: 


General Supply Fund: Commodities are procured for replenishment of stor 
stocks and for direct delivery to agencies on a decentralized basis to increase 
participation of local and small-business firms, to reduce transportation costs, 
and to expedite deliveries. 

I know that applies to gasoline. Does it apply to anything in large 
quantities that is stored? 

Mr. Mack. It applies to stores items. 

Mr. Paituips. Would you say as high as 8,000 items? 

Mr. Mack. Eight thousand to ten thousand stores items. 

Mr. Puruures. Does that seem to you high? 

Mr. Mack. No; because that covers the day-to-day needs of office 
supplies and a wide range of items that most of the agencies use. 
We do buy through consolidated purchases, automotive vehicles, 
for instance, bimonthly. 

Mr. Puruures. You do not stock those? 

Mr. Mack. No. 

Mr. Puiurs. I am talking about stocking items. My next 
question is, What authority has a regional director to purchase 
material without referring the order back to you? Has he a limit 
on value, or a limit on the kind of material? 

Mr. Mack. He has a limit on the type of transaction. 

Mr. Paruuips. And the money value too? 

Mr. Mack. There are two controls. One is as to certain stores 
items that can best be bought through consolidation of the several 
regional activities. Only one region would buy those. And secondly, 
any transactions requiring special consideration that call for central 
office review, would come to us. 

Mr. S. A. Snyper. In the first instance, there is a dollar value 
control as to what he may purchase. 

Mr. Paruuirps. Of each item or the total purchase? 

Mr. 8S. A. Snyper. Total inventory. There is a control placed 
upon him that certain items must be purchased locally. He deter- 
mines his requirements on a 30-, 60-, or 90-day cycle, and makes known 
his requirements to the central purchasing office. 
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SPACE AND RELATED Costs 
EXPENSES, GENERAL Suppty FunpD 


1. Space and related costs 
Average employment 


Depart- | Field 
ment 


$3, 840, 000 None None None 
1, 031, 000 None None None 


2. 809, 000 None Nome None 


PERFORMANCE AND COST 
1954 budget 


Space rental and utilities $3, 415, 000 
Moving, janitorial, guard v1 and oth st 325, 000 
Alterations, repairs, and impr nts 100, 000 


$840, 000 


in italics 
HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


Space rental and utwlittes.—The rescheduling of sales to the military has caused 
a critical analysis of warehouse space requirements to provide minimum adequacy 
for the adjusted inventory level now estimated at $29.5 million as of June 30, 
1954 As the result of this analysis commitments have been reduced by sub- 
leasing excess space and by eliminating certain proposed expansions. Reconcili- 
ation of space requirements stated in the 1954 budget with the revised progran 


follow Ss: 


Reductior 


1954 budget 
Curtailment 


l i , 
Subleasing in expansion 


Total squars t 5, 500, O00 57 379, 067 4 Fae 


Government-owned 1, 424, 000 34, 662 1, 389, 338 
Leased 4 076, 000 344, 405 4, 160, 193 


Space subleased is subject to recapture on comparatively short notice if later 
required to meet expanding stores sales to the military. 

Moving, janitorial, guard service, and other costs Reductions consonant with 
reduced space occupancy 

Alterations, repairs, and improvements.— Modification in space tentatively 
planned under the 1954 budget have been deferred, and the entire amount orig 


inally requested has been eliminated. 

Mr. Partuurpes. For all this material you have to provide warchouse 
space. You estimated that in 1954 you would need approximately 
$1 million more than in 1953 for space. I take it for granted that with 
reductions in employment in the Government, and reductions in your 
budget, that you would change that figure. 

Mr. Mack. It has been reduced a little over $1 million. 

Mr. Puiturps. What is it for 1954? 

Mr. Mep.ey. $2,809,000 
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Mr. Puitirps. Cannot you get along with what you have? 

Mr. Mack, At the regional locations, the space is needed to handle 
the increasing military business. 

Mr. Putuuies. If you were increasing the warehouse space on thi 
basis of an increase in the amount of material, which is not a fair 
comparison, you would only require one-half of what you are asking 
for. 

Mr. S. A. Snyper. The warehouse space was originally predicated 
on a program that did not develop as rapidly as anticipated, but the 
space has now been reduced by a very substantial amount. The 1954 
budget as submitted provided for 5,500,000 square feet. There will 
be a subleasing of 571,402 square feet. 

Mr. Puiuures. Subleased by you to someone else? 

Mr. S. A. Snyper. By PBS of GSA to other establishments. The 
curtailment in the requirement for expansion amounts to 379,067 
square feet. So we have reduced the 5,500,000 square feet to 4,549,531 
square feet, a reduction of almost 1 million square feet. 

Mr. Puiuurps. But vou are still high on comparable percentages of 
amount of material you are buying and the space to put it in, which, 
as I say, is not a fair comparison, but you might look into it. 


ADMINISTRATIVE OPERATIONS, GENERAL SuppLty FuNpb 


Administrative operations: You have accounting, auditing, budget 
making, financial reporting, personnel, organization and methods, 
office services, legal, business service centers, and compliance. 

You had estimated for the current year, 1953, at $2,904,150, and for 
1954 you were asking for an increase of $395,850. What is the 
revision? 

Mr. Mepuey. The revision is $3,025,000, from the budget estimate 
of $3,300,000. 

Mr. Puituies. How many new employees are involved in that, 
Mr. Medley? 

Mr. Meprey. The employment would stay at approximately the 
same level in 1954 as it was in 1953. However, there is an item 

Mr. Putiuirs. Why not put this revised statement in the record? 

(The information follows: ) 


EXPENSES, GENERAL SuPPLY FUND 


6. Administrative operations 


Average employment 


Amount 


Depart- : To 
ment Field Total 


1954 budget $3, 300, 000 113.2 ARR. 5 701.7 
Revision 275, 000 8.7 57 


1954 revised _. 3, 025, 000 : 643 
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6. Administrative operations—Continued 
PERFORMANCE AND COST 


1954 budget | 1953 Revised 


‘% le 1 | " vi . - 
Man-years Potal = an-vears Total esti 
, . mate 


$2. 158, 000 
667, 000 
124,000 

11,000 
70, 000 


8, 025, 000 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 
The revised estimate is an increase of 4.2 percent over the 1953 amount set 
forth in the 1954 budget schedules, although on a comparable basis it would be a 
decrease of 7.1 percent as the revised estimate for 1954 includes $324,000 for 
mechanized stock control which was included in the schedules as a manual opera- 
tion in the stores operations activity for 1953. In the face of this comparable 
decrease of 7.1 percent the revised sales program which must be served increases 


3.¢ percent. 


Mr. Puiturrs. You have broken it down into the five subdivisions 
of the personnel for the agency we are talking about. The original 
request was 701.7 and the revision is 643.8. 

Mr. Mepuey. That is right. 

Mr. Puiuuips. Which is how many new people? 

Mr. Mep.ey. No new people, but there is an item of $324,000 for 
mechanizing our stock-control operations. 


USE OF PUNCHCARD MACHINES 


™ Mr. Puruures. That raises another question, Mr. Medley. Do you 
have any idea how many of these various puncheard machines are 
now in use in the Government? 

Mr. Meptey. No. 

Mr. Puruurrs. I suppose the agency to look into that is GAO? 

Mr. Mep.tey. Yes. 

Mr. Puruuirs. I feel the same toward that as I do toward automo- 
biles. I see punch machines idle, and you cannot afford to let them 
sit around idle. We have better use for punch machines in agencies 
that want them. 


EMPLOYEES IN THE BUDGET DIVISION 


How many people are on your payroll that have to do with budget- 
making? 

Mr. Mepuey. I believe I furnished that information to the com- 
mittee staff, although it applied to all programs of GSA, not just to 
the general supply fund. 

Mr. Puiuurps. Pages'316 and 317 of the justifications give it, and 
we will simply put them in the record. 

(The information follows:) 
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GENERAL SERVICES ADMINISTATION 


Data requested by House Appropriations Committee on positions in budg 
administration by grade, salary, and title, GS-9 and above, for central offic: [ 
service, and field by regions, as of Nove mber 1952 


A. CENTRAL OFFICE 


1. Budget administration applying to all funds and activities of GSA: 
(a) Office of Director, Sudget Division: 

GS-15, Director, Budget Division 

GS , budget analyst 

GS 

GS 


(b) Central operations, coritrols, and standards: 
Budget formulation and execution: 
1 GS-14, branch chief 
2 GS-12, budget analysts 
2 GS-11, budget analysts_____ 


2 GS-9, budget analysts 
1 GS-7 
3 GS-5 
1 GS-4 
2 GS-3 


Total (14)_ 


Work measurement standards, agency-wide: 
1 GS-13, budget analyst 
1 G8 


Total (3) 


Budget procedures, manuals, and forms: 
1 GS-12, budget analyst 
1 GS-11, budget analyst 
1 GS-3 
Total (3 i sibtanaca Inns 
Subtotal (20), central operations, controls, and 
standards 


2. Operations within specific program areas: 
(a) Public buildings programs: 
1 GS-14, branch chief 
, budget analys 


, budget analy af oath 


Total (8) 


(b) Federal supply programs: 
branch chief_ 


S14, 
3, budget analy st 
2 
h 


1S 
, budget analyst 
budget ans aly st_ 


l 
] 
S-1 
15-1 
5 
4. 


Total (7) 
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A. CENTRAL OFFICE—continued 


2. Operations within specific program areas—Continued 
National archives and records programs: 
1 GS-13, branch chief 
1 GS-9, budget analyst 
1 GS-5 


Total (3 


d) Kmergency procurement programs: 
: 3, branch chief 
budget analyst 


Administrative operations: 
1 GS-13, branch chief 
1 GS-12, budget analyst 
2 GS-9, budget analysts 
1 GS-7 
1 GS-5 
( 


is—4 


Total (8 

Subtotal (30), Operations within specific program 
areas 

Total (54), central Office 


B. FIELD OFFICES 


Detailed Operations for assigned portions of all programs: 
tegion 1, Boston, Mass.: 
S-11, budget analyst 


2, New York, ie as 
13, budget analyst 
9, budget analyst 


tegion 3, Washington, D. C 
1S—13, budget analyst - 
2, budget analysts (1 at 50 percent) 
1, budget analysts . 


is—9, budget analyst 


1 
1 
I 


Total (8 
Region 4, Atlanta, Ga.: 
1 GS-12, budget analyst (at 60 percent) 
1 GS-11, budget analyst 
1 GS-5 
1 GS—4 (at 40 percent 


Total (4 


$8, 360 
5, 185 
3, 785 


17, 330 


9, 360 


615 
030 


8 
, 185 
, 205 
3, 655 


405 


8, 360 
0, 860 

, 880 
5, 060 
3, 410 
3, 190 


760 
4, 224 
), 940 
3, 785 
462 


16, 411 
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B. FIELD OFFICES—continued 


Detailed Operations for assigned portions of all programs—Continued 
Region 5, Chicago, IIl.: 
1 GS-13, budget analyst , 960 
1 GS-11, budget analyst », 140 
1 GS-5 3,910 
1 GS-3 3, 430 


Total (4) 22, 440 
‘gion 6, Kansas City, Mo.: 

1 GS-13, budget analyst 360 

1 GS-11, budget analyst 5, 940 

1 GS-5 : ‘ ‘ roe : 3, 410 


Total (3) , ‘ 710 
gion 7, Dallas, Tex.: 
GS-11, budget analyst ‘ », 940 


1 
1 ¢ 
1 ¢ 


is) : a TRS 
1S—3 cadahetens ; 3, 270 


Total (3) _- : 3, 995 
8, Denver, Col.: 

S-12, budget analyst 040 
5-9, budget analyst 5, 060 


»P1O! 
i 


1 
1 ¢ 
1G 
1 ¢ 


13-6... .- 3, 660 

Total (3) 5, 760 
gion 9, San Francisco, Calif.: 

13, budget analyst 560 

11, budget analyst : ; 340 

-5 a ba adi ; , 160 

} eS 3, 415 


2,475 
tegion 10, Seattle, Wash.: 
1 GS-12, budget analyst__ : , 240 
1 GS-10 
1 GS 


, budget analyst 5, 875 
9 


1 o 3, 350 


Total (3 , 465 
Total (39) field offices 576 
Grand total (93) Budget administration for all GSA programs 606 


This total will be reduced to 83 in the revised 1954 Budget estimates. 
SALES TO THE MILITARY SERVICES 


Mr. Mack. Mr. Chairman, may I make one further comment? 

Mr. Puituips. Yes, Mr. Mack. 

Mr. Mack. On the matter of military-stores business, the dollar 
value is expected to increase from $22 million to $38 million in 1954. 

Mr. Puruurps. In the previous testimony, I spoke of it as percent- 
ages, 22 percent to 38 percent, and instead it should be in dollar value, 
as Mr. Mack has said. 


ADMINISTRATIVE OPERATIONS, GENERAL SERVICES ADMINISTRATION 
Let us take up next the appropriation, ‘Administrative operations.’ 


We will insert the revised budget in the record at this point. 
(The information follows;) 
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Administrative operations 


Average employment 


Amount | 


Depart- i _e 
arent Field Total 


1954 budget $5, 300, 000 353. 9 549. 3 903. 1 


Revision - -1, 100, 000 - 7. 5 —196. 7 


1954 revised _. , 200, 000 25 706. 4 


PERFORMANCE AND COST 


1954 budget | Revision 1954 revised 


j 
Man- | 


years 


4 mount as | Amount 


Amount 


$390, 000 - i $36, 000 | 9.0 | $354, 000 


5, 000 —77.3 000 | 408.! 2, 180, 000 
700, 000 000 | ? | 1, 262,000 
450, O00 | 7.5 000 40. £ 800, 000 
140, 090 — 6, 000 80, 000 

45, 000 : —21, 000 | 8. ( 24,000 


5, 300, 000 06. 7 000 | 706. 4 , 200, 000 
Revisions in italics. 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


The revised estimate of $4,200,000 reflects an increase of only $59,250 over 
the 1953 appropriation. The change from 1953 is actually a net decrease in 
expense in GSA, as 65 employees who have been performing functions normal 
to this appropriation, but who have been paid at the rate of $260,000 per year 
from other funds of GSA, have been included here in the budget estimate for 
1954. 

The reduction below the budget estimate for this appropriation is much greater 
proportionally than the reduction in program operations which it must serve as 
shown in the following table: 


Revision 
1954 budget |——-— . ———| 1954 revised 
Amount Percent 
Four ‘‘Operating expense” items $136, 325, 000/—$12, 865, 000 9.4 $123, 460, 000 
Other funds for which administrative operations | | 
are not otherwise provided 10, 480, 700 +2, 822, 400 +26. 9 13, 303, 100 


Total to be served by “‘Administrative oper- 
itions”’ appropriation 146, 805, 700 | —10, 042, 600 6.8 | 136, 763, 100 
‘‘Administrative operations” 5, 300, 000 1, 100, 000 20.8 | 4, 200, 000 
Ratio of ‘Administrative operations” to total funds | 
1dministered .-- percent WO Tics ede 3.1 


Mr. Puriurps. You had asked for $5,300,000 for 1954, compared 
to $4,140,750 estimated for 1953. In your revision what is the grand 
total? 

Mr. Mep.ey. $4,200,000. 

Mr. Pururps. An increase of $60,000 for this year? 

Mr. Meptey. Yes. 

Mr. Forrers. These services are largely essential to support the 
scope of the programs under the three operating services. 

Mr. Putures. Does that grand total not include your field services? 
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Mr. Forses. Yes. 
Mr. Puiturps. I am having a little difficulty in reconciling the 
number of people you have in your 10 regional offices. 


LEGAL SERVICES 


Administrative operations—4. Legal services 
Average employment 


Amount 
Depart- 


ment Field Total 


1954 budget . $ $450, 000 
Revision 150, 000 


1954 revised. aoe 300, 000 
PERFORMANCE AND COST 


1954 budget 


| an. | Torn. 
Man Amount N Aiea Amount 


years ye 


(a) General counsel cee $45, 800 $1, 800 
(6) Administration and utilities ) 71, 200 5 35, 900 | 
(c) Claims and litigation 75, 800 17, 100 
(d) Legislation and liaison , 300 12, 000 
(e) Personal property 5 3, 900 5 20, 900 
(f) Real property 5.5 19, 000 5 62, 300 


Total estimate... .. binned t 58.0 | 450, 000 7.5 150, 000 
Note.— Revisions in italics. 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


The revision represents a rollback below 1953 obligations to a minimum of 
legal services at the staff and directive level. The increase of 2.5 man-years 
over 1953 reflects the net result of reductions in upper grades and increases in 
lower grades at a lower total cost through better utilization of personnel and 
increased efficiency. Further reductions would have harmful effects on operating 
programs due to inadequate legal support. 


Why do you have all the legal services in the regional offices that 
you now have? 
pe Mr. Mepuey. Mr. Chairman, the only legal people we have in 
most regional offices are 1 counsel and 1 secretary. In region 3, which 
is Washington, and in New York and Chicago and possibly San Fran- 
cisco, we have slightly more than that. 
P Mr. Puiurrs. “Slightly more’’ is not specific. How many more 
s “slightly more’’? 
‘ Mr. Forses. Mr. Elliott, our General Counsel, can answer that. 
Mr. Exxiorr. Region 3 in Washington is the largest region. As 
you will recall, in Mr. Mack’s testimony it was brought out a lot of 
these nationwide contracts are executed in Washington. We have 
5 attorneys and 3 girls. That is being cut down for next year. 
Mr. Puiuurrs. Mr. Jonas wants to know how much you are cutting 
it down to in region 3. 





920 


Mr. Exuiorr. In region 3 we are cutting that down one attorney. 
There will be four attorneys. 

Mr. Puiiities. How many do you have in the central office, in 
addition to region 3? 

Mr. Mepirey. We have 64 in the central office and 42 in all regional 
offices 

Mr. Exxiorr. Those are both attorneys and clerical. 

Mr. Yares. I think we should have a breakdown of how many are 
lawyers and how many are clerks. 

Mr. Exurorr. About half are lawyers. 

Mr. Patties. Do you need 50 lawyers? 

Mr. Mepuey. I would say ves, when you consider the business of 
the Public Buildings Service, and all the real-estate transactions, and 
all the contracts and leases that are entered into; and when you con- 
sider the contracting work in the Federal Supply Service and the 
stockpiling program; there is quite a bit of legal work, Mr. Chairman. 

Mr. Corron. What is this work? They draw or review contracts 
and do they do title searching? 

Mr. Exuiorr. A certain amount is title work, but that is diminish- 
ing because the land acquisition program has been diminishing. 

Mr. Corron. They really do not have much to do with passing 
title? 

Mr. Exuiorr. Yes, sir; they do 

Mr. Corron. What do they do? 

Mr. Jonas. They would not do that, anyway, they just review 
abstracts. 

Mr. Exuiorr. Our regional counsel do a considerable amount of 
this work in conjunction with the United States attorney. The final 
title must be passed upon by the Attorney General. Generally we 
do not buy abstracts from title companies. 

Mr. Jonas. When you are buying property from an individual 
private concern, do you not require him to furnish you with an 
abstract? 

Mr. Extuiorr. Yes, sir, and that has to be reviewed, and in the 
process of reviewing the abstract we will find numerous exceptions 
taken by the title company or by the abstracting attorney. In our 
land-acquisition program we found about two-thirds of the cases end 
up ultimately in condemnation, not so much because we cannot agree 
on prices, but because of various encumbrances of the title. Our 
lawvers do a lot of work in clearing titles. 

Mr. Jonas. Doesn’t the United States attorney’s office do that? 

Mr. Exirorr. He does the trial work, but we are expected to prepare 
the cases for trial and sometimes to participate in the actual trial. 

Mr. Yarrs. Do you do any trial work? 

Mr. Extiorr. We represent all Government agencies before Federal 
and State transportation and utility commissions in connection with 
utility and transportation matters. Our act contains a_ specific 
provision directing the Administrator to make such appearances. 

Mr. Jonas. I would suggest they should be able to get along with 
1 attorney in each regional office and 1 in the central office; that would 
be 11. 

Mr. Extxrorr. In one case alone there was involved a complicated 
aluminum expansion contract and a guaranty by the Government of 
a capital loan. The recent figure I got for the private attorneys paid 
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in connection with that transaction was in excess of $305,000. This is 
not for the Government attorneys. Our costs were mavbe $15,000 
or $20,000. 

WORKLOAD OF LEGAL STAFF 


Mr. Corron. You have commented on some work you had to do in 
connection with real-estate transactions, but vou have told us that 
work was decreasing. What is the one biggest activity of your legal 
staff? 

Mr. Exurorr. I would say at the present time the biggest single 
activity is contracts, (1) strategic and critical materials contracts, 
including expansion contracts under the Defense Production Act; (2 
various supply contracts, nation-wide schedule contracts; and (3 
real-estate contracts for sales and so forth. 

Mr. Corron. What is the next biggest activity of your legal staff? 

Mr. Exuuiort. The next biggest activity in terms of volume—By 
the way, in contracts I should include construction contracts. 

Mr. Corron. First is contracts? 

Mr. Exurorr. Yes. 

Mr. Corron. Second is what? 

Mr. Exuiorr. A combination of claims and litigation; claims by the 
Government and claims against the Government. 

Mr. Corron. With respect to what? 

Mr. Exxiorr. Claims that the Government still has against people 
in connection with lease purchase transactions by the Federal Supply 
Service and by General Services Administration; and claims in con- 
nection with war assets disposals. 

Mr. Corron. These are long-standing claims, most of them? 

Mr. Extuiorr. Yes, a good many of them are. However, a sub- 
stantial number result from current operations. 

Mr. Corron. How long are they going on? How fast are you 
getting rid of them? 

Mr. Exuiorr. We are getting rid of them as fast as we can at the 
rate of 50 each month. There have been two problems in getting 
rid of them. One is the matter of locating records of transactions 
from which the old ones arose. The other problem is the crowded 
calendars of the courts which delays the trial of many cases. 

Mr. Corron. Can vou furnish for the record at this point how many 
such claims were outstanding at the start of fiscal 1952, how many at 
the start of fiscal 1953, and how many you have now? 

Mr. Extuiorr. Yes. There were 335 on hand at the start of fiscal 
1952; 721 at the start of fiscal 1953, and we have approximately 1,000 
on hand at the present time. 

Mr. Corron. You have talked about contracts, claims, and 
litigation. What is the next biggest activity of your legal staff? 

Mr. Exuiorr. The next biggest activity, | would say, at the im- 
mediate moment, is the preparation and review as to legal aspects 
of various and sundry regulations. One example is the new 5-percenter 
regulation put out last December and applicable to all Government 
agencies. That will affect everybody doing business with the Govern- 
ment in the matter of exerting improper influences. 

Mr. Corron. Who put that out? 

Mr. Extuiorr. General Services Administration. 

Mr. Corron. Your legal staff worked that up? 
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Mr. Exuiorr. Primarily. 

Mr. Corron. What is that, an explanation of the law? 

Mr. Exuiorr. No, it is a regulation governing the payment of 
contingent and other fees by contractors with all Government agencies. 
We have the authority and responsibility under our act to issue 
regulations governing that sort of conduct. It required extensive 
conferences with the attorneys and operating people of many Govern- 
ment agencies and with business organizations. 

Mr. Corron. What is the next biggest activity of your legal staff? 

Mr. Exuiorr. Related activities of that kind. Another example 
I might give which I think is very important, Mr. Mack and Mr. 
Forbes have a program for standardization. They wish to use on the 
industry advisory committees, representatives of trade associations 
and technical societies. The Antitrust Division of Justice has taken 
a stand in opposition to that. We are trying to convince Justice that 
it will result in saving money and will not tend to violate the antitrust 
laws. 

Mr. Corron. Give us the other categories. 

Mr. Exutiorr. We have deeds; reformation of deeds; mortgages in 
connection with surplus property disposals, real property disposals. 

Mr. Yates. Do you have anything to do with wills and estates? 

Mr. Exuiorr. No. 

Mr. Yates. Do you have anything to do with leases? 

Mr. Exxiorr. Yes, thousands of them governing the space leased 
by the Government all over the country. 

Mr. Yarss. I thought that came in the category of contracts, 

Mr. Mepuey. Leases in connection with surplus property. 

Mr, Corron. You are referring now to contracts? 

Mr. Extrorr. Yes. Disposal contracts with special complicated 
terms. GSA handles out-leasing as well as in-leasing, but the former 
is much more complicated from a legal aspect. 

Mr. Corron. Is that handled by the central office or by your 
regional offices? 

‘Mr. Ex.uiorr. The strategic and critical materials. contracts are 
handled in the central office because operations are in the central office. 
A lot of our legal work on sur plus real property disposal i is handled in 
the central office, because operations are handled in the central office. 
A lot of our construction contracts are handled in the central office for 
the same reason. Our supply and minor construction contracts and 
our leases are handled in the regional offices because operations are in 
those “Ga es. 

Mr. Corron. When the general counsel in one of the regional offices 
passes on a contract or a lease or reviews a claim for litigation, does 
that end it as far as the legal question is concerned, or is it sent to the 
central office for review? 

Mr. Exuiorr. It ends it as far as the legal questions are concerned, 
unless it involves the interpretation of basic legislation that is likely 
to affect many other cases, in which case it comes in here so that we 
may have the same ruling in San Francisco, New York, or Boston. 

Mr. Corron. Do you have an idea of the percentage of legal work 
involved in activities in the same work, by counsel in the regional office 
and counsel in the General Counsel’s office? 

Mr. Exuiorr. I would say less than 10 percent of the work of 
regional counsel is reviewed in the central office. 





Mr. Forsss. There is one general point which Mr. Elliott, I think, 
should explain a little bit further; that is one activity of the office hav- 
ing to do with legislation and hearings before the Congress, and legis- 
lation which is pending. 

Mr. Exuuiorr. Yes; that was the other last function that I wished 
to discuss—that is, the legislative function. 

Mr. Corron. Just one further question: Do you make it a practic« 
of giving answers on questions, involving interpretation, that you get 
from the general public? 

Mr. Exxiorr. Yes, we do. 

Mr. Corron. By legal counsel, or do you have some kind of an 
information bulletin? 

Mr. Exuuiorr. Well, if it involves the interpretation of a law, we 
give the answer even though the request for information came through 
the information office: If it is a legal question we must reply. 

Mr. Corron. You give an interpretation of the law to anyone who 
writes you for it? 

Mr. Exuiorr. We have that responsibility on inquiries from the 
public and we get a good many of them, as, for instance, in connec- 
tion with the 5-percenters regulation. I might say that, because the 
General Services Administration has nationwide supply responsibility 
for all Government agencies, it is not confined merely to the GSA 
There are certain types of things where we issue interpretations of 
laws and regulations which apply not only to the GSA—of course 
we do it with the GSA—but also those who do business with any of 
the Government agencies, 


So that we get a certain number of inquiries from private citizens 


who wish to do-business with the Government, and we give inter- 
pretations that are applicable to our statute. 

In our legislative function the work is divided into two parts: one 
is drafting legislation which directly affects our activities and appear- 
ances before committees, and the other is the examination and the 
preparation of reports on bills which affect us, not only those which 
affect us directly, but those of indirect effect. We get about 400 
requests each year for reports from congressional committees 

Mr. Jonas. All of these activities you have described in this last 
statement involve the central office. 

Mr. Exrorr. Yes. 

Mr. Jonas. Mr. Chairman, would it not be helpful if the record 
showed a breakdown of where these lawyers are? 

Mr. Puriuuirs. Yes; and then will you go on and supply the infor- 
mation on the group [ have before me, which came from Mr. Medley’s 
office, of the various activities for 1952, 1953, and 1954, under the six 
subheads—‘‘General Counsel,’’ ‘‘Administrative and __ utilities,’ 
“Claims and litigation,” “Legislation and liaison,” ‘Personal prop- 
erty,” and ‘‘Real property’’—as shown on page 5 of the memorandum 
I have before me. 

Mr. Yares. And how they arrived at it. 

Mr. Mepuey. Mr. Chairman, | would like to speak to that, if I 
may. 

Mr. Putuuips. Yes, but I would like to have these figures. What 
I want is the total figure for 1953. 

Mr. Meptey. The total figure, Mr. Chairman, for legal services 
under ali funds, for 1953, is $741,400. 
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The figure for 1954 as currently provided is $640,775. 

Mr. Yarss. As I understand the statement given a moment ago, 
the cost is broken down into types of personal services, rather than 
types of work they are engaged in. 

Mr. Exurorr. Yes. We could not get that figure accurately, ex- 
cept by approximation, because we do not have it broken down on that 
basis. Where there are only 1 or 2 attorneys in a region they do all 
types of work. 

Mr. Yarss. It cannot be broken down by cost except as to the 
people who are engaged on it. 

Mr. Forsegs. Yes; it is only the people who are working on it. 

Mr. Puruurpes. The cost of the people. 

Mr. Forspes. Yes. 

Mr. Yares. Before you go on, when you say the cost of people, do 
your people handle all types of litigation, or do they specialize in one 
field? 

Mr. Puriures. Will you correct the record? I was not clear on 
what you said was the cost of the activity. By that you mean the 
cost of the personnel in the activity? 

Mr. Forses. Yes. 

Mr. Exurorr. In the central office the work is divided by legal 
specialties, but in the field offices, where you only have 1 or 2 attorneys 
obviously we would not have that kind of specialization. 

In answer to Mr. Yates’ question, “Yes.” 

Mr. Mep.tey. Here is a point I wanted to make very briefly, Mr. 
Chairman, because we have many programs in GSA, financed by many 
different appropriation items. Necessarily the cost of administrative, 
or types of administrative operations, including the legal services, are 
financed from different funds. I gave you the total cost. However, 
I could just run down a little further. 

Mr. Puiuiies. When you gave the figure of $700,000 plus, was that 
the entire legal cost? 

Mr. Mepuey. Yes. 

Mr. Puinures. How much have you reduced it for 1954? 

Mr. Mepuey. From $741,400 in 1953 to $640,775 for 1954. 

Mr. Jonas. What have you cut out to make that reduction? 

Mr. Mepuiey. For example, on the stockpiling program a certain 
number—the number of employees goes down from 17 to 12 

Mr. Jonas. x many of those are lawyers? 

Mr. Mep.ey. I believe this includes clerical. 

Mr. Yates. This is the legal office, but it includes clerical. 

Mr. Meptey. In the general supply fund operation we go down 
from 22.4 to approximately 20. 

On the administrative operations appropriation there is a slight 
increase, from 38 average employment to 40.5. 

On the emergency operating expense item, and that again is almost 
solely on leases, it goes down from 16 employees to 12. 

On the construction services account, which is a reimbursable 
account, we are going down from 19 employees to 5. However, I 
should explain the financing there, which includes the sites and 
planning for all construction projects, goes down from 19 to 12. The 
total reduction would be from 112.4 employees, as previously indi- 
cated, at $741,400 to 96.7 average employees at a cost of $640,775. 
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Mr. Puuuirs. I think to conserve our time I will appoint a sub- 
committee composed of Mr. Cotton, Mr. Jonas, and Mr. Yates, to 
tell us if they think this is well economized. 

Mr. Jonas. I still would like to know how many fewer lawyers 
you are supposed to have next year than you have for this year. 
You say you had 112 employees. How many do you expect to have? 

Mr. Meptey. We will give you a breakdown of that for the record. 

Mr. Puiures. And not only for the record, but when you come 
back tomorrow morning, be prepared to answer the question for Mr. 
Jonas, because there may be some other matters coming up. 

(The information was supplied to the committee.) 


GENERAL SERVICES ADMINISTRATION, 
Washingtow 25, D. C., April 2, 1953. 


Hon. CHARLES R. Jonas, 
Member, Subcommitice on Independent Offices Appropriations, 
House of Representatives, Washington 25, D. C. 

Dear Mr. Jonas: This will confirm the discussion that Mr. Elliott and I had 
with you concerning the staff for legal functions of the General Services Adminis- 
tration, particularly the functions performed in the central office. 

Total staff in the 1954 revised budget estimate provides for an average employ- 
ment in the central office of 61, composed of 30 professional and 31 nonprofes- 
sional employees. ‘This compares with 78 employees included in the original 
1954 budget estimate and 68.5 in the approved 1953 budget. Consequently, a 
reduction is contemplated below present employment ceilings, even though little 
reduction in workload is anticipated. 

To summarize our discussion, I would like to reiterate a few of the factors 
which contribute to the need for a sizable staff in the central office as compared 
to the legal staff for the regional offices: 

(1) The entire stockpile program, except for a part of the storage and handling 
facilities operation, is administered in the central office. Consequently, all legal 
work incident to this program is handled in the central office, including the 
preparation of contracts and the handling of claims. 

(2) All legal services for the acquisition of lands, such as sites for public build- 
ings, both by purchase or condemnation, are performed in the central office, 
including preparation of purchase agreements, petitions in condemnation, 
declarations of taking, ete. These programs are administered in the central office 
and the legal functions are required to be pecformed in close coordination with the 
Lands Division of the Department of Justice in Washington. 

(3) The settlement of claims and litigation in liquidation of some of the ac- 
tivities of GSA’s predecessors, including disposal of war surplus property, require 
a substantial amount of legal work in the central office. The activities of the var- 
ious United States attorneys are coordinated by the Department of Justice here 
and assistance to that office must be performed by our central office. This assist- 
ance includes accumulation and analysis of pertinent documentary evidence, 
preparation of complaints, interviewing and taking depositions of witnesses and 
related legal services usual to the trial of such controversies. In some instances, 
our lawyers are required to participate in the actual trial of the case. 

(4) Every effort has been made to delegate performance of legal services to 
our regional counsel and attorneys of the other departments in the representation 
of executive agencies in proceedings involving carriers and other public utilities 
before Federal and State regulatory bodies. However, because of the specialized 
nature of this service, it has been necessary to perform a considerable amount of 
this work with our central office staff. 

(5) Many responsibilities of the General Services Administration under the 
Federal Property and Administrative Services Act of 1949, as amended, require 
the issuance of regulations affecting the administration of property and supply 
functions by substantially all other agencies of the Federal Government. These 
regulations are originated in the central office of GSA and legal considerations 
with respect to these regulations are handled by central-office legal staff. Simi- 
larly, GSA is responsible for issuing standard forms of contracts for government- 
wide use. The preparation of such a form requires lengthy negotiations with other 
agencies and with business groups and the utmost care in legal drafting. 


30608—53—pt. 327 
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(6) The national industrial reserve program, pursuant to the National Indus- 
trial Reserve Act of 1948 (62 Stat. 1225), is administered, largely, in the central 
office. Accordingly, the legal services incident to such program, such as the prep- 
aration of sales contracts, escrow agreements, deeds, notes, mortgages, deeds of 
trust, contracts, and related legal functions are performed in the central office. 

As we indicated to you, the revised 1954 budget estimate for legal services under 
the ‘‘Administrative operations’ appropriation contemplates a reduction in the 
average salary rate per employee. We gave you an example of the manner in 
which this will be accomplished, i. e., the case of a GS—15 attorney who resigned. 
His position will be abolished, his duties reassigned among other high-grade 
attorneys, and a GS-7 or GS-9 attorney will be hired to perform similar, but less 
responsible, work. Also, some reductions in the grades of incumbent attorneys 
will be necessary in order to reduce average salary rate. Some of these attorneys 
will undoubtedly resign rather than accept lower grades and, in that event, any 
replacements will be taken on at the GS-7 or GS-9 level. In addition, we will 
make every effort to discharge essential legal services before filling these vacated 
positions with journeyman attorneys. 

1 trust that the above information will be helpful to you in reviewing our esti- 
mates. It is hoped that you will agree that the staff provided in the revised 
estimates for 1954 is the minimum staff necessary to discharge satisfactorily the 
essential legal functions which are the responsibility of this Administration. 

If we can be of any further assistance on vhis or any other matter, we will be 
pleased to furnish whatever assist-nce is possible. 

Sincerely yours, 
Max MeEp ey, Comptroller. 


(Tables of legal services follow:) 





927 




























I 








































































“Soyorduo N 









STVLOL AONADY 


uOl1jD. ssiulu pp $991 





‘6E 0°0! 





cr OFF “L8 


SOT *F 
PIL | P82 ‘es 

















10% | OFe'z 
OT 
|} O07@ OF6 ‘9 
| 
j 060 “0ZZ 
2e ‘II 
| O'ST COZ "802 
Oe vee “61 
1 oO I 009 “OT 
V'l 008 “TI 
Ue 
0@ 008 ‘TI 
SL's 0+ 0€¢ “Tg 
60E 6I$ | OF OOS “Ez$ 
rx|/SIB0A |, 
uy -uByy’ ino 


leuols 








MUds) Ul SadLALa8 7D6a) fo sishjpup 




















809 “LZT 





006 “IT¢ 


029 


O8z 


OL9 ‘ZEI 
VES FI 
UES “OT 
06Z “6 
O92 ‘6I 
989 “6F 
608 ‘ZS 


;uUnNOWy 





SQTAIOS 


sarin 
puny Ajddns ;e1auez ‘sasuadx 4 











UOSIFt 
UONes I] pur c 
HTN pues uoneysturup y 











“@}JBUISe [8307 


"$3800 sjd0f[qo s9434¢G 
$7800 
[vuosiad [810.1 


{jiedoid [vay 
UONBSInT] puw SUITBIO 


SesUvd xe Zulyesedo Aow SLOWLY 


8} BUIT}SO [RIOT 


$3800 $}00fqo LVIO 
81800 
[eucsied [BIOL 


[@roues) 
<y10do1d [Buos.18g 
esi] pue smrepa 
UB UOIQBIys PV 






OJBUITISS [810.7 





$1800 Soafqo 19q10 
$1800 


eucsiod ' 
[ I 





I 


[e4 sUOF) 
<ysed oid [vey 


11edoid [Buosiag 
PUB UOT}RISIZ07] 


WTR) 











[esSUuNOD [eI sO) 


UOT}Biedo BAT JVIISIUTWIp y 


eoe 2z 
O82 ‘2% 
£02 ‘LE 
#89 ‘61 
£02 ‘ET 


080 “FZ 


092 


OLL “8% 


0£0°L 


002 
0&8 


GLI°E 





| 299 “TZ 
090 ‘¢ 
Og ‘19 


0% 


926 ‘86 
062 'LZ 
POL 86 
POI ‘Sh 
COL ‘IP 


090 ‘T 
| OF6 ‘SE 


0F6 “SE 


2 OT 


‘OT | £98 22 


¢ 


® 


‘9 


oORe “RZ 
OF9 ‘OT 
OoF ‘AS 
OFS ‘It 
OLS "EZ 


0 ‘OI 


£h6 
cee 


01 | O'LT 


“6E 0°9 


61% 
0'eT 
0'9 


926 ‘98 
oh6 ‘ZZ 
ORs ‘€9 
BIT ‘9% 
608 ‘61 


0°6 | O81 ‘9 
0'+ = 
O°ST | ¢82 29 
09 OL ‘8E 
0°F 008 ‘ez 


;uUNOULYy 


0°S8 | 9ST ‘IOI 


68S “$9 
608 ‘ZF 


00g * 
006 “66 


SIBOA 


-uv] 1un 


SdOT AIS 


SdDLA IOS 


$d0]A.10S 


~-A£jy10d 01d feuosieg 
~""MOsTe]] PUB UOPIW[S|IV] 
~""""OTIBSII | PUB STBIO 
S8q}TTIN PUB UOTIBIYIS}UJUIPYy 


~~ posum 


0 [B19ue4) 
:-AseuruIng 


OVUI] ISA [BIO], 


$3800 $300 


[enosied 


{qo 10410 
$3800 


[810.L 


WOTIVS IN PUB SUITBIC 


:Buyut 


Te[d pus seg 


O}BUIIISE [810.7 


“s}so00 $}00 


[euosl xd 


£41% 
1yT] pt 
TAJOS 


uot 


{qo 191110 

“s1s0o 
1830, 

1o1d [89x] 


18 SMIIBIO 
woTJONIsSUuOD 


~""QIVUITISO [B}0] 


s3S00 syoefqo 10930 


[euosied 


$]S00 


[T830.L 


£41900 01d jeuos19g 


UB 9130} 8119 


Issejold 


SPN PET DIsTA9yY O}BUI1IS9 £61 


1 


STV.LOWL 


AONGUDV 





ponulj}Uu0DN—uonvuystutwpp sadtaseg jD4saUas) Ut sadtasas 7062] fo sisijpuy 





£99 “061 | 


626 ‘9 
FEL ‘Est | 


oIs‘sz | 
Ss ‘se | 


| 069 02 0% 
000 % 
CsI 02S ‘ST 
008 6 ‘6 
| O91 6 ‘6 


OZ 


000 *% 
0Z 


G 


0F6 9 


Ol 
| 


| 286 eI 
00¢ “¢ 
Leb ‘SOT 


cu 


cee ‘61 | O6F ‘9% 
ZS ‘61 | SIE ‘FZ 
| 090°¢ 062 “LZ 0't 
| OOF ‘6I rZ | ; “CZ ” 1cZ 
OFS “OT 
09¢ “8z$ 


| SIT ‘Ocb | ~~ 


ae CLL ‘OFO 


PSF 
IZ€ ‘IT9 


Ltt 


TZ0‘9ZT | 0°61 
Pre ‘19 =| 06 


/*9 


T88 *10Z *g 9o'Il 
0 OI ; 


ZES 66 0% 


| O68 ‘6I 
008 ‘I 
06 ‘ST 


o9e 6 
080 ‘6 


080 ‘9T 


006 ‘T 
OST “FI 


| OFZ ‘L 


Or6 


008 “ET 
“2ST 


WOE “¢ 

OF9 “OT 
PL ‘LT 
6 ‘bE 


> h 


8 “Ez$ 


OST ‘199 
22 Z 


Z8E “STS 


822 T1Z 


POL “OR 


0% 


0° 


0 
0 
0 
0 
0 
0° 


[ 


HOIAO IVULNAO 


068 ‘61 


008 ‘T 
068 ‘8ST 
098 ‘6 
0e0 6 


016 ZZ 
Sto Z 
COE “SZ 


ogee ‘seg 
OFT ‘Z¢ 
OTF ‘I8Z 


COP 992 
L82 “LET 


"892 
‘I 
“98% 


102 ‘8e 
Io ‘6h 


| 
O'T 
0'e 
0% 008 
OF | OF" 
O* | 009 
| 
| 


GLb SLY 


069 “Sz 


¥ 09 | S82 ‘OFF 


+6 
0’er 


| 689 “SST 
19% 69 


068 ‘0G 


000 % 
068 ‘ST 
098 6 
0£0 6 


OFE “OE 


062 ‘OT 
O19 ‘Z9T 


092 “61 
989 “6h 
| 608 ‘ZF 


FPO “LZ 
gez ‘02 


O6L “92Z 
208 “SIT 


~""@}BUIT}SO [830.1 


4800 syoe[qo 10430 
“4800 S90] AOS [BUOSIEd [830,L, 


Aysodoid peoy 
HOPES] PUB SUTTLI[D 
‘sesu0dxe Zuyyesedo AouesI0uI 


OFVIUTISO [BIO.L 


3800 sq00[qo 10410 
1800 S801AJ9S [BUOsIed [830,], 


[eueuer) 

Ayredoad [wao0si0g 

OSTRIT PUB UOTIBISTZe’] 

}N PUB DOTMBIIsSIUIWIp Vy 

:puny Ajddns pereues ‘sesuedxg 
Q}VUITISO [BIO], 


1809 Syoefqo 10930 
| “9800 Sool Alas [BUOSIEd [840], 


~-[ereulef) 
~-Aqrodoid [vey 
Aysedoid [euosieg 
UWOSTRIT PUB WOTIRISIZ0’T 
TIVBG] PUB SITRIO 
SOIII[TIN PUB UOTBIISTUTWTp VY 
[@eSUNOd [B19UeF) 

:SUOT}VIEdO OAT} BIISIUTUIP V 


@}VUITISE [BIOL 


83800 Sye[qo 19430 
: ~"" "89800 
[830.1 


6° “""""""TBIGUIOL) 
0 \ ~-Aqssdoid [vey 


[AJas yeuossed 





| 


£1E ‘PET 290 ‘962 ole ‘ORe } O&Z ‘ZEt aIBUIT}SE [BIO] 


Ltz ‘t S0€ “PI } : III ‘tz 1809 sq00[qo 18yICO 
990 ‘OST Lol '1&Z% 78 I ; 619 ‘RUF O1AJAS |BUOSIEd [BIO] 


[B1euer) 
Ogee ‘OT C 5 , ; Aqadoid pray 
lz l l A jued« id [euosie, 
IqBIsize 

SUIIBI( 

uIMIpy 

TosuTK [Bseues) 

{JevuTuINE 


BUINISA [RIO] 


1809 Syefqo JayIC 
1ST PUB SUATRTD 
Sultrut jd PUR SalIC 


, 069 1}1S9 [2I0,] 


000 ‘ ( 008 't 
006 ‘66 


0ge “Og 


OOK 


002 ‘e 1800 SADT A.19S [BUOS ad 1840,] 











932 

















00F 


OFZ 
O91 6 


6 























OFZ ‘FI 
RIE 
226 ‘EI 








829 “LT 
88g “E 
006 ‘€ 
Zig 

RRS “s 

i ly 


[830] 

























pohuluoyg 







































WSpPNq fj 61 [BUIZNIQ 





ponurjuo 


O—'SSVIA ‘NO.LSOg 


UONDASIUM pp $991 /DLGUAs) 











U2 






























O19 6 OOL ‘t OOF ‘PI 
cit RL 
8°T 961 ‘6 0 8% ZRY ‘t yl I I 
ogc ( Of ( OZS “82 OZE “Of 
c 2 “68 1 
0'T PZ OSL LZ$ b's r$ 0O'l £Sb “be$ CZ 
MHYOAX MUN ‘MUOA MAN ‘2 NOIDAY 
098 “9z 008 *2z 006 “e OLT ‘ST 0L0 ‘2z 
891 OIL ‘T zie Z99 $26 
e* LLI'SS oe "CZ RRC O'T 80 ‘ZT 02 960 ‘TZ 
‘0 80¢ “LT 0% 1% 7 809 LI$ | 0°% 80° “21 
699 ‘2 0'T rT 88¢ I S8¢ 'g 
026 ‘2 006 0O'! 006 
10¢ Z 
699 O'r O'T BRS ‘ES 0'T SRE “ES 
I ve launow TBA | aun ee }UNOU 694 /aunoul 
IB V). ue 1B JN V/-uey ’ 
1t TOI, ) [t tt 
N [ JOld I 5 { 





NOIDAY 


20L98 7069) f0 sts fijouy 





O7YVUI]ISE [810] 


“81809 SJoe[qgo WYO 
Z 5}800 SOOTA JOS [euosi9g 
[e19ue3 
Ajddns [ersues ‘s SUX y 





OFBUINISS [BI0 


“81809 $}00fqo 10YI1D 
$1800 S801A Jes [euosi9g 
[Ble 
}B190d0 9Al}BySTUTUIpY 






O1BUIT}S9 [B10], 


83809 SyOOfqo 19yN10 





0'’e ©4500 S90, A.108 [BUOSIEd [840], 
0% ~“[RI9UeF) 
OT Aylodoid [vey 


Aismruing 
OFVUITISS [BIOL 


$1800 Spefqo 190410 
0’! $3800 S90} 410s [BUOsIOg 
‘Aqsedoid [Bel 
SUVGXO Zuyjyeredo Aou 31901 

















9 

+ 
O86 't 
Aun 4 
OL F 
69 
19 
LT 











O08 





Oo! 


908 
6 


O6t 


190 


C7 


$o/ 




















eo “Ct 
: ; t 
et 0'F OL tt £ 
SZ 0 Of St Z 
t 6F ‘8 ( 
L ‘o 6 
t PS 
l OFe ZZ 
69F 
ZI 068 EI 
9¢9 
i$ | O'T res c 
6Z OZE 'S 
I 99F ‘T 
8Z { t 
0Z 0% f 
lL 0'T 0 
, O86 ‘TT P 
Zv9 
lL 0°! & I 0 


bP PI 
ZLL ‘01 
TO 
(} f 
coz 














902 ‘61 














060 














OTE 

wT 

APE ‘AS bf 
RER *( v'L 
AP ‘SR 02% 
060 “6 

669 

6F 'S 07% 
02z * 

629 ‘I 

TRO ' 
(he) 

FER ‘TZ 

LOT L273 | L 


LONIHSVM 








922 ‘St z 
Zoe 8 07% 
0°68 'R 

RE 

roe *e n-2 





O90 


NOIDGY 


OCF 





I 


0 














o00L 


002 






































N 


weg Lg 
Zer Z 
SFI GY 











OE 
O61 
O98 ‘ZZ 








162 12 
{ 

EL8 
LOT 0% 


026 ‘0Z 


#o6 
906 ‘AT 











$1800 $}00[qo J81O 
¢ sysoo 





SeOJAJos [euosiod [BIO], 
z9 [B4ouef) 
0's <y1edoid [voy 
A Jt ums 








yt 189 [B10] 
$1800 syofqo 230 
0’ $3800 S90] AOS [BUOSIId 
{y19d old [vel 
Juyjeiedo AQuesJoUIy 






OT BMITISS [BIO] 


$1800 syoefqo J0q10 









zt s} AJOS | uosled 
:Tes0ued 
punj idns [eioued ‘sesuedxy 
VT BUITISE [BIO], 
$3800 syoe[qo 18q10 
o's $}S00 S8OTAJ98 [BUOSI0d 
[Ble 
-ued ‘suoyjeJedo @AT}BI}STUTUIP y 
oy BUITIS » [BIOL 
$1800 Sq9e[qo 1910 
ee 800 S80] A.Jes [BUOSJed [BIO] 


[Biouer) 
Ajiodoid jeey 
{swung 





aPVUITISE [BIO] 


1800 $}99[Go I8N10 
o's 1800 S9OTAIOS [BUOSIOg 
:Aqsedoid [eer 


sesuedxe Zuyjesedo AoussIOUIY 


YVUITISE [BIOL 


$3800 syoafqo 18410 
uosied [830.L 
- [v1auar) 
fy10do.1d [vey 
AIvMIUINS 


2 syelqo 1210 
SVJIAJ8S [BUOSIOg 
Ayiodoid [ees 
myesodo Ajues10NIy 


BUII}SO [B30], 


) 19QIO 


139d 
[B19ues 


3 ‘sesuedxy 


S [BUOS1I8g 
[B40 
iado0 DATJVIJSIUT UIP y 


;UNOTIY cs nw }Un 


‘“VLNVILYV * NOIDGAY 


UOTJDA)81TU upy SIITAMIAY JDAGUAL) Ut 
l ‘ 





$1800 s,0efqgo 1040 
Jas [t 


yafqo myo 
AVS [BUOSIA 4 
{ys0d0 [vel 


uvs10U 


N1jSe [eyo 


10 19430 
$1809 S8OLAIOS [C Slod 
[ei ues 
ins [ei9ues ‘sasuedxy 


$}800 SjoVIgo 19qQ1O 

) SIITAIOS [BUOSIOg 
‘Bie 

J9d0 dA] } BAST UWP y 





060 “9 O€€ “F 082% ‘9 


< 


s a — : 
099 ‘OI "| 042% “| O01 ‘9 “| 02 ‘8 


COt 868 “| £08 z 062 "| gig “$1800 s}0efqo 10430 
ZE8 ‘S LoL 6 ; Lvz'7$ | 2'0 | OI8'S OT | 290'8 Til AJOS [BUOSIOg 
| yer90ues 
‘puny Ajddns jsisues ‘sesuedx 4 
09F ‘FI 09% ‘FI | oz9‘or | ~~ @YBUI]ISE [BOF 


~" 94BUI]}S2 [870,], 


OL ‘OT 


T0¢ 


687. ‘ 


ez “‘OIS | 0 


| Tt | $3809 syoe[yo 1eq10 
682 ‘ ’ S}SOO S80] AJOS [SUOSIId 
:]B.1e 
‘suoT}¥10dO @AI2BI}S|UJUIP y 


SVTIIVd “2 NOIDA 


| 


OLR ‘¢ f | | OFO ‘2% OT BUITISE [840 


| P86 $3800 syoe[qo 10yI0 
920 “1% §}s00 
seoJAJes yeuosied [RjOJ, 


[esauer) 
Ajsodoid [vay 


-ArBuumMeE 


O}RUITISO [BIO], 


$3800 syooe[qo 110 
§}800 SBOTAJOS [BUOSJOdg 


fys0doid [vel 


‘sosuedxe Zuyjesedo Aduatioury 
sivoA i 
t my unouy 
yuUNOmMy -uB yuNnOwWYy 


sivoh _| $1B0A sipo0d 
-uvyN -ueyy PPO usw 
[su 


-seyoid 


1810.1 AAljoeqns pus uoyspdoiddy 


penujjuoO—"OW “‘ALIO SVSNVH ‘9 NOIOGTU 


PenuyndoHN—uoijpssUulMpp s9I1A1agy OLIUaL) Ut 82910128 70Ba7 fo sishpouy 





937 























10¢ 
OT | 68 ‘OI | OT OLE FI 
Tél & I 6&2 ‘OL OT OLE FI 
| | | 
OST ‘F | OST ‘*F 
64 ; 6F 
tet ‘+ =| OF ma ; Tel ‘¥ 
} | | | 
: OFZ ‘OT Fi OL ‘OT 
[0g | } Tog 
pint tome | 6&@ ‘OT$ | O'T 6&Z “OTS 
| 
| 
| j 
| | 
Ost % | | OST ‘6I | 
&% a | 
Lae PLI ‘OL | 0 z 
i | 
zee |¢ bIT‘ot | oz 











9% 


















ll 6EZ ‘OT O'T 
O'T 

Ol ‘TI 

[46 


10 6£Z ‘OI$ 


‘OTO0 ‘4 
y ae 
069 “0z | 





HANA 











O61 ‘OT OOL > 
90¢ ‘T 
PSL FI [2% P 
PRL ‘PI [@ [SO '$ 
| 
| 
OOF ‘F OOI ‘t 
60F 65 


0&2 ‘TI 


166 
£2 ‘OI$ | 1-1 





020 “Sz | 








st¢ 
SLI + 









sis 





ORF 
O'T o'r 06Z “FT 0% 
wT las 
O'T z te | 062 FI 0@ 
sesusdxa 
OOL ‘t | 
0'T 0 O'T 





‘puny Ajddns [eisues ‘ 









81800 Sao! \Jos I 








Ajsvdoid [Rey 
Cat 









$1809 $}00f[qo Ja no 

) TAJOS [BUOSIOg 
<yedoud | ol 

suljvsede Aduossewy 








9FVUISE [BIO], 


$}809 S}e[qGo 1003¢G 

d 
‘[Bigued 
suadX | 








2] BUTI se [810 L 


$3809 sj0e[qo 1044¢Q 


O'T O'r $3809 S90 Alas [BUOSIag 
| [Rio 
| | ues ‘SUOIyE1edo SAIJBIYSTUL UIP y 
OLL OI O}VUIT4Se [BOT 
1ZZ $1800 8j0afqo 10419 
ST | 60'9I | oz is $4800 
| SOVIAJOS ReuOssed [20,1 


- 660 ‘OI 0% 






zj 962 “ST 
O'T ¥ 
O6F *F 
Sig 
O'T GLI} O'T 


sesuedxea 


[Bieues) 
{jedoid feoy 
:AreuIUINg 
9} BUTS [B}0.7, 


$1809 $)d0f 





) 1IQIO 


31800 S80 AJos [t UOSIOg 


{yiedoid [Res 
SUT} Bledo led1eW gy 








ors % 009 ‘ST )}VUITISO [BIO], 
$1800 Syef[qGo 183.0 


618 
AJaS [VUOSIed [870,], 


Im. “LI 

[es9uer 

fyledoid peay 
A IRT 


T82 “LI 


2d syolqo 
§}809 Sed] Ades [BUOSIAg 
fyaadoid [Red 
‘sosuedxe esedo Aouad 
020 01 @1VUITISE [BIOL 
$1800 Sp~ofqo 18710 
) SADT AIS [8 S1Id 
:[e1eued 
ns [eieues ‘sesuedx y 


09¢ 'T 09g “TT , , @}VUITISE [BIO], 


61¢ 6I¢ } ; 
Ip8 O1$ | O'T TPs ( : l ! 1 
[Bie 
) PATIBIQSTUFUIp VY 


yunoury) = 
j- Ut W 


APN PSI PestAsdzy 


AVIVO ‘OOSIONVY, 


penuyu0g—uoNn.uysiutmpp s901asagy 7D 1 s 70627 fo sish 





[86 
6&2 ‘OTS 


It 
6£2% ‘OI$ 


0 


OIEUITISI [RIOT 


$3800 $308[qo 19930 
$1s00 


[vuos red [10.1 


[Bisa 
fj1edoid [vay 
ung 


$3800 sj0e[qo 138430 
31800 S@OTAJaS [BUOSIOg 
Aysedoid [ear 
‘sasuedxe Zuyjeiedo Aduessom gy 


OF BUI] ISI [BIOL 
$1800 syafqo 0 
$1800 SOOT A 19S [BVUOSIOg 
:[el0ue3 
unj Aiddns [vloues ‘sosuodx gq 


8} BUIT}S9 [B}0,7, 


$1800 S}efqo 19430 
$3SO09 SBD] A1OS [BUOSIIg 
:[B4i9 
-uas ‘suOT}eledO 9AT}BI]STUTUIpY 





940 


Mr. Yates. Do you have a record showing the number of leases 
which your employees considered last year, and the number of cases 
in which you actively participated, which would show in some re- 
spects the workload you have? 

Mr. Puiurps. Yes, and I think perhaps we ought to know what is 
expected for 1954. 

Mr. Mepuey. Yes. Mr. Chairman, the workload is indicated, par- 
ticulary the 1953 figure—— 

Mr. Puiurrs. On what page of the justification? 

Mr. Mep.ey. Beginning on page 284 of the justification. 

Mr. Puiturrs. Mr. Yates, while you are reading that, I will ask 
Mr. Medley a question. 

Mr. Yates. Certainly. 


FINANCIAL SERVICES 


ADMINISTRATIVE OPERATIONS 


2. Financial services 


Average employment 


Amount 
Depart- ri mn 1 
ment Field Total 


1954 budget } $2,575 171.3 309. 9 481. 2 
Revision ‘ —395, 000 —46.5 77. % 
1954 revised i 2, 180, 000 124.8 279.1 | 
| 


PERFORMANCE AND COST 


1954 budget Revision 1954 revised 


(a) Comptroller__. $213, 700 — $11, 700 $202, 

(b) Budget | 340, 700 50, 700 290, 
Accounting systems (internal 9, 900 —31, 400 

(d) Accounting systems (external | , 800 - 

(e) Accounts and reports , 406, 300 - 

({) Credit and finance 35, 700 39, 400 

g) Internal audit 290, 500 —79, 700 

(h) Renegotiation rebate 37, 400 


Total estimate 2, 575, 000 — 395, 000 


NOTE Revisions in italic. 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 
Financial services 

Represents a rollback to below the 1953 level of obligations in every subactivity 
with the exception of “Accounts and reports’ and “Internal audit.’’ In the 
former, $102,000 has been added to provide for 30 payroll clerks financed under 
“Operating expenses, PBS” in 1953, and $145,000 to eliminate current backlogs 
and prevent further backlogs in the payment of vouchers. An increase of $30,000 
is provided in ‘Internal audit” to eliminate the backlog of current audits, a 
function which generated savings of $1,500,000 in 1952. 

The revised amount for 1954 is predicated on reducing detailed work to a 
minimum for support of program operations, and even then it will necessitate 
the utmost increase in efhiciency and utilization of manpower. Further reduc- 
tions would render it impossible to give even a minimum of adequate and timely 
support necessary for effective management of program operations of GSA, 


Mr. Puiuurps. Mr. Medley, we get into an area in which you have 
no hesitation in giving the figures right off, the Office of the Comp- 
troller. For the Office of the Comptroller you are asking $2,575,000, 
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for financial services. I do not quite understand that ‘“‘Accounts and 
reports.”” Will you tell us a little more about it? 

Mr. Mepiey. That is the accounting operation per se. 

Mr. Paituips. Those are your own housekee ‘ping items? 

Mr. Meptey. The central office, and in each of the 10 regional 
offices. 

Mr. Puruuies. For your office it is for payroll? 

Mr. Meptey. That is for all financial functions of the General 
Services Administration to support program operations under the 
three “Operating expenses” appropriations that includes all accounts 
and other financial functions. 

Mr. Puiuurrs. Under ‘Credit and finance’, what do you do with 
regard to financing? 

‘Mr. Mepuey. Among other things, as an example, would be in- 
cluded a review of the credit of somebody who offers to buy surplus 
property—— 

Mr. Puiturrs. Do you have a special department to do that? 

Mr. Meptey. I would like to point out this is a very small division, 
and under the revision, we provide for only $96,300 for that activity 
in both Washington and in the field. 

That includes all services and handling accounts receivable. 

Mr. Puiturres. You are doing better than the committee would do, 
According to my figures, that makes a total for your area request, 
estimated expenditures for 1953, of $1,960,000. 

Mr. Mepuey. Yes. 

Mr. Puiturps. Your original request for 1954 was $2,575,000. 

Mr. Meptey. Yes. 

Mr. Puiturps. You have reduced that to what? 

Mr. Mepuey. $2,180,000. 

Mr. Puitures. You are doing very well, Mr. Medley. 

Mr. Mepuey. I would like to make an additional comment on this 
item, Mr. Chairman. This entire appropriation item for ‘‘Adminis- 
trative operations,”’ as you will recall, originally and up to last year, 
when this committee made certain changes in the appropriation 
structure, was a part of ‘Operating expenses, GSA.”’ This particular 
item provides all manner of administrative services to support the 
program activ ities which you have gone over today under the ‘‘Oper- 
ating expenses” appropriations for Public Buildings Service and 
Federal Supply Service and for those of National Are hives and Records 
Service which you will go over tomorrow. 

Mr. Parties. We have no w ay of knowing what demands will be 
imposed upon you, due to certain changes which come from outside, 
the military forces, and the use of space and so on; we do not know 
exactly what demands will be made upon the Office of the Comptroller, 
but do you think you can get along pretty well if you get $2 million 
for that? 

Mr. Meptey. I really and sincerely believe, Mr. Chairman, that 
this item-at $2,180,000 is at the bottom, because included in the 
$2,180,000 is an additional item of $102,000 for 1954 for payroll 
operations in region 3, which heretofore had been financed from the 
Public Buildings appropriation. We will convert from manual opera- 
tion to machine operation. Previously the cost was $160,000 under 
the manual operation in PBS, and the cost here will run about $102,000 
for machine operation. 

80608—63—pt. 3——28 
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Mr. Puruuies. Is there anything in here for equipment, or is this 
just for personnel? 

Mr. Mepuey. This is for personnel. 

Mr. Putiuips. Personnel and operation. 

Mr. Merpuey. Yes. That is an added workload to be financed 
under this item which was not financed here in 1953. 

We also have installed a system of work measurements in the 
regional offices and in the central office in order to be certain that we 
were getting the kind of production to which we think we are entitled 
from our accounting people. Our work measurement figures indicate 
that on this work we are underfinanced. 


COMPLIANCE SERVICES 
ADMINISTRATIVE OPERATIONS 


5. Compliance services 


Average employment 


Amount 
Depart- 
ment 


Field rotal 


$140, 000 16.5 | 


—f OVO 
0, | 


80, 000 
PERFORMANCE AND COST 
1954 budget Revision 1954 revised 


Man- Man Man- 
( I 
years Amount years Amount years Amount 


ty investigation $68, 000 —§ — $38, 000 3 $30, 000 
ul ational securit irvey 8, 400 200 8, 200 
Compliance investigations 7.5 63, 600 —3. 5 21, 800 | 41, 800 


Total estimate 16.5 140, 000 5 | 60, 000 j 80, 000 
Revisions in italic 
HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


The reduction below the 1953 level of obligations reflects a decrease in security 
investigation function where it is proposed the Civil Service Commission and 
Federal Bureau of Investigation would handle these investigations with respect 
to any new employees of GSA. Three positions for this function are retained in 
the revised estimate for coordination of the program with those agencies. The 
revised estimate provides for the continuance of compliance investigations 
which in 1952 led to actual recoveries and fines totaling $388,979. 


Mr. Puitures. What about your Compliance Section? That is 
your security investigation? 

Mr. Forses. That includes security investigation, having to do with 
employees that may be engaged or employed for handling our classified 
work. It also includes investigation of suspected fraud or other 
irregularities 
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INFORMATION 


ADMINISTRATIVE OPERATIONS 


6. Information 


| 
| 
| 


A verage employment 


Amount 
Depart- 


ee Field | Total 


1954 budget : $45, 000 
Revision ~ i —21, 000 


1954 revised __....- a 24, 000 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


Reduced to a Director, an assistant, and a secretary which is considered to be 
the minimum staff for providing services under this appropriation. 

Mr. Puiuurps. On your information function, how much are you 
asking for under that? 

Mr. Forses. That was cut back in the revision. 

Mr. Puruurrs. It shows 40 percent. 

Mr. Forses. It was cut Back from $45,000 to $24,000. 

Mr. Puiuurrs. | believe that about covers the questions I had on 
that. 

Mr. Meptey. I think we have one other item, Mr. Chairman, 
referring to renegotiation rebates. 

Mr. Forres. Also the Administrative Services and Executive 
Direction. 

Mr. Puriiurps. The request for Refunds Under Renegotiation Act 
involved something over which neither you nor I have very much 
control. There is not very much we could do, not much to be gained 
by cutting it back and then coming in with a supplemental. 

Mr. Mep.ey. No. 


ADMINISTRATIVE SERVICES 
ADMINISTRATIVE OPERATIONS 
3. Administrative services 


Average employment 


Amount 
Yepart- , mn 
Depart Field Total 
ment 


1954 budget. ....-. ‘ $1, 700, 000 100 
Revision 438, 000 30 


1954, revised... , 262, 000 70 
PERFORMANCE AND COST 


1954 budget Revision 1954, revised 


Office of Director $191, 700 $2, 700 
Program planning and research 11, 200 11, 200 
Personnel 705, 000 148, 000 
Organization and methods 224, 700 89, 700 
Statistics and reports 98, 000 55, 000 
) Office services and supply 469, 400 131, 400 


Total estimate... . 1, 700, 000 438, 000 | 


Norte.—Revisions in italic. 
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HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


Represents a rollback reduction of 25.8 percent below the original 1954 budget, 
and 6.6 percent below the 1953 level of obligation. 

It is contemplated that funds will be reprogramed to reflect improved utiliza- 
tion of manpower, increased efficiency, and elimination of desirable but not 
imperative details of operation. 

Mr. Forses. Do you want to take up the Office of Administrative 
Services? 

Mr. Puiuurps. Yes. ° 

Mr. Forses. This is broken down on pages 272 to 275 of the 
justifications, the large book. The staff for administrative services, 
pages 272 to 275 of the justification, Office of Management, has been 
cut back from $1,700,000 to $1,262,000. 

Mr. Mepuey. In 1953, if | may supplement what Mr. Forbes has 
said, our budget was $1,351,150, so that the 1954 request is below 
that figure. 

Executive Direction 


ADMINISTRATIVE OPERATIONS 


1, Executive direction 


Average employment 


| 


Amount | 
Field Total 


| Depart 
ment | 


1954 budget $390. 000 
Revision ~36, 000 


1954 revised ___- be 354, 000 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


The original estimate for this activity provided for an increase of 5 positions, 5 
in central office and 2 in the regional offices. The increase in central office repre- 
sented a transfer of three employees previously financed from the “Strategic and 
critical materials’ appropriation. 

The revision reflects a rollback to the 1953 level of obligations, within which are 
absorbed 5 positions in central office financed from other funds in 1953. Regional 
staffing is reduced by 1 position from 1953 employment, thereby providing for a 
minimum requirement of a regional director and secretary in each of the 10 
regions 

The revised estimate contemplates maximum utilization of manpower and 
represents the minimum requirements for direction of an integrated and decen- 
tralized administration Distribution of funds among the several offices is as 
follows: 


1954 budget tevi 1954 revised 
7 a 
Man- - Man- 


n mou mount 
ars | Amount ear 1ount years (mou 


Administrator and regional directors . $209, 124 
Deputy iministrator 44, 276 
&dministrative officer to the Adminis 

trator 14, 977 
Special assistants 85. 558 
Review board 36, O65 


Total estimate 7 390, 000 


tali 


Revisions in italic 
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Mr. Paruurps. Mr. Forbes, I think I am speaking for every member 
of the committee when I say that the cooperation we have had from 
you in the effort to work on the budget indicates that you have been 
working hard since becoming Acting Administrator of the General 
Services Administration. 

Mr. Forsers. Thank you, Mr. Chairman. We have worked hard 
on this review and revision. As I said at the beginning this morning, 
this represents a very sincere and honest attempt to cut out every- 
thing that we can possibly postpone. There are some places in the 
budget where I think we may have cut it too much. 

(Off-record discussion. ) 


STRATEGIC AND CritTIcCAL MATERIALS 


Mr. Jonas. I understood you to say this morning, Mr. Forbes, 


that this $188 million that you set out for the acquisition of critic al 
materials will be taken care of mostly with unobligated funds. 


Mr. Fornes. Yes, and we will let you know tomorrow what the 
purchase program and schedule for that is. 


EXCESSIVE INVENTORIES IN PAST YEARS 


Mr. Jonas. Last fall 1 recall making a few speeches, in which I 
quoted Mr. Larson as saying that they had discovered enough fluo- 
rescent lights in a warehouse of another agency to last for 199 years 
I should have asked Mr. Mack this question, but are you finding 
instances where there is a similar increase accumulating? 


Mr. Forses. I think we have covered that with our Government- 
wide regulations on inventory levels, which apply to all civilian 
agencies, and which the military are considermg adopting also. 
They are required to cut down their inventories. We are getting 
reports from all of the agencies as to what they have on hand, and the 
types of items that they can carry at a 3-month stock level; those 
6 months and those for a year. 

Mr. Puiuiips. Going back to your original testimony on that sub- 
ject, you indicated in your preliminary statement that you did not 
have a great deal of authority over that; that is, you have no control 
over the amount they buy, but if they want fluorescent lights you 
have to buy them. 

Mr. Forses. Yes. 

Mr. Puiuiieps. You cannot say that kind of lamp is not to be 
purchased, but you do not have to buy enough to last a hundred 
vears, as Mr. Jonas has cited was done by some agency in one instance 
in the past. ; 

Mr. Forses. At the moment we do not have the authority to 
question whether or not an agency should buy anything. Of course, 
we can argue with them about it, but if they want a specific item—if 
they want an orchid color instead of some other color, we can go to 
battle on that. But when it comes to this cutting down of excess 
stock, which they found in inventories—excess required for utilization 
by the Government—there are only two things we can do. First, 
there is this inventory level, on which we get a report from the various 
agencies; and second, the services under the supply management 
activities, in which we can go out in practically every one of these 
services, and survey their supply management activities, which result 
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in the agency declaring a lot of stuff excess which they have on their 
shelf. 

Mr. Jonas. Can we be sure, and do we understand that you are 
not hoarding materials in such quantities as that in your own 
warehouse? 

Mr. Fores. To the best of our ability we are trying to anticipate 
the needs of this office, for our own warehouse, and carry only the 
supplies that will be required, so as to comply with our own ne eds, 
in our own organization at the inventory level, which we prescribe 
for others. 

TRAVEL COSTS 


Mr. Jonas. I notice, Mr. Chairman, over here in one of the sections 
under travel, it cost $22 a day. It seems to me that is a little excessive 
for travel, is it not? 

Mr. Puruures. That is the average cost per day? 

Mr. Mrpury. That is an average cost which includes the per diem 
allowance and the cost for transportation. 

Mr. Puitures. That is, you may have a man going to Baltimore, 
and you may have another one going to San Francisco. 

Mr. Mrpuey. Yes. 

Mr. Puiiures. And you arrive at a per diem average of $22. I do 
not think it means very much, Mr. Medley. 

Mr. Meptey. It is based on our actual experience for travel ex- 
pense. We have actual records from which we arrive at the average 
cost shown in the estimates. 


NATIONAL INDUSTRIAL RESERVE 


Mr. Jonas. There is one other point that I am interested in, and I 


do not have any information on it, but it just struck me that $2.25 
million a year is an awful lot of money for the protection and super- 
vision of 19 plants. 

Mr. Forses. In NIR? 

Mr. Jonas. Nineteen plants which you have in here at $2.25 mil- 
lion, which seems rather high. 

Mr. Mepuey. I would like to point out, Mr. Jonas, that is not only 
for the 19 plants, but it also includes machine tools, and equipment 
installed in them. 

Mr. Jonas. That is in a different section. 

Mr. Mepiey. No. If you will turn to page 50, you will see a 
table at the bottom of the page, that the amount is computed at a 
rate of 0.89 of 1 percent of the acquisition value of both the plants and 
the machine tools, and equipment contained in and constituting a 
major part of the plants. 

Mr. Jonas. But just about that table you have a breakdown in 
which you show protection and maintenance, $2,250,000; under that 
machine tools and equipment, $350,000; and (c), layaway of industrial 
plants, $2,500,000. 

Mr. Mrpuey. The item for protection and maintenance, includes 
maintenance not only in the plant itself, but also for equipment within 
the plant. Whereas the item of $350,000 applies to what is known as 
NIER—National Industrial Equipment Reserve—and is kept in 
warehouses operated by GSA for the specific purpose. 
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You will recall when Mr. Williams testified, he testified that the 
same activity in the military for the plants kept in the reserve by 
the Department of Defense, which are exclusively for the production 
of war materiel, the military expense runs from 1.5 to 2 percent of the 
acquisition cost for maintenance of the plant and equipment in accept- 
able standby condition. 

Mr. Jonas. Of course, you do not cite the military as a criterion 
for economy. 

Mr. Mepury. No. 

Mr. Forses. As a matter of fact, Mr. Jonas, as you will remember, 
Mr. Williams testified our cost on maintaining this equipment and 
plants is now about three-fourths of 1 percent of the equipment cost 
whereas the minimum 

Mr. Jonas. | am more or less having to take your judgment about 
t, of course, but this strikes me as being very high for maintenance 
and protection of 19 plants, spending $24 million a year for 485 
employees, as I recall. 

Mr. Meptey. On the contrary, you will note on that same page 
there is an item of $2,500,000 for the re-layaway of industrial plants 
which has been eliminated in the revised budget submission for GSA. 

The primary reason why the re-lavaway program was originally 
considered and included in the budget was because the funds which 
we had available for maintenance over the last 2 or 3 vears, based on 
a rate of three-fourths of 1 percent, was inadequate. Because of 
inadequate maintenance in the past many of the plants have reached 
a stage where they are in fact in need of re-layaway work in order to 
put them in standby oes acceptable to the Munitions Board 

Mr. Jonas. You have carefully considered this item, and you 
think in order to do a poral job vou need all of this money? 

Mr. Forses. Yes. 

Mr. Jonas. He just had 15 plants? 

Mr. Meptey. We had 15 plants in 1953, but we will have 19 in 1954 
with an original value of about a quarter of a billion dollars. 

Mr. Jonas. It would not serve any purpose to break it down, be- 
cause one plant necessarily would not be comparable to another. 

Mr. Meptey. We have a list of the 19 plants which the chairman 
asked us to supply for the record, which we will put in at the appro- 
priate point. I will give you an extra list now, if you would like to 
have it. 

Mr. Yates. There is nothing restricted about it; is there? 

Mr. Meptey. No, sir. 


RESCISSION OF LAND-ACQUISITION FUNDS 


Mr. Jonas. You have one-million-and-odd dollars in there for land 
acquisition; have you not? 

Mr. Mepiey. No. That is money we are rescinding. In other 
words, $1,075,000 which we are turning back. 

Mr. Jonas. You are not planning to buy any more land? 

Mr. Meptery. No, sir. 

Mr. Jonas. I was hoping, since the Government owned one-quarter 
of all the land area of the United States, we would not have to buy any 
more. 
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Mr. Forses. Have we actually bought the land yet for the District 
of Columbia Hospital Center? 

Mr. Mepiey. We have not paid for it, but we have actually 
bought it. 


Turespay, Marcu 17, 1953. 
Mr. Paititres. We continue the hearings on the budget requests 
for 1954 of the General Services Administration. 


AUTOMOBILES IN GOVERNMENT 


Yesterday, references had been made to the number of motor 
vehicles and the thought of this subcommittee that perhaps we could 
use available vehicles which are now in Government ownership rather 
than authorize the purchase of brand new ones in addition to those 
already owned. After the hearing I was handed this copy of the 
Annual Motor Vehicle Report for fiscal 1952, and on one of the final 
pages of it there is a form shown. 

Mr. Forbes, is this presently in use, or is it about to go into use? 
The point is as to question No. 24 and the subsequent questions 
underneath that. It is a complete report on the operation data of 
automobiles. It is headed “Operation data. Complete report.’ It 
shows the number of vehicles, the models for the various years that 
they have, and then, under some 10 different headings, the types of 
automobiles. 

Is that new? 

Mr. Forses. That is now new. I believe this year’s report was 
the first time that was included. 

Mr. Parties. That is, of the number and kind? 

Mr. Forses. Yes. And next year we are promised that the Depart- 
ment of Defense’s constituent services will report the information on 
that, also. 

Mr. Puiturps. That is an achievement. I think this may go a long 
way toward covering questions which this committee asked yesterday. 

Yesterday we had concluded most of the testimony except for that 
part of the budget request which is confidential in large part, which 
has to do with strategic and critical materials, and also for the testi- 
mony regarding the request of the Archives for next year. 

Do you want to take up strategic and critical materials now? 


STRATEGIC AND CriticaAL MATERIALS 


Mr. Forsss. I have no opening statement to make, except to state 
that the letter which I received this morning from the Director of the 
Bureau of the Budget approving revisions of our budget estimates for 
1954 did not include this appropriation. However, the matter of com- 
pletely withdrawing the request for appropriations for 1954 proposed 
by G. S. A. finds comple te agreement in the Bureau. 

Mr. Puiturps. Commissioner Walsh, what statement do you want 
to make? 
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WAREHOUSE AND TANK STORAGE CONSTRUCTION 


Mr. Watsu. I would like to make a very brief one. 

Under this presentation, we are requesting authority to complete 
our construction program for warehousing and tank storage facilities. 
Some 4.5 million additional square feet of warehouse space and 
additional tankage of 340,000 barrels are required. 

Mr. Puitirps. For how much money are you asking? 

Mr. Watsu. $28 million is included in 5 aie estimate for construction. 

Mr. Pinups. Maybe you had better tell us, also, has that item 
been changed by your budget revision. 

Mr. Watsu. No, sir; it has not. 

This construction is essential to house those materials which are 
already on hand or will be taken into inventory through the fiscal 
year 1954 and will wind up our warehouse and tank construction 
requirements. The major deliveries after 1954 will be principally 
items which will be stored in the open. 

The completion of the construction program is an important link 
in our responsibility for the storage, security, and maintenance of 
stockpile materials. It is clear that little or no further space will be 
available on military reservations. It is also very clear that there 
is a serious lack of safe, acce ptable space at or in reasonable proximity 
to essential points of use. The item of ultimate cost is also a very 
persuasive factor in considering Government construction. Our 
studies indicate that warehouse costs under Federal construction 
would be amortized in about 7 years, and the tanks in about 11 years. 

Mr. Paris. You mean that by building this warehouse space 
ourselves we would amortize that in about 7 years out of what we 
would otherwise spend for lease charges? 

Mr. Watsu. The cost would be liquidated in 7 years as compared 
to the rental of commercial space. If you prorated it over a period 
of 20 years, the saving to the Government would be approximately 
$64 million. 

Mr. Patuurps. Well, that is hardly a fair estimate of the saving. 

Mr. Waxsu. I agree. 

Mr. Pures. I think your 7 years is better, but it raises the ques- 
tion of how long this stockpiling is going to continue. 

Mr. Watsu. Those materials on hand plus those yet to be acquired 
would, of course, be stockpiled until a national emergency. 

Mr. Puruires. Continue with your statement. 

Mr. Watsu. Briefly, that is all I have to say. 


STATUS OF FUNDS IN THE STOCKPILE PROGRAM 


Mr. Puruures. I think it would be helpful at this point to have a 
little review of the situation. I have a very concise summary of the 
program since its inception which we will put in the record at this 
point. 

(The summary follows:) 
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Statement s ng strategic and critical materials information (appropriations, 


l 


jyations, elc.), by fiscal years 


Obligated | Expende Unobligated ! 


000 $54, 983, 152 $54, 970, 732 $15, 016, 848 
000 68, 888, 533 11, 360, 001 46, 128, 315 
000 252, 901. 413 &3, 056, 639 2—31, 773, 096 
000 3 477, 069, O84 321, 639, 314 343, 460, 023 
000 718. 268. 740 478, 675, 892 8, 032, 202 
370 2, OS3, 796, 814 664, 016, 913 922, 186, 73: 
», 500 1, 055, 866, 096 952, 432, 008 552, 862, 
000 437, 259, 704 579, 013, 746 155, 45 


3, 870 5 83, 536 3, 145, 165, 245 


3, 145, 165, 245 


necessarily agree with figures contained in 
For example, the budget figure at the close 
shown above represents several adjustments, 

> 537 in the hands of the military 

ivailable and this net amount used 
tion of rotation receipts 
> l ) il to adjust for rotation receipts to Jan. 31, 1953. 
Deduct $196,058,98 ym “‘obligated”’ total to reflect net February adjustments 
6 Add $196,380,237 to “‘unobligated”’ balance to reflect net result of February adjustments 


NOTE The total contract cancell to b. 28, 1953, amounted to $667,207,000, only $559,000,000 
$363,423,000 and $196,000,000) of have been considered in the adjustments to date. The balance of 


approximately $108,000,000 will likely be reflected in subsequent months 


Mr. Puiturs. When was the stockpiling of strategic materials 
started? 

Mr. Wausxa. Public Law 520 of the 79th Congress is the act which 
authorized the stockpiling of strategic materials. 

Mr. Puitures. That would be in 1947? 

Mr. Wausu. In fiscal vear 1947; ves, sir 

Mr. Puintirpes. And since then you have had additional amounts 
of money given you, but your authorization was broad enough to 
cover the purchase,of any material which, in the opinion of any 


competent authority, it was necessary to stockpile? 

Mr. Watsu. That is correct. The Munitions Board specifies the 
quantity, the kind, and the quality of the material to be stockpiled. 
And under its purchase directives we proceed to purchase, transport, 


inspect, and store 


RELATIONSHIP OF STOCKPILING TO DEFENSE MATERIALS PROCURE- 
MENT AGENCY 


Mr. Putuuies. In order that I ean get this clear in my own mind, 
what is the relationship between this function you are talking about 
now and the Defense Materials Procurement Agency? You operate 
that? 

Mr. Wausn. Only certain phases of it. We operate only that which 
has to do with domestic depots or purchases authorized by DMPA 
from a going source of supply 

Mr. Puitires. Where was DMPA originally started? 

Mr. Wausu. Public Law 774, 81st Congress. 

Mr. Forres. That was the Defense Production Act 

Mr. Paituips. That was the Defense Production Act of 1950? 

Mr. Wausnu. That is right 

Mr. Puiutures. The difference between the two purchasing functions 
is that you get a certain amount of cash and with that you purchase 
the material which you believe, or the Munitions Board believes, is 
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voing to be needed and which could be in short supply, which cannot 
be purchased rapidly enough or is produced outside the country. On 
the other hand, DMPA has no cash by appropriations but can dip its 
hand into the Federal Treasury whenever it needs to and take out 
money to the extent of $2.1 billion? 

Mr. Mepuey. That is correct, and that authority is covered undet 
section 304 (b) of the Defense Product ion Act as amended. However, 
DMPA authority to borrow funds from the Secretary of the Treasury 
is limited to and for programs certified to it by the former Defense 
Production Administration, now the Office of Defense Mobilization. 

Mr. Puiturps. But it is another one of those agencies which has 
been given the right just to go to the Treasury and get money; it does 
not have to come to a congressional committee first for authorization 
of its expenditures or actually to report on its expenditures. 

Mr. Meptey. In that connection, under the provisions of the 
Defense Production Act as amended, the President is required to 
report to the Congress quarterly on the use that is made of the borrow- 
ing authority authorized in section 304 (b). And if the committee 
would care for it, here is a copy of the report transmitted to the 
Congress as of December 31, 1952. 


UNOBLIGATED BALANCE OF STRATEGIC AND CRITICAL MATERIALS FUNDS 


Mr. Patties. How much money do vou have remaining in your 
strategic and critical materials oe urement fund? 

Mr. Wausu. As of the end of January, we had $261 million un- 
obligated. 

Mr. Puiuuies. And you are not asking for any more money for 
next year? 

Mr. Watsu. No, sir. 

Mr. Putuurps. In the 1953 justification you showed stoe a had 
a value on ae ae 30, 1951, of $9,289,067 ,364, while a vear later 
it showed a value of $7,355,420,863. The committee cael like to 
know ihe caused the decrease. Was it a decrease in the value of 
material, or was it due to removal for use? 

Mr. Wausu. It was principally due to the very large reduction in 
the amount of copper to be stockpiled. 

Mr. Puituips. The copper was taken out for use? 

Mr. Watsu. No, sir. Copper was reduced in quantity. The 
original requirement of copper for stockpiling was substantially 
reduced. 

Mr. Puttures. What did you do with the balance—sell it? 

Mr. Watsu. No, sir. It was not on hand; it was a requirement 

Mr. Puiiurpes. This was really not the amount of stuff on hand, but 

was the objective? 

Mr. Wausu. It was the objective; yes, sir. 

Mr. Puiuures. What is the amount of material you have on hand 
presently? 

Mr. Wats. $4,076,000,000 as of January 31. 

Mr. Puiuires. We have asked you before a question which prob- 
ably is somewhat difficult to answer; that is, what do you do when 
you have a problem where you discover a foreign supplier is disposing 
of his product, that we would like to have, to someone else? Have you 
ever had a case where, under a contract to us, the supplier has been 
found to be supplying to some other country? 





952 


SALES OF CRITICAL MATERIALS TO INDUSTRY 


Mr. Wats. Not so much other countries as our own industry. 

Mr. Puiturs. Supplying industry but not the stockpile? 

Mr. Wats. That is correct. 

Mr. Puiturpes. What can we do? 

Mr. Wausu. There is not very much we can do, because there are 
cases where industry is willing to pay for nearby delivery a price in 
excess of the contract with ourselves; therefore, they move in and buy 
certain spot lots of materials. 

Mr. Puitures. To what extent has that affected our schedules of 
stockpiling? 

Mr. Wausn. On manganese during last year it affected us con- 
siderably. I would say we lost approximately 100,000 tons to stock- 
pile last year by sales being made to industry. 

Mr. Puruurps. It seems to me it is a serious matter. Does it seem 
to you a serious matter that we are not getting the manganese we 
need? 

Mr. Watsu. It was serious. It has been corrected, though. Industry 
is now pretty well balanced out on their stocks, and deliveries on our 
contracts at this time are really running ahead of schedule. 

Mr. Patties. Do you mean you were able to get domestic con- 
tracts canceled? 

Mr. Wausu. We had some domestic contracts canceled because of 
failure to produce. They were all small contracts. Our largest con- 
tracts for manganese are all foreign contracts, and that is where we 
get our greatest supply. 


WAREHOUSE AND TANK-STORAGE CONSTRUCTION 


Mr. Puruurrs. Tell me a little more about storage. You have just 
changed your stockpile requirements? 

Mr. Wausu. Yes, sir. 

Mr. Puiturps. It seems to me that would change your storage 
requirements. 

Mr. WatsH. At the present time we have in commercial storage, 
closed storage, a little better than 6 million square feet. 

Mr. Putturps. What percentage of that is tankage? 

Mr. Wausn. None of that is tankage. 

Mr. Puiturps. This is just warehouse storage? 

Mr. Wausu. This is just warehouse storage. 

Mr. Putturps. Why do not you use some sort of system of rental- 
purchase or rent with the right to purchase or something like that 
rather than constructing these warehouses for which you are now 
asking $28 million? 

Mr. Wausu. We turn that over to the Public Buildings Adminis- 
tration for their handling. We turn the funds over to them, and they 
are the ones who handle all the construction. 

Mr. Puruurps. Let us ask them. 

Mr. Mep.tey. We do not have the legislative authority for lease- 
purchase. 

Mr. Forses. You know about the lease-purchase bill that has been 
pending in Congress. If we had that authority, we could have title 
passed to the Government after a reasonable period of time in which 
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we had paid for it in rent. At the moment, we do not have that 
authority. 

Mr. Puiuuips. I think that is a good point, but I also think if you 
can rent a certain amount of storage you are going to need over a 
definite period of time, leasing would be a better idea than building 
new warehouses. 

Mr. Watsu. The only uncertainty would be the length of time 
we had to hold it. 

Mr. Puruurps. Is this $28 million for tanks or warehouses? 

Mr. Watsn. That is for 4.5 million square feet of warehouses and 
340,000 barrels of tankage. 

Mr. Puiuuips. What will that give you? If you get the 4.5 million 
additional square feet of warehouse, space, what will that give you in 
total floor space of warehousing—not tanks? 

Mr. Watsu. 11.9 million square feet of new construction. 

Mr. Pururips. I think you get my point. In other words, you are 
not quite doubling your capacitv but are almost doubling your 
capacity with this $28 million. If does not seem to me a very far- 
sighted deal to put $28 million into the building of warehouses when 
you are not at all sure how long you are going to need them nor 
that the requirements of the Munitions Board won’t be changed on 
you within a short time. 

Mr. Watsu. Material occupying 6 million square feet is already on 
hand. It is in commercial warehouses. The balance would come 
in during the next fiscal vear. 

Mr. Puruurps. Six million of what—6 million of the 11.9 million? 

Mr. Watsnr. No, sir. 

Mr. Purxurps. 11.9 million is what you gave me as the total square 
feet after you had built the new warehouses. Is that right? 

Mr. Wats. Yes, sir; that represents our total construction pro- 
gram. 

Mr. Puruurps. Then where do you get the 6 million square feet 
figure? 

Mr. Watsu. That is now in commercial warehouses and should ulti- 
mately move to Federal storage. 

Mr. Puiuurps. Then explain the relationship of the 4.5 million 
square feet that you are going to build to the 6 million. Do you mean 
to say you are going to take 4.5 million square feet out of the 6 million? 

Mr. Watsu. It was planned to take 6 million that is now in com- 
mercial space and move it into Government-owned space. 

Mr. Puruurps. You are going to move 6 million square feet into 4.5 
million square feet? 

Mr. Wausau. No, sir. The amount now authorized for construction 
is 7,415,000 square feet, and what we are asking for is an additional 
4.5 million to bring it up to 11.9 million. That would permit us to 
store all of the material in Government-owned space. 


COMPARISON OF GOVERNMENT AND COMMERCIAL WAREHOUSE COSTS 


Mr. Purturrs. What is so urgent about having it stored in Govern- 
ment-owned space. How much would it cost you to continue to rent 
the 6 million square feet you have and not build the 4.5 million now? 

Mr. Watsnu. I know it is about 10 times more, but Mr. Johnson 
will know. 
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What is the difference in the cost of commercial space versus 
Government space? 

Mr. Jounson. The average cost of commercial space is about $10.42 
per ton-year versus just under $1 per ton in GSA-operated warehouses. 

Mr. Puiturps. Is that per square foot? 

Mr. Jounson. No. The $10.42 is for each ton stored per year as 
compared to just under $1 in a Government-owned, GSA-operated 
warehouse. 

Mr. Puitures. That may be, but you are not answering my ques- 
tion. You are giving me information [ am glad to have, but my 
question was, How much would it cost us in fiscal 1954 to continue 
to lease the 6 million square feet that you would give up if you buiit 
these new warehouses? 

Mr. Jonnson. We would have stored in that space approximately 
600,000 tons. At the rate of $10.42 per ton-year that would be 
$6,252,000. 

Mr. Puiiurps. You are putting this material in private warehouses 
which may have other things in there? 

Mr. Jounson. Yes. 

Mr. Puruures. Now I understand your answer. Now break it 
down for me again. Approximately 6 million square feet is leased 
space in private warehouses? 

Mr. Jounson. The average occupancy of the materials being stored 
is about 10 square feet per ton, which would mean in the 6 million 
square feet of space we would store about 600,000 tons of material. 

Mr. Pxuituires. And you gave a figure of $10.42? 

Mr. Jonnson. That is right. 

Mr. Patuurs. Which ts roughly—— 

Mr. Mepuey. $6,252,000. 

Mr. Puriurps. It comes back to $1 a square foot, and if you have 
6 million square feet 

Mr. Jonnson. That is correct. That is approximately $1 a square 
foot in commercial facilities. I have a table here which sets up the 
storage requirements. 

(The table follows: 


Storage requirements for stockpile 


Warehouse Tank (bar- 
(square feet) rels) 


Required for program ‘3 ‘ : 24, 110, 000 2, 201, 000 
Presently occupied | 

Military | 6, 933, 000 | 

GSA . — 7 6, 834, 000 933, 000 

Commercial 6, 247, 000 | 907, 000 
Total 20, 014, 000 1, 840, 000 
Planned use (within present authorization): 

Military . 6, 715, 000 |__. j 

GSA 11, 957, 000 | 1, 861, 000 

Commercial 5, 438, 000 340, 000 

Total 24, 110, 000 2, 201, 000 

Planned use (if 1954 request ' granted 

Military 6, 715, 000 

GSA ‘ “ 16, 457, 000 2, 201, 000 

Commercial. .---.-.- . : 2 938, 000 


Total eoatba bab been oawtd thot eonddbis 24, 110, 000 2, 201, 000 


1 4,500,000-square-foot warehouse; 340,000-barrel tank. 
2 Cotton for which commercial space will be utilized. 





y o 5 


Mr. Puturps. Now, the real problem is the evidence you have o: 
can give us as to how long you are going to need this storage space and 
whether you are going to need it for the same quantities and the same 
kind of materials. 

Mr. Wausu. We will need it for the same quantities and kind of 
materials. The time period depends on the duration of the stockpile 

Mr. Puitures. How long will it take vou to build these new ware- 
houses? 

Mr. Wausn. I would say approximately a year for completion 

Mr. Puiuurps. Has that rental- pure ‘hase bill been introduced again? 

Mr. Forpes. Yes; it has been. 

Mr. Mepuey. | thought it would be helpful if I poimted out to 
the committee—you understand, of course, we are not asking for 
any money but, because of the action taken by the committee last 
year with respect to new construction, what we are seeking is the 
approval of the committee to use existing funds we have on hand 
for this purpose. There actually is no appropriation request for this 
item. 

Mr. Puituirs. For which one? 

Mr. Mepuey. For the entire program. 

Mr. Puiturps. You mean there is no request in the budget for 
$28 million? 

Mr. Mrepuey. No, sir; not in the revised estimate of appropriation. 
In the summary of changes which we gave you yesterday, in which 
the Acting Administrator indicated the revisions we had made in 
our appropriation request, the total of two items for stockpiling of 
$225 million was deleted entirely. Therefore, what we are discussing 


is the advisability of using existing funds which we have available. 
Mr. Putuurps. To the extent of $28 million for building those ware- 
houses? 
Mr. Meptey. Yes, sir. I was not sure the committee understood 
that. 


STORAGE REQUIREMENTS OF THE MUNITIONS BOARD 


Mr. Puriurps. Now we come to what I have been trying to develop. 
That is, why do you not use some of the warehouse space presently 
owned by the military? You certainly can get that for less than $1 
a foot. 

Mr. Wausn. We are using military space to the extent possible 
within the areas in which we are permitted to store. 

Mr. Puruuies. Explain that last part. 

Mr. Wats. The Munitions Board gives us a storage pattern. 
By that, [ mean an area in which these materials can be stored. And 
within those areas we are utilizing all available military space. 

Mr. Patiires. How sure are you that you have exhausted all of 
their space? Have you made an inspection—I do not mean you 
personally; I mean the GSA—of the military warehouses in these 
areas to see that they are being used to the fullest extent possible? 

Mr. Watsn. We have made some inspections. We have not cov- 
ered the entire area; no. 

Mr. Puiturps. My observation of some of those military ware- 
houses is that they are not overcrowded, and they are certainly not 
overcrowded with material. I have in mind now the Atomic Energy 
warehouses particularly. 
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Mr. Meptey. Mr. Rolle, Deputy Vice Chairman of the Munitions 

soard, is here, and it may be that he could comment on that point. 

Mr. Pariuurpes. What about that, Mr. Rolle? 

Mr. Rouue. I cannot at the moment. I can get the information, 
if desired, as to the utilization of military warehouse space. 

With respect to the stockpile program, however, the initial aim of 
the Munitions Board and of GSA and its predecessors was to store 
stockpile material on military reservations. That was done almost 
exclusively up until Korea, at which time the military’s own needs 
for space outgrew their availabilities, and from that time on there has 
been substantially no additional military space allocated to the stock- 
pile program. In fact, the military Department wanted to take back 
some of the space they had already given. 

Mr. Puiturps. The answer to the quest ~~ Mr. Rolle, is really that 
you have not made the sort of survey of either military or Atomic 
Energy warehouse space which would permit you to say to this com- 
mittee whether or not there is an excess of space? 

Mr. Rouxe. | have not made it, but I am certain the proper office 
of the Munitions Board which is responsible is up to date on it, and 
I can get a report for the committee. 

Mr. Puriurps. I think it would be helpful if you would, because I 
am firmly convinced in my own mind that the Atomic Energy ware- 
houses are not being used to the best capacity. 

(The statement follows:) 

The Department of Defense gross depot warehouse space was 83 percent 
occupied on 31 December 1952. Forecasts of deliveries from procurement indicate 
that this occupancy will increase. As of 12 March 1953, the military Departments 
were using 3,363,690 square feet of public warehouse space in addition to that 
operated in the military depot system. 


WAREHOUSE HANDLING CHARGES 


Mr. Puriurps. Now tell me about the handling charge for ware- 
houses. Why do you pay a handling charge for warehouses? Is 
that in addition to the storage charge? 

Mr. Watsu. In commercial warehouses, yes, sir. 

Mr. Puiturs. What about military w arehouses, GSA warehouses, 
and commercial warehouses? How much is the handling charge there? 

Mr. Mepuey. That is detailed, I think, on page 334 of your book. 

Mr. Puiturps. Why the difference between military, industrial, 
and GSA? Why should there be this very great difference? 

Mr. Watsx. On military it is $3 a ton. 

Mr. Puriurps. Why should the military be higher than commercial? 

Mr. Wats. Commercial companies offer a lower handling rate 
because they benefit from storage; they offer a lower handling rate for 
moving material in and out because of the fact they are making money 
on storage. 

Mr. Putiurps. That still prompts me to ask what justification the 
military has to charge $3 to you for handling charges? They are 
not in the business of making money that I have ever observed, or of 
saving money for that matter. I do not see why that charge is not 
excessive and why you should not protest it. 

Mr. Wats. We have discussed it, many times. 

Mr. Puiuures. Did you get any results? 
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Mr. Wausu. The last result was an increase but——— 

Mr. Mrpuiey. Mr. Chairman, I would like to point out, that under 
our revised agreements with the military, we are advancing them 
funds and they, in turn, have to account to us as to the way they 
spend the funds and the basis upon which they arrive at their charges. 
So, for the first time, we do have a reporting procedure by which we 
can determine whether or not they are making a profit at our expense 
and, if they are, to adjust the price accordingly. 

Mr. Puiuurps. | think that is a plausible explanation, because I 
think the charge of $3 of the military as against $2.50 a ton and then 
the subsequent additional unit charge of 75 cents and $1.10 are out 
of proportion. 

I observed somewhere in here something about research in your 
part of the program, Mr. Walsh. 

Mr. Watsu. Yes, sir. 


RESEARCH ON STOCKPILE ITEMS 


Mr. Puiiuires. What are you doing in research that is not ade- 
quately done by industry? 

Mr. Wausu. What we do there is more of a surveillance. We do 
have some perishable items in the stockpile. Those perishable items 
are not normally retained as long in industry as they have been 
retained in the stockpile, nor will they be. So it is not possible to 
rely in all cases on information available from industry, because they 
have not had the experience. We utilize all the information we can 
get from industry and also from the Government, and in certain cases 
we have to go bevond what we are able to gather. 

We run into various types of problems. The principal item which 
is stored longer than in industry is cordage fibers, the abaca and sisal. 
Rubber is also stored longer than it is in industry, and so is oil. 

Mr. Puitures. Are you doing research work to find substitutes, or 
better methods of storage? 

Mr. Watsu. Better methods of storage. 

Mr. Patties. How much are you asking for 1954 for that item? 

Mr. Forses. $106,200, and a reduction of two in the staff. 

Mr. Patiures. Does that remain unchanged in the revised budget? 

Mr. Forses. There is a reduction of two people in the revised 
budget. 

Mr. Puitires. What does that make the number of people for 1954? 

Mr. Forres. 12.9 average employment. 

Mr. Wausu. Thirteen actually on the job. 


PURCHASE PROGRAM 


Mr. Puiiurs. Now, on your purchases, usually you furnish us with 
a large sheet showing vour purchase schedule. 

Mr. Wautsx. That is in the back of the book. 

Mr. Putuuies. Which of the items that usually appear are we run- 
ning short of? 

(Discussion off the record. 

Mr. Paitires. What do you call ‘donated materials’’? 

Mr. Watsn. That is material either generated from ECA counter- 
part funds, or surplus from other Government agencies. 
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Mr. PHILLIPS. Is that the only source of material that we do not 
pay cash rpart and surplus? 

Mr. WALSH. Y es, sir. 

Mr. Puiuurps. And what percentage of your stockpile is represented 
by material secured in that way? 

Mr. Watsu. The value as represented by the inventory is about 
$700 million. 

Mr. Puiuurps. Ten percent? 

Mr. Wats. Yes, sir. 


ROTATION OF MATERIALS 


Mr. Puiturps. One of your problems before has been rotation of 
material which does not maintain itself. 

Mr. Wats. Yes, sir. 

Mr. Purvis. How about rubber? 

Mr. Wats. During the period of time when the Government was 
the exclusive buyer of rubber, we did acquire tonnage in some non- 
storeable grades. 

Mr. Puiturps. You testified last year you were going to rotate 
rubber at about 50 percent of what you had been doing it. 

Mr. Watsu. We are rotating it now at about 6,000 tons a month. 

Mr. Puiturps. And how often did you rotate oils and fibers? 

Mr. Watsu. We rotated some of the fibers and some of the oils 
are now undergoing rotation. 

Mr. Puiturps. This committee gave you $11 million to rotate 
rubber and other items and gave you $1.5 million to rotate oils and 
$900,000 to rotate fibers. You still have that on hand? 

Mr. Wausu. That is part of the money that is on hand; yes, sir. 

Mr. Puruurps. You have more than $8.5 million of the $14 million 
we gave you last year that you did not use for the purpose for which 
we gave it to you? 

Mr. Watsu. That is correct, sir. 

Mr. Meptey. That, of course, is part of the unobligated balance 
which we will have at the end of this year and will use for next year’s 
program. 


BORROWING AUTHORITY OF THE DEFENSE MATERIALS PROCUREMENT 
AGENCY 


Mr. Puitirps. Why should not this committee rescind some of the 
authorization for the DMPA? 

Mr. Wausau. I am in no position to answer that, because I do not 
know how broad those authorizations are. 

Mr. Puiturps. That was a direct authorization by the Congress? 

Mr. Meptey. Yes, sir. 

Mr. Pmiurps. I doubt if it has ever been before any subcommittee. 

Mr. Meputey. Under section 304 (b) of the Defense Production 
Act, as amended, if you wish, we could have that inserted in the 
record. 

Mr. Puiiurrs. Will you, please? 

(The section follows:) 
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DEFENSE PropuctTion Act oF 1950, as AMENDED 


Src. 304. (b) Any agency created under this section, and any department, 
agency, Official, or corporation utilized pursuant to this section is authorized, 
subject to the approval of the President, to borrow from the Treasury of the 
United States, such sums of money as may be necessary to carry out its functions 
under sections 302 and 303: Provided, That the amount borrowed under the 
provisions of this section by all such borrowers shall not exceed an aggregate of 
$2,100,000,000 outstanding at any one time: Provided further, That when any 
contract, agreement, loan, or other transaction heretofore or hereafter entered 
into pursuant to section 302 or 303 imposes contingent liability upon the United 
States, such liability shall be considered for the purposes of sections 3679 and 
3732 of the Revised Statutes, as amended, as an obligation only to the extent 
of the probable ultimate net cost to the United States under such transaction; 
and the President shall submit a report to the Congress not less often than once 
each quarter setting forth the gross amount of each such transaction entered into 
by an agency of the United States Government under this authority and the 
basis for determining the probable ultimate net cost to the United States there- 
under. For the purpose of borrowing as authorized by this subsection, the 
borrower may issue to the Secretary of the Treasury its notes, debentures, bonds, 
or other obligations to be redeemable at its option before maturity in such manner 
as may be stipulated in such obligations. Such obligations shall bear interest at 
a rate determined by the Secretary of the Treasury, taking into consideration 
the current average rate on outstanding marketable obligations of the United 
States as of the last day of the month preceding the issuance of the obligations. 
The Secretary of the Treasury is authorized and directed to purchase such obliga- 
tions and for such purpose the Secretary of the Treasury is authorized to use as 
a public-debt transaction the proceeds from the sale of any securities issued under 
the Second Liberty Bond Act, as amended, and the purposes for which securities 
may be issued under the Second Liberty Bond Act, as amended, are extended to 
include any purchases of obligations hereunder. 


Mr. Purturrs. I thought it was sections 301 and 303. 

Mr. Mep.ey. 304 (b) is the authorization for the borrowing 
authority. 

Mr. Purures. For the benefit of the newer members, that is under 
one of those authorizations Congress makes with great enthusiasm 
that tells the agency not to come to the Appropriations Committee 
but just dip their hand into the Treasury and get what they want. 
They started with $600 million of borrowing authority in 1950; then 
they had $1.4 billion authorization, and subsequent amendments one 
after the other have finally built it up until it presently has $2.1 billion 
authorization. And I cannot find any statement anywhere that they 
have less than $1 billion that they do not need. 

Mr. Meptry. I think it would be helpful to the committee to point 
out that this borrowing authority authorization is under control of the 
President and that control has been delegated to and is exercised by 
the Office of Defense Mobilization in cooperation with the Bureau of 
the Budget. DMPA is not the only agency which has received author- 
ity to utilize funds in this fashion. The Department of Agriculture, 
I believe, has received some allocations; the RFC has some for loans; 
the Export-Import Bank, as well as the Department of the Interior, 
for the minerals exploration program. So you can see that any con- 
sideration for reducing that authorization, I believe, should be taken 
up with the Bureau of the Budget and the Office of Defense 
Mobilization. 

Mr. Puiuuirs. Your suggestion is a good one, Mr. Medley, and per- 
haps this should go in the record here—a letter from the Adminis- 
trator of GSA under date of August 20, suggesting a reduction in the 
authorization amount. That was by Mr. Larson. 

(The letter above referred to is as follows:) 
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DEFENSE MATERIALS PROCUREMENT AGENCY, 
Washington 25, D. C., August 20, 1952 
Henry H. Fow er, 
Administrator, Defense Production Administration, 
Washington 25, dD. 

Dear Mr. Fow er: It has been our mutual desire to assure the most economi- 
cal use of the borrowing authority authorized under section 304 (b) of the Defense 
Production Act of 1950, as amended, In connection therewith, I have had my 
staff engaged in a study with the ultimate objective of reducing borrowing 
authority requirements. 

As a result of this study, borrowing authority in the amount of $1,095,907,000 
which had been made available to this Agency for certified programs as of August 
12, 1952, can be reduced to $667,107,000 or a savings in utilization of borrowing 
authority of $428,800,000. 

I would like to highlight the approach that was used in arriving at this revised 
figure. Heretofore, borrowing authority requirements for each commodity pro- 
gram or contract had been estimated in an amount sufficient to finance that 
particular program or contract. These estimates included provision for the non- 
recoverable portion which we know as probable ultimate net cost, as well as for 
the working capital required to operate each program, In the initial stages, the 
financial requirements necessarily were aaeaae d on an individual basis and could 
not make full allowance for the revolving nature of the fund. In particular, the 
estimates did not allow for the fact that the working capital provisions of one 
program could and would become available for a later program, nor for the fact 
that the nonrecoverable portion of a later program could be used to finance the 
recoverable portion of an earlier program. 

In our study, each of the individual commodity programs was phased over the 
life of the program on a fiscal-year basis and the receipts and disbursements 
relating thereto were computed. The working capital an 1 probable ultimate net 
cost requirements were similarly phased on fiscal-ye ‘ar basis. This analy sis, 
which has been summarized in the attached table I, shows that the estimated 
maximum cash requirements by DMPA for administration of presently certified 
programs for any period up to and including June 30, 1962, will amount to 
$569,609,000 and the estimate robable ultimate net cost will be $567,107,000. 

To achieve the full utilization of borrowing authority as a revolving fund, my 
feeling is that program certifications should provide for the probable ultimate net 
cost of the programs, and that an overall eertian yg fund be proy ided for unforeseen 
contingencies, and to allow for the fact that disbursements and receipts may not 
develop as estimated. The amount of such a working fund, in my judg’rent, 
should be $100 million, which would not be excessive in view of the magnitude of 
the progranu 

I am recommending, thérefore, that the financial requirements cf presently 
certified programs be reduced as set forth in the attached table Ll to the amounts 
indicated in the column ‘‘Revised borrowing authority. It is suggested that in 
lieu of rewriting all of the presently outstanding certificates, the attached table I] 
be approved and used as the individual and overall approval of the amounts 
recommended. As indicated on this table, $428,800,000 in borrowing authority 
allocations should be withdrawn. 

I am sure you realize that the amounts included in the revised require’rents are 
based upon the best information at hand at the present time and that further 
re vision me LV be necessary in ligh { of Cc hs wging circ mmstances 

With respect to future certifications, requests will be made on ly for the probable 
ultimate net cost of each program, and the overall working capital fund will be 
revised only when circumstances require. 

We will be very happy to discuss any of the details of this proposal with you at 
your convenience. Your early consideration and advice will be appreciated. 

Sincerely yours, 
Jess Larson, Administrator. 


Mr. Puiuures. But here is one of the troubles this committee has 
when we find out things like that. 
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PERSONAL SERVICES FOR STRATEGIC AND CRITICAL MATERIALS 


How many people have you, Mr. Walsh, on your payroll paid 
out of funds we appropriated for the purchase of strategic and critical 
materials? 

Mr. Watsu. In the overall, or just on purchase? 

Mr. Puixturps. I mean the entire personnel payroll that you havi 
which comes out of funds we gave you for the purchase of strategic 
and critical materials. 

Mr. Wausu. A total on the rolls as of the end of January of 878. 

Mr. Puriurs. In other words, we gave you money to purchase 
materials, and then you have 878 people on your payroll who are not 
accounted for in the justifications of GSA? 

Mr. Mepuey. No, sir. 

Mr. Puitures. Are they all accounted for? 

Mr. Mrpuey. — ome strategic and critical materials. 

Mr. Puriures. That is correct. I am not talking about ere 
authority funds; 1 am yah oon about Mr. Walsh. They are all ¢ 
counted for? 


Mr. Meptey. Yes, sir 


PERSONAL SERVICES FOR DMPA 


Mr. Paitiirs. How many has DMPA that are not accounted for? 

Mr. Mepuey. As of January 31, DMPA, per se, had 193. And the 
Emergency Procurement Service, which does spot buying and handling 
of mica buying stations, and so forth, and activities which have been 
delegated to it by DMPA, had 8&5 people paid from the borrowing’ 
authority funds. 

Mr. Puiturps. I think it might be a good idea to put in the record 
that list of DMPA employees, not by name but by classification and 
number, together with the EPS employees by classification and num- 
ber. I am suggesting to the members of the subcommittee that here 
is another case where we appropriate money for one purpose and find a 
payroll being built up larger than we had anticipated. It showed 404 
employees which GS: \ has and which are reimbursed by DMPA 
addition to the 193 that you just testified to. Is not that correct? 

Mr. Mepuey. That is right. That includes the 85 in the 404 figure 

Mr. Puruurps. Ac tually, then, there are 597 employees as of this 
moment out of the authorized 670, and the total personnel charge is 
$3,431,863, that are being paid for out of funds for which there is no 
previous approval by any appropriations committee of the ¢ Yongress. 


Mr. Mep.tey. That is correct, Mr. Chairman. 
(The information follows:) 
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GENERAL SERVICES ADMINISTRATION 


Full-time employment as of Feb. 28, 1953—Personnel financed from Defense 


Production Act funds 


CENTRAL OFFICE—WASHINGTON, D. C. 


Title 


Executive direction and staff operations 


Executive direction 
Administrative officer 


Total executive direction 


Compliance 
Inve stig itor 

Do 
Special agent 

Do 

Do 

Do 


Subtotal_- 


Compliance officer ! 
Investigator 


Subtotal 
rotal compliance 


Comptroller: 
Immediate: 
Government accountant 
Budget officer... 
Do__.- 
| 7 
Do.. 


Subtotal 


Budget 
Budget analyst_. 
Do 
Do 
Do 


Subtotal 


Accounting systems: 
Government accountant 
Do 
Do 
Do 
Do 


Subtotal 


Accounts and reports: 
Government accountant - - 
Do 
Do 


Do 
Subtotal 


Credit and finance: 
Financial analyst 
Do 
Insurance examiner 
Financial analyst 
Do 
Do 
Do ei 
eecceasa 


Subtotal 


1 Headquartered in London office. 


| 
General service 
grade 








Number 





Total annual 


salary 


15, 280 
31, 100 
25, 300 
25, 230 
3, 660 


106, 470 
9, 360 
7, 240 


11,050 
10, 600 
8, 360 
9, 410 
3, 785 


3, 655 
3, 030 


22, 045 


50, 200 
17, 320 


6, 510 
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Full-time employment as of Feb. 28, 1953--Personnel financed from Defense 
Production Act funds—Continued 


CENTRAL OFFICE—WASHINGTON, D. C—Continued 


Total annual 
salary 


Ge al servic . 
teneral service | Number 


Executive direction and staff operations—Continued 
Internal audit: 
Business accountant - -- - -- 
Do 
Do 
Do 
Do 
Do 
Do 
Dien 


Subtotal (headquartered in Washington) 


Business accountant 
Do 
Do 
Do 
Do 
Do 


Subtotal (headquartered in London). .........- 
Total internal audit 


Defense Accounts Division: 
Accountant. 
Do 
Do 
Financial analyst. 
Industrial cost accountant. . 
Resident accountant-- 


tt et et 


on 


Insurance examiner. 
Accountant 
Cost accountant. --- 
Voucher examining supervisor - - 
Claims examiner... 
Accountant... ‘ 
Property accountant 
Cost accountant 
Voucher examining supervisor. - - 
Claims examiner : 
Dow 
i 
a 
Do 
Do 


“pe bh ee DOO 





Subtotal_....... 


Total, Comptroller 


Office of Information and Reports: 
Information and editing specialist... 
Do ; ‘ 





Total, Office of Information and Reports...-- 


Office of General Counsel: 
Legal attorney.--.-- 
Attorney - -- 

Do 

Rs sae 
mes oan 
Do. 

Do 

Do 


Total, Office of General Counsel - - 
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1953—Personnel financed from Defense 


, 


Fulletime employment as of Feb. 28, 
Production Act funds—Continued 


CENTRAL OFFICE—WASHINGTON, D. C.—Continued 


Grand total, Emergency 


Summary, central office 
Executive direction and staff oper 
Public Buildings Service 
Emergency Procurement S¢ 


Total 





Full-time en ployment as of Feb. 28, 1953 Personnel financed from Defense 
Production Act funds—Continued 
REGIONAL OFFICES 
’ Pot 
Pith : \ I 
xecutive direct nd staff operatio 
Office ( uy ler 
Accou ’ Repor D 
Government accounta , > ‘ 
Do 13. 49 
1) 17.8 
) t } l 
u f 
(fr ] ‘ I t ‘ f ’ 
iS 
lic Building ‘ 
Industrial R I 1) I 
Manganes¢ kel 
Industrial en eel 1 ) 20 
Bri { 
t lit 1} t t . 
| 4 1 ) 
Do % 
te 
D> RS 
ubt ] 14 f 
vt 
i 
} + 
Sut l m 
{ 1 tot Public Bu H 
Emergeney Procurement Ser ( 


ice Ad tratio 


Do l l ( 10 

tal 7] ) 
Inspection operatio 

Inspector ) R { Rie) 

Do ; ) 

Do 2 x 

Subtotal l 63, 68 





Pu ent ) 3 17, 34 
0 43 

; ) 30, 46 

2 t 11, 20 

Subtotal 2 102, 30 


Storage and transportation 


lransportation officer 4 l R. 4 
rraffic manager | 2 12. 8 
Space procurement officer ’ ! 1 
rraffic analyst ) 2 10, 63 

Do 7 2 &. 410 

Do ; l 2 0380 

Do 2 3 8 TAD 
Subtotal 12 Re, 4 

Grand total, Emergency Procurement Service 57 243, 345 

Sumtnary, regional offices 

Executive direction and staff operation 17 65, 9 
Public Buildings Service 17 90, 33 
Emergency Procurement Service 57 243, 34 


Potal. 91 399, 5S. 
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DEFENSE MATERIALS PROCUREMENT AGENCY 


Full-time employment as of Feb. 28, 1953, personnel financed from Defense 
Production Act funds 
CENTRAL OFFICE, WASHINGTON, D. C. 


Titian General service 
Pith grade 


Total annual 


Number salary 













Office of the Administrator: 
























| | 
Assistant Administrator for Defense Coordination. -.-.____- as | 1 | $14, 800 
Administrative officer < sasantaidesnnaclncit ee 1 | 10, 800 
Assistant to the Administrator-. arian iiasalul mance 15 pee 2 | 22, 600 
Administrative assistant phaibiensabess wie RG tae ae oe 1 | 8, 560 
Assistant to the Administrator ae <n 11 | 1 | 6, 140 
Administrative assistant ___-_- iad dcitas iboats 11 1 5, 940 
Do ‘ ’ ne bie 9 | 3 16, 180 
Do ainanid abiotic 7 5 23, 025 
Do... : ee oe aa 5 7 | 25, 870 
Do nae y pasl shia 4 a 7 | 24, 065 
Do : sae ae 1 | 3, 030 
Do elias ‘ aa ‘ Real CPC 4 1} 3, 150 
Do ae j ji ‘ Site cibete special CPC 3. 1 2, 792 
Total, Office of the Administrator - . 32 166, 952 
Office of General Counsel: 
General Counsel - : . 17 1 | 13, 000 
Assistant General Counsel - 15 2 | 22, 600 
Supervising attorney -_-- ‘ " ‘ P 14 3 29, 400 
Legislative attorney --.---- aias ‘ 14 l 9, 800 
Attorney... iets 13 2 16, 720 
Do . 12 1 7, 040 
Do inde miei ll 1 5, 940 
Do . ae 4 l : 
Administrative assistant sia 9 1 
Do a tcaicc 7 2 | 
Do Risietiibetien 5 6 
a 5 ae 4 3 





‘Total, General Counsel 





Program Development Division: 


Division director ; 7 17 aie 1 13, 000 

Mining engineer ‘ . 3 / 3 26, O80 
Do 7 2 8, 535 
Do ine eaciidesate seats sai ‘ ane — 5 4 1 








Total, Program Development Division 


Domestic Expansion Division: 















Division director 17 1 13, 200 
Branch chief 15 6 66, 300 
Commodity-industry analyst 14 1 9, 600 
Mining engineer 14 2 19, 200 
Do 13 2 16, 920 
Industry specialist 12 1 7, 240 
Commodity-industry analyst 11 1 6, 140 
Administrative assistant 9 l 5, 185 
Do 6 2 7, 840 
Do 5 5 6 21, 585 
Do 7 22 


Total, Domestic Expansion Division 


Foreign Expansion Division: 





















Division director 17 1 13, 000 
Deputy division director ; ; 16 : 1 12, 000 
Branch chief sie 15 3 | 33, 650 
Metallurgist (general 14 1 10, 600 
Mining engineer 7 14 1 9, 600 
Do é as 2 | 18, 720 
Do_. sis 1 4, 830 
Do 6 ; 1 4,170 
Do 5... 5 | 18, 300 
Do 4 2 6, 830 
Do 3 1 | 2, 950 






Total, Foreign Expansion Division i and 7 19 | 134, 65 
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Full-time employment as of Feb. 28, 1953, personnel financed from Defense 
Production Act funds—Continued 


CENTRAL OFFICE, WASHINGTON, D. C.—Continued 


Total annua! 
salary 


General service 


grade Number 


Contract Negotiation Division: | 
Division director ee a cain alacant $13, 
Deputy division director 15 11, 
Contract specialist (negotiator) Ses fre ‘ 23, 
Industrial specialist _- ‘ leaned 11, 
Do seas ; 7 \ 


Total, Contract Negotiation Division.......--. 


Mining requirements: 

Division director 

Branch chief ‘ 

Industrial specialist 
Rn ‘ i < : ae 

Administrative and secretarial assistant-......-- 
Do 
Do 


= OF ee 


| 
| 
| 


Total, Ritalin redwweat hse Zo canacncsnvcccccae 


| 
rng 


Grand total, DMPA central office. ..........-.-.-- 


FOREIGN REGIONS 








Region I, Mexico, Federal District: 
District manager aia 
Do. 


 acccteedtdnccdnsdnnnmient iitnebnenneguennte 
Region II, Lima, Peru: 
Regional director - - 
Deputy regional director 
Total 
Region III, London, England: 
Office of regional director: 


Regional director - 
Assistant to regional director 


Subtotal. 


Information Office: 
Information officer 





Subtotal 


Comptroller Branch: 
Comptroller. . 
Contract analyst___--- 
Deputy Comptrollor.. ai 
NUE. 1... . dunnantnocimneetins 
Accountant 
Budget analyst. - 
D 


9,710 
, 470 
, 961 


7, 275 


6, 681 
5, 907 
6, 420 
, 568 
1, 568 
1, 106 


| te tet tt tt et tt 


58, 666 


Management Branch: 
Management officer 8, 950 
3, 927 
3, 150 
3, 785 
2, 790 
1,316 


24, 918 








— tt et 
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ployment as of Feb. 28, 1953, personnel financed from Defense 
Production Act funds—Continued 


FOREIGN REGIONS—Continued 


$11, 850 
030 
095 
690 


38, 665 


Div 


g engineer 
itegic material 
ng engineer 
Industry offieer 
Legic mater 
y engines 


M. exa 


urs 


Paris district 
Chief 


Contrac al 


Do 
Subtotal 
Grand total. 


Singapore, 


lirect 


Soumma 


'? ) nus 
Number Total ann 


, Federal District 
a, Peru 
on, Engla 


, Singapore, Britis! Malaya 
otal, DMPA regional offices 
Note.— All grades and salaric blished by the Foreign Service Act of 1946, as amended (22 U. 8. C 


801-1158), and indicated above ¢ d from borrowing authority funds are actually reimbursable details 
from the Department of State 
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Mr. Forses. That was the condition as of January 31. I do not 
have the exact figures here, but I think the total layoffs in DMPA 
since January 31 have been substantial. 

Mr. Puruurps. You also have Mutual Security, Mr. Forbes. You 
are reimbursed for 116 people, and on the point 4 program, 16 people. 
Now, there are two more programs neither of which report to Congress 
in detail the personnel they have, nor justify it. It makes a total of 
over 800 employees that the Approprii itions Committee has actually 
lost control of by the direct authorization-to-the-Treasury process. 


UNOBLIGATED BALANCES OF STRATEGIC AND CRITICAL MATERIALS FUNDS 


Mr. Purtuups. Mr. Jonas raises a question very properly as to the 
amount you have on hand. What is the balance of the unexpended 
appropriation; is that the $188 million? 

Mr. Wausu. No; that was at the end of January. 

Mr. Puiuures. What would that leave your balance? 

Mr. Wausnu. The balance at this time is around 457 million. 

Mr. Puriures. You have justified the use of some $28 million of 
that 

Mr. Meputy. I think the easiest thing to do would be to show you a 
COPS of this one-page statement. 

Mr. Puituirs. Suppose you look that over, Mr. Jonas. 


WAREHOUSE AND TANK STORAGE FACILITIES 


Mr. Krueger. I have one question: After listening to the ques- 
tions and answers, I do not know yet what we are going to do with the 
$28 million. 

Mr. Puttures. They want to build warehouses. 

Mr. Wausn. The plan is to build 4.5 million square feet of ware- 
house space and tankage for 340,000 barrels of oil. 

Mr. Krueger. It has been pointed out that it is much cheaper to 
have the Government build the warehouse space than to rent it? 

Mr. Watsu. Yes. 

Mr. Puiuuips. They propose using the money which is already on 
hand, and will not need any new appropriation this year. According 
to Mr. Walsh, it would take something like 7 years to liquidate it 

Mr. Kruecer. That is, you would save enough in the rent. 


Mr. Watsu. Yes. 


ADEQUACY OF FUNDS FOR STRATEGIC AND CRITICAL MATERIALS 


Mr. Puiuurpes. Mr. Jonas points out that each year when we go on 
the floor we are asked if we have provided enough funds for strategic 
and critical materials. We can simply say that on the basis of the 
statement you are making to us, Mr. Walsh, it is your opinion that 
we have provided all the money that will be necessary for the pur- 
chase of strategic and critical materials for the fiscal year 1954. 

Mr. Wausu. As we see it at the present time; yes. 

Mr. Mep.ey. | think it would be well to point out also, Mr. Walsh, 
the policy under which the stockpiling materials program of the Gov- 
ernment is currently financed. Mr. Chairman, the policy to which I 
refer has been promulgated by the Bureau of the Budget to be followed 
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on any long-term contract, where the terms of the contract and supply 
of material is for an extended period. You will note that the con- 
tracting for the acquisition of this material is to be made by the 
Defense Materials Procurement Agency under the borrowing authority 
we previously discussed ; on contracts for deliveries which can be made 
immediately or in the current fiscal year, we would use the stockpiling 
funds. It would work in this fashion. Let us assume that we enter 
into a contract, say, as of today, which is going to run for 4 years, and 
which contracts for a million units of some commodity. Let us assume 
also that in 1956 the stockpile will receive 200,000 units under this 
contract. Under such circumstances, we would ask for the necessary 
cash with which to acquire what was going into stockpile in 1956 fiscal 
year budget. Section 304 (b) of the Defense Production Act expires 
on June 30, 1953, and this policy is predicated on the assumption that 
Congress will extend this legislation beyond that date. 

Now, in the event that the Congress, for one reason or another 
should not see fit to extend the borrowing authority provisions of the 
Defense Production Act and permit a continuation of this policy, 
then the amount of funds required for the stockpiling program would 
have to be completely reexamined. This committee will no doubt 
recall that, prior to the enactment of the Defense Production Act 
and the adoption of this policy, our operations under the stockpile 
program were quite different. During that period it was not unusual 
for Mr. Walsh to enter into long-term contracts which are financed 
against stockpile appropriations. All of that has been changed now 
and our revised 1954 budget for stockpiling is based on (a) long-term 
contracting against borrowing authority funds of the Defense Ma- 
terials Procurement Agency, and (6) short-term contracts or current- 
year deliveries against the stockpile appropriation. 

Mr. Yares. The reduction that has been made for the purchase of 
strategic and critical materials—will these be effective operation of the 
stockpiling program in your opinion, Mr. Walsh? 

Mr. Wausu. If we can utilize Public Law 774 for long-term contract- 
ing; the $188 million will take care of short-term. 

Mr. Yates. When you say if we can utilize it; is there some doubt 
about it? 

Mr. Watsn. There is no doubt as yet, but if there are any changes 
made in the law that would prohibit it, there would be. 

Mr. Yates. Is there any such change contemplated? 

Mr. Watsu. That I really do not know. 

Mr. Yares. Then as far as you know at the present time the fund 
is sufficient? 

Mr. Watsn. Yes. 

Mr. Yates. What was the basis for the reduction in the stockpiling 
activities? 

Mr. Watsu. There were several factors involved in that, Mr. Yates: 
One was diversion to industry of materials that we had under contract. 
Another was transferring some long-term contracts we had against 
Public Law 520, changing them over to Public Law 774. 

Then there were some short-fall deliveries and reduction in price of 
materials, particularly rubber, where we had encumbered rubber for 
example, at 55 cents a pound, and the market fell off and we paid only 
at the market price. That freed up more funds. It was through those 
processes that we were able to make more money available. 
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Mr. Yares. Do you anticipate, and I assume this is a crystal-ball 
question—do you anticipate there will be any rise in those prices that 
will compel you to come in and request additional funds for purchases 
for the stockpile? 

Mr. Watsu. I personally do not think so—there may be a slight 
rise, but I do not foresee any sudden rise in these commodities. 

Mr. Yarus. So that as far as you can tell at the present moment, 
the funds will be adequate for the purpose of stockpiling for the next 
fiscal year? 

Mr. Watsu. Yes, I think existing funds will be sufficient. 

Mr. Mep.uey. It might be well to point out, Mr. Yates, that I 
think Mr. Walsh has reference to the borrowing authority, which is 
made available under the Defense Production Act which expires 
June 30 of this year. This program, of course, contemplates the 
continuation or extension of that authority into next year in order 
to utilize the funds. 

Mr. Forsgs. That is right. 


PROBABLE ULTIMATE NET COST IN DMPA PROGRAM 


Mr. Puiuuips. I do not understand the so-called ultimate net cost 
basis for obligations. Will you explain that? 

Mr. Meptey. I think Mr. Greenberg should do that. 

Mr. Purturps. Yes, Mr. Greenberg. Apparently the figure of $2 
billion is the amount you can use. Will you explain, for instance, 
taking machine tools, if you could buy $2 billion of machine tools? 
It would seem you could, according to my understanding. These 


things will be bought under the DMPA contract? 

Mr. GREENBERG. Any of these commodities, Mr. Chairman, in the 
DMPA are contracted for under the authority of the Defense Produc- 
tion Act of 1950 as amended, and financed from a revolving fund 
established from borrowings authorized under section 304 (b) of the 
act. When we enter into a contract, we estimate the probable ultimate 
net cost to the Government of the contract, taking into consideration 
the possibility of DMPA having to acquire these commodities through 
purchase, and considering available supply and demand and other 
factors. In a number of instances we have entered into contracts on 
a gross basis, for which we have made no provision for the ultimate net 
cost, taking into account that stockpile, industry and defense con- 
tractors will take the materials that arise as a result of the contract. 

Mr. Pxuituirs. How many items, and how many different types 
would that possibly refer to? You seem to have an element of 
gambling in it. 

Mr. Greenserc. About 24 items in the entire list. 

Mr. Puiuurps. I think it should be said for the record that the 
President is giving this authority under Executive order to approve 
borrowings from the DPA Administrator of $1.8 billion, and to the 
Secretary of Agriculture for $150 million. That is of what date? 

Mr. GreenserG. That is February 28. The total authorization 
was $2.1 billion. 

Mr. Puiuurrs. I would like to know how much of that the Secretary 
of Agriculture is authorized to spend. 

Mr. GreenserG. $65 million is authorized under the agricultural 
program, 
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Mr. Puimutes. But he can go as high as $150 million? 

Mr. Greenserc. According to the latest figures of the DPA they 
have authorized $65 million to the Department of Agriculture. That 
figure might have changed or been adjusted. 

Mr. Puruiips. The figure shown here as of December 31 for the 
borrowing authority shows the program committed equal to 
$1,287,000,000, leaving a balance of $813 million available for new 
programs. 

Mr. GREENBERG. As of December 31? 

Mr. Paruips. Is that about what you have? 

Mr. Greenserc. It would be something around those figures. 
The total is $2.1 billion. 

Mr. Puitures. That is authorized. 

Mr. Greenspera. Yes. The total uncommitted by certification 
according to a report of the DPA, as of December 31 was $479,869 ,000, 
of which there was $310,869,000 allocated but not certified and $169 
million unallocated. 

Mr. Puoitiires. According to your figures, the amount committed, 
according to what our figures would indicate, you have a total of some 
$70 million. 

Mr. GREENBERG. As of December 31? 

Mr. Paitires. December 31. 

Mr. Greenpera. The D\IPA as of December 31, had an authori- 
zation of gross transactions of $7,510,272,800. 

Mr. Puitures. That is about 2 times the actual authorization? 

Mr. GreENBERG. No, the authorization for borrowing authority 
for DMPA at that date was $909,244,000. 

Mir. Puiuures. I have no further questions in regard to strategic 
and critical materials. If any member of the committee has any 
question, may we have them now, so we can close this out. 


GUARDS AT MICA DEPOTS 


Mr. Forres. Mr. Chairman, Mr. Jonas asked a question concerning 
gvuards at strategic locations in his district. 

Mr. Puitires. Yes 

Mr. Forres. I believe Mr. Walsh is prepared to answer that. 

Mr. Puitures. Will you supply that information, Mr. Walsh? 

Mr. Wausu. That is the mica depot at Spruce Pine, N.C. There is 
a total of 14 Government personnel employed at that depot. The 
breakdown of that is this: The superintendent, an accountant, 4 
buvers, 2 secretaries, 2 inspectors, and 4 guards. 

The processing work at that depot is done under contract; that is 
the work for trimming and grading of mica products in that area. The 
contract there is with a concern by the name of L. N. Carpenter and 
Associates, and they employ 41 people. The number of products for 
that depot— there were 147 products delivered to that depot, and to 
date they have delivered 59,978 pounds at a cost of $875,668. 

Mr. Jonas. That is mica? 

Mr. Wausu. That is all mica. There has been 1 or 2 loads of 
beryl, about 7 tons. 

Mr. Jonas. Is this Carpenter firm a local concern? 

Mr. Wausu. Yes, it is a local concern. 

Mr. Jonas. Most of the employees that have been hired are working 
for the contractor? 
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Mr. Wausu. Most of them. ‘The Government employees are th: 
only ones that are not local. There are 2 not local: one is an accountant 
who came from Atlanta, Ga., and another is an inspector who is ther: 
on a training basis, and he will be moved out as soon as he secures 
training, but all the others were employed locally. 


LANGUAGE CHANGES 


Me. PHILLIPS. Mr. Medley , in order to vet money out ot warehousn ( 
funds previously appropriated for strategic materials, do you have to 
have any change in the law? 

Mr. Mepiey. No, Mr. Chairman. 

Mr. Puiuures. Do you have to have any changes in the law? 

Mr. Mrpuiey. We have some changes in language that I would li! 
to present to the committee at this time. 

Mr. Puituies. Will you read them? 

Mr. Meprey (reading 


) 








Strategic and critical materials: For necessary expenses in carrying 
ro\ ons of the ‘strategic and Critical Nate al Stockpil ng Aet of Juiv 23. 194 
cluding rvices as authorized by section 15 of the Aet of August 2, 1946 (5 
{ . § 55a) [not to exceed $160,425 for expenses of trave and the purchas¢ 
to ex ! two pas motor vehicles for replacement only, $203,979, 000 
to remain available until expended, of which $70,000,000 





lation of obligations incurred pursuant to authority heretofore granted 


head]; Provided, That any funds received as proceeds from sale or ot} 
lisposition of materials on account of the rotation of stocks under said Act sha 
lisposited to the credit, and be available for expenditure for the purpose 
his appropriation: Provided further, That during the current fiscal year the 
hall be no limitation on the value of surplus strategie and critical materia 
In accordance th subsection 6 (a) of the Act of July 23, 1946 (50 U_S. ¢ mse (a 


be transferred to stockpiles established in accordance with said Act 


That basi ally is a continuation of previous language, 

Then we have a new item which, pursuant to the direction, [ unde: 
stand, from the appropriation committee, is wanted to liquidate cor 
tract authority, and the language suggested for that reads as follows 


Strategic and critical materials (liquidation of contract authorization): Fo 
liquidation of obligations incurred pursuant to authority heretofore granted unde 


is head, to enter mto contracts for the purpose of the Strategic and (¢ l 
\laterial Stoc kpiling Act of July 23 1946, not to exceed $30,000,000 toa } 
expended from funds previously appropriated under the title “Strategic and 
critical materials’: Provided, That this amount may be disbursed throug! 
appropriation Strategic and critical materials put hall be accounted 


eparately therein. 


Mr. Puitiies. To put that in somewhat simple language; this is 
separating the $30 million for contract liquidation for strategic mate 
rials from the rest? 

Mr. Meptey. Yes 

Mr. Putiiies. And you would like us to take out the limitation 
have placed on your expense for travel and give you two new auto 
mobiles? 

Mr. Mreptey. Yes. The automobile is bracketed out 

Mr. Puiturps. The $30 million for liquidation of contract authority 
is taken care of in a separate appropriation paragraph 
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Mr. Meptey. That is right. 

Mr. Puriuures. Very well; are there any further questions from 
members of the committee about strategic materials? 

Mr. Anprews. In the original so-called Truman budget, did you 
request $188 million for strategic and critical materials? 

Mr. Mepury. New purchase money; yes. 

Mr. Anprews. When did you come up with the opinion you would 
not need that amount? 

Mr. Wausu. That was arrived at, Mr. Andrews, by eliminating or 
“freeing up,” say, the funds that had been under contract where ma- 
terials were diverted to industry, plus the transfer of some long-term 
contracts, which were entered into under Public Law 520 and transfer 
of borrowing authority, plus the falling off of deliveries on contracts, 
plus money picked up, and through this process it “freed up’”’ enough 
money to eliminate the necessity for asking for new money. 

Mr. Anprews. In fiscal year 1953 you received $133,979,000 for 
strategic and critical materials? 

Mr. Watsn. Yes. 

Mr. Anprews. And you tell the committee today you do not need 
any money for the fiscal year 1954 for stockpiling of strategical and 
critical materials? 

Mr. Watsu. We will use the money made available through 
“freeing up,’’ under the processes I have indicated, plus the authority 
that exists under Public Law 774 for long-term —a which 
will eliminate the necessity for asking for new money 

Mr. Anprews. That is all, Mr. Chairman. 

Mr. Puruurps. I believe that is about all we have left on that 
subject. 

NATIONAL ARCHIVES AND Recorps SERVICE 


Mr. Puixiurps. We have before us the request for an appropriation 
for 1954 for the National Archives and Records Service. 
Mr. Forses. Mr. Chairman, if I may, I would like to say that the 
National Archives and Records Service staff, in going over the budget, 
made a substantial cutback from the budget that was already very 
tight, and our suggestions of the revised budget for this Service, as 
well as that of “Operating expenses, Federal Supply Service,” were 
accepted by the Bureau of the Budget without change. The request 
for the entire National Archives and Records Service has been cut 
back from $6,250,000 in the estimate before you to $5,525,000. 

Mr. Puiuuips. Will you say that again? The estimate of expendi- 
tures for the current year is $4,868,200, and your request for 1954 
was $6.5 million, which is reduced to $5.5 million. 

Mr. Forsess. Yes. 

Mr. Puruurps. $5,525,000. 

Will you take up these items, Dr. Grover? 

Mr. Grover. It might be helpful, Mr. Chairman, if I briefly spoke 
to you about what was in the 1954 budget and how we have revised it. 

Mr. Purturps. I notice that you have taken out completely the 
microfilming. 

Mr. Grover. That is right. 

Mr. Purtuuips. I think perhaps you had better make a statement, 
Dr. Grover. 

Mr. Grover. You gentlemen are thoroughly familiar with the pur- 
pose of this operation? 
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Mr. Puituirs. We have two new mnembers on the committee, Dr. 
Grover, and you had better give us a little background, and also I 
think you had better give us a thumbnail sketch of how you arrived 
at this estimate. 

Mr. Grover. I would be very happy to do that. 


GENERAL STATEMENT 


Let me give you a little historical background concerning the 
records management and records center problems in the Federal 
Government; they are problems of the fairly recent era. We had no 
problem, and we would have no particular problem today, if we were 
back in the early part of the 19th century. But what happened is that 
the typewriter was invented in the latter part of the 19th century 
and invaded the Government in 1890; carbon paper came on in 1906; 
stencil cutting in 1907, and multilithing and photolithing as recently 
as 1929. 

Mr. Puiiures. And bureaucracy came on in 1932. 

Mr. Grover. Big government began, Mr. Phillips, in World War I. 
It came on in a big way in the 1930's. 


GROWTH OF RECORDS 


Here is what happened in the period 1917 to 1952: the Government 
accumulated more records in that 36-year period, 25 times more rec- 
ords, than in all the previous 144 years of our history, and the Federal 
Government today is filing about 10 billion pieces of paper every 


year. 

Mr. Jonas. How many? 

Mr. Grover. About 10 billion pieces of paper. 

Mr. AnprRews. And what percentage of those are worth saving? 

Mr. Grover. I would say not more than 5 percent of them have 
permanent value. 

Mr. Anprews. In other words, we are just filing away about 95 
percent of the papers that are not worth anything? 

Mr. Puituirs. What you mean to say is you are not microfilming 
100 percent of the papers, but you are putting them in warehouses, 
and that in the end the amount will be pressed down to a small per- 
centage until it was finally brought down through microfilming to 
about 5 percent? 

Mr. Grover. That is right, Mr. Phillips. Of the records that go 
into the records centers, about 75 percent are destroyed within a 10- 
year period. In other words, these are papers that are needed for 
numerous accounting, legal, or administrative purposes, as well as for 
congressional investigating committees. We have saved quite a few 
for that purpose. 

But those two factors—office technology and big government—came 
to point about the time the National Archives was established. The 
National Archives in the United States is a fairly recent institution, 
one of the latest in the world, as a matter of fact. It was established 
by act of Congress in 1934. We barely got it into operation in 1936 
and 1937 when the flood of records developed, and beginning in 1939, 
when the flood hit us, particularly during World War II when the 
space situation in Washington was so critical, a period of 7 or 8 years, 
we practically filled the National Archives Building. 
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Mr. Puuurps. Going back another step, you try to get the original 
agencies to do some screening for you? 

Mr. Grover. Yes. 

Mr. Puiturps. And the sooner you can take them the easier it is 
for the originating agencies to go over them? 

Myr. Grover. That is right. What happened is that when the 
Hoover Commission came along we directed Mr. Hoover’s attention 
to this record problem, and the Bureau of the Budget did the same 
thing, and as a result there was a recommendation to establish 
records centers which could take the records that were not needed 
permanently, but which would have to be held for varying periods 
of time, 5, 10 years, some 15 or maybe 20, but to keep those records 
until they could be destroved. The records centers provide among 
other things a screening mechanism for keeping down the volume 
of records and indicating those that are to be destroved. 

Then the Commission also recommended that in the GSA a small 
stafl group, a records-inanagement staff, should provide staff leader- 
ship in this field for the whole Federal Government. 
there are at least a quarter of a million clerks engaged on this 


: | ; ae 5 . : as ; 
record Work and in record-keeping processes in the various agencies 


of the Federal Government, and th eV fiave had no ce tral lead rship 
1 i \ 1 \ 

1) this he lc and 00 Standards to ourde them. 
1 think in most cases they are quite willing to ceconomize, if they 


know how to economize, and that is the sort of thine the records- 
management program te lis them todo 


During the last 3 years we have had the steady backmg of this 


committee, and we have begun to get control over the tremendous 
masses of materials, determining their proper disposition through 
the schedulmg program. The records scheduling program has to 
precede all other aspects of the program It makes mamtaining 
records more efficient; it tells us what we should microfilm; how we 
that the permanent and the temporary 


should file the papers So 
1 
i 


I] ve intermingled. 


inotl 





















RECORDS ISPOSAT 


PROGRESS 





In the last 2 vears we have made cood progress on this whole 
problem of the disposal of Federal records. But there is still a 
total of about 23 muilion cubic feet mm the Federal Government, 
enough to fill 8 Pentagon buildings. Strangely enough we are 


creating more records today, since the beginning of the Korean war, 
than we did during World War Il. I think this is explained by the 
fact that the Defease Department, because of the higher rate of 
turnover among enlisted men, creates a great deal more records 
than durmg World War LI, even though the Defense Department has 
a very good record-management program. 

Mr. Puiuurpes. Dr. Grover, I had occasion to look over some of the 
Veterans’ Administration files, files that 20 back into World War I, 
and vet every time the Veterans’ Administration has made a new 
record, they make it in quadruplicate or even more forms, and yet 
they have kept a copy of that in their files. 

How are you able to control the keeping of unnecessary duplicate 
copies of papers in any of these agencies? 

Mr. Grover. We have the authority to issue regulations, Mr. 
Chairman, and to make inspections in necessary places, and then 
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make recommendations to the Bureau of the Budget and to the Con- 
gress. In that field there are a great many millions of records that 
can be eliminated, duplicate copies and duplicate files. 

As I say, we are just moving into that work; we have been con- 
centrating on the initial housecleaning problem. With all of this 
volume of records, we only have a management staff for the Federal 
Government of some 55 people in this budget, 27 in the central office, 
and 28 in the field. And we have to move on these things one at a 
time. We cannot cover the whole water — overnight. 

Now, what we have intended to use the microfilming for was to 
microfilm those records which have to be kept for such long periods 
of time that the cost of the microfilming is less than the cost of storing 
the records in these centers. 


MICROFILMING 


Mr. Puinuips. That is a very important question, I notice you 
have taken out the entire request for microfilming of $207,000. 

Mr. Grover. That is correct, 

Mr. Puiturps. That means that a large quantity of the materials 
you are going to have to keep in storage? 

Mr. Grover. Of all the materials we have in storage, not more 
than 5 percent would be eligible for microfilming. 

Mr. Puiturps. But you can determine how much 1s eligible for 
microfilming and then go on from there, and you will have to carry 
the entire load through 1954, which otherwise might have been 
screened out? 

Mr. Grover. That is right; but our microfilming in the last analysis 
is only for permanent records in the National Archives. We still 
have space in the National Archives Building for enough new acces- 
sions, at our present rate to last about 3 or 4 years, and then we will 
be filled up. 

Mr. Puituires. You are not beginning to microfilm stuff in the 
centers? 

Mr. Grover. Not yet. 

Mr. Puiuuips. You are still at the Archives? 

Mr. Grover. Still at the Archives. 

Mr. Puiiures. So you will not be seriously handicapped by the 
delay here? 

Mr. Grover. Not by a delay of 2 or 3 years. 


NITRATE FILM CONVERSION 


Mr. Putiurps. Why the necessity for taking out the $200,000 re- 


quest for “Nitrate film conversion’’? 


Mr. Grover. We have cut that in half. 

Mr. Paruures. You are cutting it in half to $100,000? 

Mr. Grover. Yes; from a 3-year rate to a 6-year rate. 

Mr. Puituirs. Are you losing some of those films? 

Mr. Grover. That is right. We have lost many during the last 

-year period, and we will lose more films maybe I should go back a 
lide bit and tell you something about the nitrate film. We have 
about 52,000 reels of official nitrate motion- -picture films. They go 
back as far as we have motion pictures; that is, the earliest film goes 
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back to the Spanish-American War period. We have a number of 
very valuable combat films of World War I. For example, we have a 
film which follows the 26th Division in the Argonne offensive right 
from September up to November 1918. We have Admiral Byrd’s 
films, of his Arctic and Antarctic explorations; we have films of many 
notable personages, and of many notable events; we have a very val- 
uable collection of films. We have appraised the 52,000 reels of 
nitrate film, and have decided that about 23,000 reels are worth con- 
verting to an acetate base, which will be as permanent and safe to 
store as paper records are. The film industry came out with this 
acetate base for motion pictures in 1950, and it is now in general use. 

Mr. Puiuurps. Of the percentage of films that have to be saved, 
what will be the total cost to the Government of transferring those 
from nitrate to acetate base? 

Mr. Grover. The total cost to the Government will be about 
$1,500,000. We hope to have the Signal Corps and some of the other 
agencies reproduce some of the films that we have accessioned from 
them. For those to be reproduced by GSA, about nine and a half 
million feet, it runs around $600,000. In other words, we are going 
to reproduce as many of the valuable films as we can, and we hope 
to get some other agencies that have the facilities to help us with the 
films that originally came from them. 

Since we made the original estimates, the motion-picture facilities 
of Agriculture have been eliminated, I understand, so that we cannot 
count on much from that Department. But if we can get started on 
a contract basis next year—the reproduction work would be performed 
on a contract basis—perhaps we can get the rate up in 1955 or 1956, 
when the budget situation is not so stringent. While we have lost 
some good films due to deterioration, and we are continuing to lose 
about 50 reels a year, some of the film lost is not important, and we 
are not worried too much about that; but we have also lost one or 
two very valuable films. For instance, we had the only film in the 
world that I know of on the activities of the Graves expedition in 
Siberia, the expedition of General Graves, and we lost that. 

It is possible to lose a relatively new film; the date of the film does 
not necessarily determine whether it is deteriorating, because there are 
other factors entering into deterioration. It depends upon how the 
film was processed, and if we get some poorly processed films, even 
though they are very recent, we are going to lose them just as quickly 
as some films that go back to 1920 or 1930. 


WORKLOAD IN RECORDS CENTERS 


Mr. Puiuures. I notice from your justification you state that about 
1955 the intake and outgo should balance at the records centers. 

Mr. Grover. That is what we plan on. 

Mr. Puruurps. So 1955 will be when you need this space? 

Mr. Grover. We must have the space in 1954 to arrive at the 
leveling-off point. That should be about 2.5 million cubic feet, ex- 
cluding the Department of Defense, which has its own facilities; as a 
matter of fact, they are larger than ours. The Selective Service has 
its own record depots, as you know. The Veterans’ Administration 
has a centralized facility for veterans’ case files, located out in Ohio, 

Mr. THomas. What about the Army? 
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Mr. Grover. The Department of Defense has its own. 

Mr. Tuomas. And the Navy? 

Mr. Grover. Located in Long Island for naval personnel records. 
As I say, the Department of Defense has its own setup. 

Mr. Puiturps. And as I understood you to say their capacity is 
greater than yours? 

Mr. Grover. Yes; they have more people. 

Mr. Tuomas. 75 percent of the records, have they not? 

Mr. Grover. Not quite. 

Mr. Corron. Have you completed your preliminary statement? 

Mr. Grover. Yes, Mr. Cotton, except I would like to mention this 
record center activity. We, of course, still request an increase, but it 
is somewhat reduced from what we had in the original 1954 budget. 

Now, in addition to the records that we have got to take from old- 
line agencies, we may run into a large number of liquidating agencies, 
defense agencies, this year and next. They are going to have about 
115,000 cubic feet of records, and if the RFC is liquidated, there will 
be another 70,000 cubic feet of records, and it is certainly imperative— 
it makes it absolutely essential to increase our record center capacity 
in 1954. 

Mr. Corron. That completes your preliminary statement? 

Mr. Grover. Yes. 


EXHIBITION OF OLD FILMS 


Mr. AnpreEws. Do you ever show these old films? 
Mr. Grover. Yes; we show them to groups, and we hope to have 


showings in the afternoon, three times a week, for the public later on. 

Mr. AnprEws. Do these films break easily when they are passed 
through the machine? 

Mr. Grover. No. If they are in that bad shape we would have to 
reproduce them. 

Mr. Corron. Do you have large groups coming to see them? 

Mr. Grover. Yes. We expect to start regular showings about 
April1. Our auditorium will seat about 200 people. 


REVISED BUDGET ESTIMATE FOR NATIONAL ARCHIVES AND RECORDS 
SERVICES 


Mr. Corron. In the new revised request, at the beginning of the 
year, your department over all showed a reduction by some $725,000? 

Mr. Forsegs. That is right. 

Mr. Grover. I might summarize by saying that in the records 
management activity—— 

Mr. Corton. Before you discuss that, Mr. Grover, we will insert 
in the record the statement showing the revised budget figures: (1) 
Records management; (2) records centers; (3) mic crofilming; (4) 
National Archives; (5) Federal Register; (6) Roosevelt Library; and 
(7) nitrate film conversion. 

Those seven groups comprise your whole list of activities? 

Mr. Grover. That is right. 

Mr. Corron. Will you put in the record at this point the reduction 
over the original request, as it applies to each of these activities? 

(The statement referred to follows: ) 





980 


National Arc ves and Records services 


$6, 250, 000 
724, 600 


5, 525, 400 
GENERAL STATEMENT 


rogram cutbacks below the 1953 level in all 


d nitrate film conversion, increases in which 


) 
} 
1 


al 
1] } 
a reduced level 


al decrease of $724,600 equals a 12 percent fund reduction in NARS 
} 


The staff of the National Archives will be reduced even below the 
at which it has been operating for the past few years. 
national system of record 


The organization 
centers, which has been in progress for the past 


irs accordance with the recommendations of the Hoover Commission 


nleted 


500 8374 500 $20, OO 
OO 8, 500 185, 80K 
20) 207, 200 
» 000 ] 00, 000 — 200, 000 
AO) 5 AOO 


7.000 


HM 1, 500 5 O00 
100, 000 100, OO 


O00 5, 525 


Recorps MANAGEMEN1 


NATIONAL ARCHIVES AND Recorps SERviCES 


ds management 


erage employment 


Total 


$394, 500 
20, 000 


374, 500 


-ERFORMANCE AND COST 


1954 budget 1954 revised 


$340. 000 $320, 000 
54, 500 54, 500 


394, 500 74, 500 


Revisions in italic 
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HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


Generally, the reduction will decrease the amount of on-the-spot assistancé 
that can be provided other agencies in improving their systems of records manage- 
ment. Assistance will be restricted to those areas where the largest immediate 
savings can be realized. 

The revised 1954 program will permit the continued development of instruc- 
tional bulletins, general records-disposal schedules, and regulatory standard 
governing the management of Federal records. It will permit completior 
the initial “housecleaning”? campaign in civilian agencies, which has proved so 
productive in releasing space and filing equipment; and it will insure that al 
major accumulations of Government records will be controlled by disposa 


hedules by June 30, 1954, as required by GSA regulations 











Mr. Corron. Summarizing as you go along, will you indicat 
the record how much in money was cut in each activity? First 
Records Management. 

Mr. Grover. The reduction is $20,000. 

Mr. Corron. And how many positions? 

Mr. Grover. Three positions 

Mr. Corron. How many positions have you in the Records Manag 
ment for fiscal year 1953? 

Mr. Grover Fifty-eight positions. 

Mr. Corron, Fifty-eight positions. How many actual people now 

Mr. Grover. Actually on board now, we have 26 in the centra 
office and 28 in the field; a total of 54. 

Mr. Corron. The reduction of 3 positions, and your new 
request leaves you how many positions for fiseal vear 1954 in thi 
Records Management Division? 

Mr. Grover. Fifty-five positions all told, Washington and in tl 
field 


Recorps CENTERS 


OPERATING EXPENSES, NATIONAL ARCHIVES RECORDS SERVICES 


2. Records centers 
\ emt 
An 
1) | 1 
4 budge 44 2 
Revision 85. 4 | 
1954 revise 158, YOO 
PERFORMANCE AND COST 
1954 budget 1954 1 
Unit Unit 
Units Amount nits : \ 
cost cost 
t) Regional records centers 2, 450, 000 $0.854 $2, 092, 700 2, 350, 000 $0. 854 z 
») Civilian personnel records 
centers 1, 300, 000 730 947, 30K 1. 300. 000 730 $47, 300 
Capital outlay 100, 000 400, 00) 
Share of services administration 104, 300 104, 36 
Total_ 3, 644, 300 558, UH 


Note.—Revisions in italic 
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HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


It is proposed to cut back the program for 1954 by (1) reducing the quantity 
of records to be administered from 2,450,000 cubic feet to 2,350,000 by limiting 
records accessioning to 600,000 cubic feet instead of the 700,000 planned in the 
budget estimate, and (2) delaying until 1955 the completion of shelving for records 
that will be accessioned late in 1954. 

Mr. Corron. Now, will you give us the same information with 
reference to the records centers? 

Mr. Grover. On records centers, the total reduction is $185,400. 

Mr. Corron. And the reduction in positions? 

Mr. Grover. Reduction in positions, 17. 

Mr. Corron. How many did you have? 

Mr. Grover. We have 510 permanent positions in 1953, and the 
positions in 1954 would have been 557—that is, man-years. 

Mr. Corton. Actually, how many people do you have on board? 

Mr. Grover. On board, as of February 28, we had 501 permanent 
budgeted positions, but we also have some 35 temporary positions in 
3 regions, doing laborer and clerical work, mostly at St. Louis. 


MICROFILMING 


OPERATING EXPENSES, NATIONAL ARCHIVES AND REcoRDsS SBRVICES 


8. Microfilming 





Average employment 


Amount 


Depart-| Field | Total 


ment 


a eo ee S507, 900 |.......<-- 
ee eS ann ied putea mae —207, 200 |....-...-. 





Ns sberteguemneserenicn 





PERFORMANCE AND COST 





1954 budget 





Unit ee Units Unit 


Units cost | cost 


| 
(a) Performance cost ia oon 13, 600 $14. 23 | $193, 500 
(6) Capital outlay . ‘ | 6, 500 
Share of services administration ae aig i oahetialaie 7, 200 


Total edebe aa eee eel 207, 200 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


At the present reduced rate of accessioning, the National Archives Building 
contains sufficient unfilled space to last for 3 or 4 more years. It is proposed to 
defer the microfilming program until this space is filled, since the program can- 
not be expanded under current budgetary policies. 


Mr. Corton. Will you give us the same information with respect 
to microfilming? 

Mr. Grover. We have 14 positions 

Mr. Corron. In order to keep the record un:form, will you give us 
the money request first? 
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Mr. Grover. The money request in the 1954 budget was $207,200 
and 38 positions. 

Mr. Corron. And in your new request you have reduced that how 
much? 

Mr. Grover. We have reduced it to zero. 

Mr. Corron. You have taken it all out? 

Mr. Grover. That is right. In the current year we have about 
$55,000, with 14 positions. It was our original intention to expand the 
program out of this pilot operation, which we have carried for the past 
2 years, but under the Bureau of the Budget directive we decided to 
cut it out entirely. 

Mr. Puiturres. How many people have you in that? 

Mr. Grover. 14 people. 

Mr. Corton. What will happen to them? 

Mr. Grover. They will be separated. 

Mr. Corton. They will be dismissed? 

Mr. Grover. Yes. 


NATIONAL ARCHIVES 


OPERATING Expenses, NATIONAL ARCHIVES RecorpDSs SERVICES 


4. National Archives 


Average employment 


| 
| 
| 
Amount | 
| 
































| 
| Depart- ° | mm 
ment Field Total 
nd anil 1 dintedimasinn 
| 
IIE ucctncet ation: tetanemiedeniadanwembapenieiliandibaieh $1, 500, 000 300 | | 300 
Sia oc w reeente mins te irene dete ack santo tiven ope — 200, 000 | —34 ; —34 
Oi Rel nn acta Sao Be anc ; 1, 300, 000 | 4... 266 
1 wail 
PERFORMANCE AND COST 
eee ~ i - a 
1954 budget 1954, revised 
| . Unit 
Amount Units | “ Amount 
| | cost 
= | _- 
(a) Appraisal and selection. ...........-- 6,500 | $18.00 | $116, 950 6,500 | $18.00 | +08, 950 
(0) Preservation and arrangement. .....-.- ‘ 471, 600 man * | $16, 600 
(1) Repsir and rehabilitation ._. __|1, 550, 000 0.18 | 280,000 | 825,000 | 0.18 | 160, 000 
(2) Arrangement. oa 450, 000 0.425 | 191, 600 892, 000 0. 425 | 166, 600 
c) Preparation of Find. aids | 38, 500 6.15 | 237,000 81, 200 6.15 192, 000 
(d) Reference and Reproduction Service. siete > 615, 925 aah wade 615, 925 
(1) Reference Service. -.......... 420, 000 1.26 | 529,300 420, 000 | 1. 26 529, 300 
(2) Reproduction Service 325, 000 0.27 | 86,625 325, 000 0. 27 86, 625 
¢)¥ National Historical Publications Com- | 
mission. et ath eats ada cael 28, 525 i D cenetmiamiiaal } 28, 525 
Share of Service Administration. --- 30, 000 eo 30, 000 
ee em enn ees ones 
I Fos asia nl tndnigieniiane ened wccichin aie tiaadaubnats 1, 500, 000 |....-- alae 1, 800, 000 


Note.—Revisions in italic. 


HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


Increases proposed in the 1954 Budget will be deferred for stepping up progress 
in the elimination of the backlog of repair work on some 8 million bound volumes 
and documents that are virtually unusable because they are fragile, torn, broken, 
or otherwise in need of immediate repair at a cost of $130,000. Reduction in 
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erformance in other National Archives programs below the 1953 level by $70,000 
the total downward revision to $200,000 


Mr. Corron. In the fourth item, National Archives, will you giv: 
us the same information? 

Mr. Grover. National Archives was reduced from the original 
1954 budget by $200,000. That is a decrease in positions of 34. 

Mr. Corron. How many positions did you have in 1953? 

Mr. Grover. On board, February 28, 275. 

Mr. Corron. And you are asking for how many now? 

Mr. Grover. We are reducing the 1953 positions by 10 in 1954: 


276 to 266 
‘ ms > aie 
FrpERAL REGISTER 
OPERATING EXPENSES, NATIONAL ARCHIVES RECORDS SERVICES 
Federal Re quster 
Average employment 
4y 
I 
$232 4 
] \ 
2 44 44 
I AND COST 
4 IO4T 1S« 
I 
4 Am t 
28, 000 $8. O04 $225, OOK 7, 1 $8. 04 $218, OK 
7, 500 7, 500 
232, 500 225, 5U! 
i 
HIGHLIGHT OF CHANGE FROM 1954 BUDGET 
Ch proposed su all red i¢ tion has been made to em} hasize the necessity for 
strict economy Substantial reduction below the 1954 budget is not practicable, 


since no backlog can be permitted in the publication of the laws enacted by the 
Congress, and of the rules, regulations, and other public documents issued by 
executive agencies 

Mr. Grover. Federal Register, 1954 revised was minus $7,000, 
one position 

Mr. Corron. And you have how many people? 

Mr. Grover. We have 45 in 1953—45 man-years. On board, 
February 28, was 44. 
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RoosEve.Lt LIBRARY 


OPERATING EXPENSES, NATIONAL ARCHIVES AND RECORD 


1954 revised 


The joint resolution approved by Congress July 
the United States Government to maintain and operate the library 


has been administered at a minimum level since its beginning 





#. Roosevelt Library 


Amount 


PERFORMANCE AND COS’ 


vork unit 


HIGHLIGHT OF CHANGE FROM 1954 BUDGI 


18, 1939 


1954 budget 1054 revised 


$64 


PERVIC!I 


000 


pledged the fait! 


cataloging, arranging, and classifving the huge backlog of unprocessed documer! 


ound recording and museum items i 


books, photographs 


being carried out slowly over a period of year The propo 
extend a little longer the time required for bringing this program up to da 


Mr. Corron. 


Will 


vou take up the next, the Roosevelt 
minus of $5,000, 


Mr. Grover. The Roosevelt Library has a 


amounting to 1 position. 


on-board count is 14, which will be reduced to 13. 
Mr. Corron. That is located in Hyde Park? 
Mr. Grover. It is all located in Hyde Park, yes. 


OPERATING EXPENSES, NATIONAI 


54 budget 
Revision 


1954, revised 


Nivrate Fitm CoNvVERSION 


Nitrate film conversion 


Amount 


$200, 000 
100, 000 


100, 000 


; 
t 


Avera 


of the 


e employ! 


li} 
ed reduction 


ARCHIVES AND RECORDS SERVICE 


n 


yT 


The librar 


Che program o 


f 


ary 


let 


Library 


In 1953 we carried 14 positions and the 
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PERFORMANCE AND COST 

















1954 budget 1954 revised 
Inite Unit Tot Unit 
Units pa | Amount | Units onet Amount 
Performance cost..........--.- 3, 000, 000 $0. 0666 | $200, 000 |1, 500, 000 $0. 0666 | £100, 000 








Norte.— Revisions in italic. 
HIGHLIGHT OF CHANGE FROM 1954 BUDGET 


The 1954 budget provides for one-third of a 3-year program for preservation of 
historically valuable motion-picture film, which is rapidly deteriorating, by 
converting the film from its chemically unstable nitrate base to a safety-permanent 
base. The proposed revision stretches out the program to 6 years and this 
reduces the 1954 requirement by half. Extending the program from 3 to 6 years 
will mean a continuation during those years of the annual loss of film through 
deterioration. 

Mr. Corron. “No. 7, nitrate film conversion”; will you tell us 
about it ? 

Dr. Grover. This is a new item in the 1954 budget, but instead of 
having $200,000, we have cut it to $100,000, a decrease of $100,000. 
That is a contractual operation, and only four people were involved 
in the original estimate. Positions have been reduced from 4 to 2. 

Mr. Corron. Doctor, before we recessed for luncheon, you put into 
the record for each of the seven activities of your Service the reduc- 
tion in the new request over the old in dollars and in positions and 
the positions in each for 1953 and the positions asked for in 1954. 
Will you just summarize that and give the total ? 


REDUCTION FROM THE BUDGET ESTIMATE 


Dr. Grover. The summary of reductions in the estimates in dollars 
is $725,000. The reduced-position total is 96. As it stands now, our 
revised 1954 budget in positions actually amounts to an increase of 
only three positions over 1953. That means that in 1953 we have 
cut out 29 positions in existing activities, transferred those positions 
to record centers, and added 2 positions for nitrate film, so that we 
have actually a net increase of only 3 positions. 

I might point out, in connection with the National Archives itself, 
that our staffing in National Archives in 1940 was 280 positions. It 
got down to a low during World War II of 215 positions in 1944. 
Now, with the support of this committee, we have brought it back in 
1953 to 276 positions—still below the 1940 level. With the revised 
1954 budget, it drops to 266 positions—a lot further below the 1940 
level, but still above the midwar position. 

I would like to plead with the committee that we try and hold this 
position structure in the revised budget, because I think we have taken 
the Budget Bureau directive conscientiously, and applied it as care- 
fully as we can. We are reducing below the 1953 level in most of 
these activities. 

Mr. Corron. You said the total you asked for in positions in 1954 
is 266? 
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Dr. Grover. Yes, sir. That is average employment; I am talking 
about average employment. 

Mr. Corron. How many actual total employees do you have in your 
Service as of now ¢ 

Dr. Grover. We were talking about the National Archives alone. 
The total on board today is 275, and we are reducing that to 266. The 
total for the whole service—— 

Mr. Corron. J am not talking about the whole service. 

Dr. Grover. With respect to the National Archives and Records 
Service, the total on board today is 901 plus 35 temporary positions 
which are at St. Louis and in the Records Centers. 

Mr. Corron. To summarize, what you just gave me includes the 
Records Service centers and all. 

Dr. Grover. That is the whole business. 

Mr. Corron. I just want to make clear that the total positions of 
all those which you had in 1953 was what ? 

Dr. Grover. The total positions in 1953, authorized, is 918. 

Mr. Corron. What is the total you are asking for for 1954 on a man- 
year basis 

Dr. Grover. 921. That is an increase of three man-year positions 
over 1953. 

Mr. Corron. And the actual employees on the whole are what 
at the present time ¢ 

Dr. Grover. 918 on a man-year basis for 1953. 

Mr. Corron. And the actual number of people you have working 
for you ¢ 

Dr. Grover. Right on the payroll today are 901 permanent posi- 
tions and 35 temporary positions. 


APPRAISAL AND SELECTION FUNCTION IN NATIONAL ARCHIVES 


Mr. Pures. Dr. Grover, tell me about that function of your 
service which is in your own office, I presume, called “Appraisal and 
selection.” 

Dr. Grover. That function is in the National Archives, and those 
people review the disposal schedules and lists that are submitted 
by all agencies of the Government from two points of view: that is, 
do the records have any historical research value that would warrant 
their retention in the National Archives; secondly, do they have any 

value for other agencies of the Government, including Congress, the 
General Accounting Office, and the Justice Department, that should 
be protected. T hat appraisal function in National Archives we try to 
keep as a quasi-independent review so as to protect other agencies of 
the Government. 

Mr. Putiirs. How many people are engaged in it ? 

Dr. Grover. About 11 man-years in that. 

Mr. Puiires. And the same for next year ¢ 

Dr. Grover. Yes, sir. 


REPRODUCTION OF HISTORICAL DOCUMENTS 


Mr. Pumuips. What about the service you have in reproducing 
historical documents, making photostatic reproductions, and so forth ¢ 
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Dr. Grover. Those facsimiles are produced out of the revolving fund 
of National Archives. 

Mr. Primurps. Do you still have money in the revolving fund? 

Dr. Grover. Yes, sir. 

Mr. Puittirs. Are you building up that fund? You acquire money 
mit by selling? 

Dr. Grover. That is right. 

Mr. Puitxies. Does it maintain itself, or is it growing? 

Dr. Grover. It maintains itself. We are authorized by law to 
nake 10 percent over costs. 


FEDERAL REGISTER 


Mr. Patties. The Federal Register is pretty much an established 
ost, for which you have asked $232,500. How much did you reduce 
rat ¢ 
Dr. Grover. We reduced that by $7,000. 
Mr. Puimurrs. To $225,500 ? 


Dr. Grover. Yes, sir 


Mr. Priwies. Of your $8,000 for travel—— 

Dr. Grover. S200 for travel. 

fr. Pumurps. There is not much change from year to year in the 
ce J J ; 
Federal register f 

Dr. Grover. No, sir. We have had 13 people paid from emergency 
operating expense funds. These are the only EOE funds we h: ve hi vd 

19D: We had 13 peo yple additional on the Federal Register staff 


take care oT the acl litional defense pers but those people are bei Ing 

smissed. Some of them have already been dismissed, and that ac- 

\ | be liquid ated by the Ist of May. So next year, 1954, this 
he total staff. 

Mr. Puustirs. How many Federal Registers are actually printed ¢ 

Dr. Grover. This budget, Mr. Phillips, does not include any funds 
for the | rinting of the Federal Regi ster. 

Mr. Pius. That is correct; but how many of them are printed é 

Dr. Grover. That runs to about 76,000 daily. 

Mr. Puruips. It is not your agency, but can you tell me what the 
recovery money is by the Superintendent of Documents for the Fed- 
eral Register / 

Dr. Grover. Yes,sir. For the Federal Register alone it was $68,717 
through Nebruary 1953. 

Mr. Puiuips. That is the printing cost? 

Dr. Grover. That is the receipts to the Superintendent of Docu- 
ments, 

Mr. Puicuirs. Do you have an offsetting item of how much it costs 
the Printing Office to pr int them ¢ 

Dr. Grover. No, sir; I do not. 

Mr. Puuuips. I had & mind that maybe we could get you some 
money back to offset your cost. 

Dr. Grover. I think that would be desirable. Perhaps we should 
not leave that point for the moment. 

Mr. Putaaips. Well, you take it up with the Superintendent of 
Documents and tell him we are interested in why he does not pay you 
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a little something for the cost of producing the record if he just prints 
it. 
Dr. Grover. I am afraid the printing cost would be an offset. 


Roosrtvett Lisprary 


Mr. Puruirs. How about the Roosevelt Library? Have you come 
to my way of thinking, that that should be in the Park Service rather 
than in Archives? 

Dr. Grover. We have reduced that by $5,000, and my thinking is 
still that it is an archival operation. The primary purpose of the 
library is to preserve and make available for use the papers of 
Roosevelt and his contemporaries. Of the 14 positions on the staff, 
there is only one who is a museum man. 

Mr. Puiiires. How many people go through that library every 
day just as sightseers? 

Dr. Grover. About a quarter of a million a year. 

Mr. Puitires. And you think it is a library but it has a quarter 
of a million visitors a year as sightseers. And how many people are 
there as students in the Library ¢ 

Dr. Grover. About 600. But they are in different sections of the 
building, Mr. Phillips. The museum portion is downstairs, and the 
library portion is upstairs. 

Mr. Pritiies. Do you want to join me, Mr. Yates, in thinking that 
should go to the Park Service and not Archives? 

Mr. Yarers. I was there twice last year and was impressed by the 
tremendous number of people who go there, just as you are. But 
apparently Archives is doing such a fine job of preserving the me- 
morial that I would be in favor of its staying in Archives. 

Mr. Pures. Now, here we have 10,000 items of books, papers, 
and photographs which are furnished people who go to the Library. 

Dr. Grover. Yes, sir. 

Mr. Puituirs. And you refer to some 650 replies to written in- 
quiries. You say you reproduce 8,000 pages of manuscript and 
photographs? 

Dr. Grover. That is for a fee. 

Mr. Puiturs. Are you reimbursed for that? 

Dr. Grover. Yes, sir. 

Mr. Puiurrs. Where does that show as an offsetting item in your 
request for $71,000? 

Dr. Grover. That is a reproduction revolving fund, the same kind 
as the National Archives fund. 

Mr. Puruuies. Is it the same fund ? 

Dr. Grover. It is not the same fund; no, sir. 

Mr. Pures. Where did you get the money to start that? 

Dr. Grover. A joint resolution establishing the Library set up an 
income account. 

Mr. Pups. The same as the other one was set up ? 

Dr. Grover. Yes. 

Mr. Putiuirs. Does that keep growing, or are we using more than 
we take in? 

Dr. Grover. That is a pretty steady fund. 


30608—53—pt. 3-31 
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Mr. Puiturrs. I asked you yesterday, Mr. Medley, I think, to put 
into the record at some point the money you derived from all other 
sources. 

Mr. Meputey. Yes. You asked me to bring that other table up to 
date. 

Mr. Purips. Are there any questions? 


GROWTH OF TILE RECORDS PROBLEM 


Dr. Grover. I have two or three things I would very much like to 
include in the record, if I might. The first is a table showing the 
erowth of Federal records in which your new members might be 
interested. 

Mr. Putures. It is hard for us to reproduce a table in the hearings, 
but if you will put it in a form that we can print, while it does not 
show as nicely as a chart, it will be inserted. 

Dr. Grover. All right, sir. 

(The information follows:) 


Tuer FEDERAL ReEc: ProrpLEM [Is RELATIVELY NEW 
1” _ yf ] 
Hifinicns of eabie 
Number | 
UD y ' 7 Cubic feet 

1774-1861 ® 100, 000 
18 19 6 | 1, 500, 000 
1 14 3. 500, 000 
+ 10 10, 000, 000 
19 _ ~ 14, 000, 000 
1949 4 12, 900, 000 


RECOVERY OF FILING EQUIPMENT 


Dr. Grover. The second is a list of agencies to which we have re- 
turned filing equipn ent, July 1, 1951, to December 31, 1952. 

Mr. Puitires. You mean filing equipment that has been emptied 
by you al d then returned ? 

Dr. Grover. Returned to these agencies. It is my feeling that at 


least the civilian agencies should not be buying much new filing equip- 


ment these days. We have been screening requests, and from a high 

point just in the Washington area of 97,000 new cabinets a year we 

have brought it down to a rate of about 32,000. And the most of that 
wr defense agencies. 


Mr. Puu.ures. Is it your point that you are successful in doing this? 

Dr. Grover. That is right. I think we are very successful in doing 
this. 

Mr. Forres. Do you have the figures on the space saved ? 

Dr. Grover. We have a summary figure. To get it in any detail, it 
would have to be on a building-by-building basis, and that makes a 
list which is too long. 

Mr. Forres. You see, when those records are taken out of office 
space, there are two byproducts: (1) the files are emptied and returned 
for reuse; the other is that the storage space emptied by the agency for 


1 


records is reduced and therefore more office space is made available. 
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We could get that for the record, if the committee is interested ; could 
we not? 

Dr. Grover. We could, but it would be a very big job. 

Mr. Forses. But you have it in the District? 

Dr. Grover. Yes, sir. 

(The matter above referred to is as follows :) 


GENERAL SERVICES ADMINISTRATION 


iling cabinets and transfer cases rele ased to agencies, July 1, 1951—Dec. 31, 1952 











| ’ I ransfe 
Agency Total cabinets | canes 
A ] I t I a 16, 119 2 g 11 
( erce Department 36, 879 t ¢ 
De D tment 212 4 g 
Int r Department 3, 164 l I 
I Yepartment l 1,8 f 
I Department ! g 4,2 
' | rtment 3 ] 
l Dye t 9, RK 120 
A t Offic f the T 1 States Courts 2,1 644 1, 511 
Ci A ¢ itics Board 53 53 
Ci ( ( mission 65 04 
Di ced | s ¢ i 114 114 
Ex t-I l l 
} ( s ( si 16 16 
I De it nee Corporat 38 5 
Fe iM ti 1 ¢ ciliatior 130 13 
Fe Pow © sior 13 ] 
Fe tv Ager 1 l 1, 170 4] 
Federal 1 e ( mi n 30 30 
Ge Acco Office 2 207 
General Adr istration 14,3 8, 130 6, 187 
Hot H e Financ A rencyv 1, 890 1, 519 
Int ( ( S ; { 42 
Mut 17 17 
Nati eronautics § 5 
Natio g8 R& 
Nati 3 3 
Offices 3 61] 2 N09 12 
Par 333 | 333 
Rai 842 604 142 
i | 8, 020 5, 415 | 2, 60 
Ren 149 149 
Secu 2 52 
Ve r 368 68 
Wace 8 SS 
Feder ), 367 17 885 | 31, 48 
Pul 3, 325 2, 533 | 79 
Oth 332 | OM 
Total | 167, 56€ 66, 286 | 101, 280 


STORAGE VS. MICROFILM 


Dr. Grover. The second item I would like to submit for the record 
is an excerpt from Office Management relating to storage versus micro- 
film, which shows that the business community handles this problem 
in approximately the same way we do. 

(The matter above referred to is as follows:) 


[From Office Management and Equipment, February 1953] 
Why Nor STREAMLINE Your RecorDs 
By Russell Jackson, senior methods analyst, Socony-Vacuum Oil Co. 
STORAGE VS. MICROFILM 


It is generally recognized that large volumes of records should not pe re- 
tained for a long time in high-cost equipment and offices. There are two well- 
known methods of reducing costs of retention: (1) transfer the records to low- 
cost record centers, or (2) microfilm the records and then destroy the originals. 
The big question is whether to transfer or microfilm. 
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If the decision depends upon cost, it is necessary to determine the retention 
period and compare the costs for the entire period. In the graph (p. 29) it is 
assumed that microfilm is used only to save space and equipment; also, that 
it is desirable to keep the records in their original files for at least 1 year because 
of frequent reference, audits, and so on. 

From this graph you will observe that generally, when retention periods are 
3 years or less, it is best from a cost standpoint to retain records in their 
original files and offices. When retention periods are from 4 to 12 years, it is 
best to transfer to low-cost record-storage Warehouses, provided the records 
are referred to only occasionally. When records are to be retained for over 
12 years, it pays to microfilm and destroy the original records after a year or 
2, or as soon as their active reference period is over. 

Figures in the graph are based upon the actual average cost to Socony-Vacuum 
Oil Co. offices in New York, Philadelphia, Boston, Albany, Buffalo, Chicago, 
Detroit, Milwaukee, Kansas City, and St. Louis. 


ACCESSIONED MOTION-PICTURE FILM 


Dr. Grover. The third item is a select list of reference services to 
the public on accessioned motion-picture film. I thought it would be 
interesting to the committee to see how these films are used not only 
by the Government but by the public as well. 

Mr. Yates. What sort of films are these ? 

Dr. Grover. These are part of those 52,000 rolls of motion-picture 
film. 

Mr. Yates. Concerning which you testified this morning? 

Dr. Grover. Yes, sir. 

(The matter above referred to is as follows: ) 


SeELEcT NONGOVERNMENTAL REFERENCE SERVICES ON ACCESSIONED MOTION-PICTURE 
FILMS 


1. For Universal-International Pictures, captured German footage for in- 
corporation in the motion picture Red Ball Express, to be released in 1952. 
Selected scenes showing the rise of the Nazi Party were reproduced, taken from 
the German film Sieg im Westen. 

2. For Miss Jane Bartels, March of Time, footage pertaining to the Mis- 
sissippi River floods and steamboats (the Mark Twain and the Hannibal 
Victory), as part of a research project for the March of Time. 

3. For Loews, Inc.-MGM, footage showing closeups of Hitler and Mussolini 
to be incorporated in the feature entitled “The Hoaxters.” Also information 
pertaining to footage on the Japanese official Yamamato addressing a crowd of 
people. 

4. For Dr. Murray Brown, National Institute of Health, footage showing 
scientists at work in a laboratory prior to 1930, and footage pertaining to small- 
pox, yellow fever, hookworm, Pasteur and Koch. 

5. For representatives of NBC-TV who utilized extensive footage in preparing 
the television series Victory at Sea. 

6. For Mr. Roy A. Meredith, MacManus, John and Adams, Inc., footage on the 
opening of the Panama Canal, the Volstead Act, Admiral Robert E. Peary, 
Woodrow Wilson, Herbert Hoover, Kellogg-Briand Pact, the Lusitania, the 
Civil War, World War I, and Lindbergh’s arrival in Paris. 

7. For Mr. J. Raymond Bell, Columbia Pictures Corp., stock shots of footage 
for incorporation in a motion picture entitled “El Alemein.” 

8. For Miss Nancy Hamilton, footage pertaining to Helen Keller, to be used 
in the production of a documentary film about Helen Keller. 

9. For ZIV-TV, footage showing Billy Mitchell testing aerial bombs, supposedly 
off the Virginia coast, July 21, 1921, to be used on a TV program. 

Dr. Grover. The final item I have is a letter we received from a 
German exchange student in Muscatine, Iowa, with reference to the 
booklet “Charters of Freedom.” It shows that the National Archives 
program of presenting facsimiles of these great documents is having 
an effect. 
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(The matter above referred to is as follows :) 

a MuscaTINng, Iowa, February 4, 1953 
NATIONAL ARCHIVES, 
Washington, D.C. 

DEAR GENTLEMEN : I am a Germany exchange student here in Muscatine, Iowa, 
and I am enrolled in the Muscatine High School. The other day I saw in my 
English class the booklet named “Charters of Freedom,” and that was just 
what I was mostly interested in for a long period of time. I always wanted 
to have something that I could take back with me to Germany and keep as a 
reminder of what I had here in the United States of America, in this wonderful 
country that I have learned to love, with all its freedom, its rights, and, above 
all, its democratic government. When I go back to Berlin, Germany, I want to 
have something that I could show to my friends, some of whom are even living 
in the Sovietic occupation zone, and who have never had the opportunity to live 
in freedom. All this gave me the idea to write to you and ask for a copy of 
these great documents in the “Charters of Freedom.” 

I am enclosing 25 cents to this letter. 

Thank you very much. 

Sincerely yours, 
JOACHIM SCHOLZ. 

Mr. Tuomas. Mr. Chairman, since the doctor wanted to put a few 
nice self-serving declarations in the record, which is entirely fitting, 
let me say for the record that I had the pleasure of going to 3 or 4 of 
his record centers last October, and I must confess you really are 
giving your people a good shot in the arm. I do not think I have ever 
seen anybody in my life who was any more enthusiastic about the pro- 
gram than your people are. They are trying and apparently are doing 
a pretty good job. 

Dr. Grover. I certainly appreciate the fine remarks about our per- 
sonnel. I think we do have excellent morale. Although I keep nee- 
dling them, I think they do a good job. 

Mr. Puiuutrs. It is some change since you first came before the 
subcommittee. 

VALUE OF ARCHIVAL RECORDS 


Mr. Yates. Is there any duplication between the work you do in 
the preservation of records and documents and that done by the 
Library of Congress? 

Dr. Grover. No, sir. The Library of Congress in its Manuscripts 
Division acquires personal papers of individuals. National Archives 
acquires official records only. 

Mr. Yates. Let us take the Roosevelt Library, for example. 

Dr. Grover. The Roosevelt Library is a period library. It acquires 
personal papers for a particular period, the period 1910 to 1945, eco- 
nomic and political materials. The Library of Congress is also acquir- 
ing such materials. 

Mr. Yates. I notice your statement that you have documents ex- 
tending back to the Revolutionary War. What are some of those, 
other than the Declaration of Independence and the Constitution ? 

Dr. Grover. We have the records of the Continental Congress. 

Mr. Yates. Original records? 

Dr. Geover. Original records of the Continental Congress, original 
records of the Constitutional Convention; we have original Revolu- 
tionary War military records; we have diplomatic correspondence for 
that period and also have some pension records for that period. 
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Mr. Yares. There are collectors, obviously, who have papers that 
have historical significance. Are you authorized to purchase any of 
those from time to time and place them in Archives? 

Dr. Grover. No, sir. We do not purchase documents even though 
they are official documents. We have never purchased any. We 
attempt to acquire them by gift if we are sure of the authenticity of 
them. 

Mr. Yates. Are you performing any authenticating service of docu- 
ments as well? 

Dr. Grover. Oh, yes. National Archives performs an authenticat- 
ing service on documents. You mean do we appraise documents held 
by individuals? 

Mr. Yates. Yes; appraise them for purposes of authenticity, for 
instance, for Lincoln collectors or collectors of that type ? 

Dr. Grover. No, sir; not unless we have an official interest in them. 

Mr. Yates. I notice on page 229 that of the almost 20 million docu- 
ments you have, approximately 8 million are in critical need of repair. 

Dr. Grover. We have, all told, in National Archives 800,000 cubic 
feet of records, which would run to something under a billion 
documents. 

Mr. Yarrs. As I interpret the chart which appears there, it shows 
almost 20 million are in need of repair. 

Dr. Grover. It shows 20 million are in need of repair and, of that 
20 million, 8 million are in critical need of repair; that is, they are 
fragile and cannot be handled. They are letter books on which the 
backs are broken. Some of them we simply cannot make available 
for service. 

Mr. Yares. Do you have an estimate of the value of those docu- 
ments ? 

Dr. Grover. Well, how would you put a value on a letter of James 
Madison when he was Secretary of State? 

Mr. Yarrs. That is the question I am asking. For instance, I do 
know in connection with Lincoln documents 

Dr. Grover. The value in terms of collectors’ items would be mil- 
lions of dollars. 

Mr. Yates. That is the point Iam making. So that not only from 
a historical point of view but from a financial point of view it is to 
our best interest to place those documents in as good a condition as 
possible and as promptly as possible? 

Dr. Grover. It certainly is. 

Mr. Yarrs. All of them are not as valuable as the letter to which 
you referred. 

Dr. Grover. No; but they would all be valuable. 





SuMMATION OF RepUCTION IN THE Buperr EsTIMATES FOR THE 
GENERAL SERVICES ADMINISTRATION 


Mr. Corron. Mr. Forbes, I would like to take this time to summarize 
the budget revisions for the General Services Administration. 

The GSA originally submitted requests to this committee and the 
Congress in the amount of $444,581,200. Is that correct? 

Mr. Forres. That is correct. 
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Mr. Corron. At the opening of these hearings you presented a re- 
vised request totaling $190,036,200—a reduction of $254,545,000. 
Percentagewise, that would be about what? 

Mr. Forses. 57 percent. 

Mr. Corton. A 57 percent reduction ? 

Mr. Forses. Yes, sir. 

Mr. Cotton. Incidentally, this sheet showing all the revised esti- 
mates is already in the record near the beginning of the hearing and 
need not be inserted again. 


COOPERATION GIVEN BY GSA TO THE BUREAU OF THE BUDGET AND 
COMMITTEE INVESTIGATIONS 


I am sure I speak for every member of this subcommittee when I 
again express to you what I think the chairman expressed when you 

gave us this information at the opening of the hearing, that we are 
extre mely impressed by the cooperation that the GSA has given to 
the Bureau of the Budget, to the new Director of the Budget, and to 
the task force of investigators and workers for this committee in pre- 
senting this revised request which is almost blazing a new trail, and I 
hope some of the other bureaus and departments that this committee 
deals with will likewise be impressed by the very splendid manner 
in which you have, at a great deal of sacrifice, made such a substantial 
reduction in your request. Speaking only for myself, I would be 
inclined because of that fact to lean over backward and try to give 
you every cent we can give you asa result of it. 

Mr. Tuomas. Will you let me echo what you said? This agency 
has done a fine job this year. 


SUMMARY OF REASONING BEHIND BUDGET REDUCTIONS 


Mr. Corton. However, for the purpose of my questions, I am di- 
recting them at the fact that when this subcommittee completes its 
work and we present a bill to the Congress, we have to go on the floor 
and justify the bill; we have to give information to other Members of 
Congress who, of course, have not been through the hearings and are 
not aware of what is going on. When this committee makes a cut, 
we know why we made it and we can tell the Congress and other 
Members what the reasons are; but in this case you have voluntarily 
made the cut yourself. Therefore, at this point in the record, where 
it is all together, even though it is a recapitulation of some matters 
that have gone in already, I would like to get into the record briefly, 
in two or three pages, perhaps, the general thinking behind these 
reductions so that we can refer to them in showing our colleagues and 
indicating to people who want to know where these reductions are 
made and why, so that we have your reasoning. 

Bearing in mind, Mr. Forbes, you have some mental reservation, 
which you properly indicated in your opening statement—you indi- 
cated that either you or some of your associates naturally and sin- 
cerely feel that in some of those reductions you have gone almost 
further than you think you should go in the public interest—and even 
though you may not be as happy in coming in here to justify cuts 
rather than to justify requests, I want to get in a few brief words the 
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general facts of the points where you cut and why you selected them, 
in each of those categories, in order that we may have it all together. 

Is it clear what I have i in mind? 

Mr. Forres. Yes. 


STRATEGIC AND CRITICAL MATERIALS 


Mr. Corton. First, the overall reduction is not quite as great as it 
seems when you name the percentages because of the fact that the 
largest slice of it has to do with money set aside for the strategic and 
critical materials program. So I will take that out of order and refer 
to it first. 

In your original request for 1954 for strategic and critical materials, 
you asked for $188 million, and that has been entirely eliminated from 
your request ? 

Mr. Forses. Correct. 

Mr. Corton. The second request in relation to strategic and critical 
materials was $37 million more, which is entirely eliminated ? 

Mr. Forses. That is correct. 

Mr. Corron. Now, just in a sentence for others to read, put in the 
difference between Nos. 11 and 12—that is, the difference between the 
$188 million and $37 million. The $37 million was for contract au- 
thority ¢ 

Mr. Forsers. For the liquidation of contract authority. 

Mr. Corron. You have already testified, I think in answer to a 
question of Mr. Jonas, that you were able to witndraw the request for 
the entire $225 million because of the fact you have a backlog of money 
left over to enable you to continue the strategic materials program 
through fiscal 1954 without this additional appropriation; is that 
correct ¢ 

Mr. Forses. That is correct in essence. The fact is that in reexam- 
ining the program we have been able to cancel certain obligations and 
make adjustments in the purchasing program which obviate the 
necessity for new appropriations in 1954. 

Mr. Corron. That backlog you have left over is how much? 

Mr. Meoey. $457 million, approximately, as of February 28. 

Mr. Corron. You still have that on hand? 

Mr. Meptry. That is correct. 

Mr. Corron. So that, speaking for GSA which has been administer- 
ing the strategic and critical m: aterials program, you can assure — 
committee that this $225 million item can be eliminated for this yea 
without danger to the strategic and critical materials scemianl: 

Mr. Forses. I would say the only exception would be if there should 
be a discontinuance of the borrowing authority to finance long-range 
contracts. Otherwise I think we are safe on this. 

Mr. Corton. If you did not think it was reasonably safe so far as 
the country is concerned, you would not have consented to eliminate 
this program; would you? 

Mr. Forses. No. 

Mr. Corton. So we may rely on your statement that unless some- 
thing happens to change the picture this amount can be eliminated 
without danger to the program ? 

Mr. Forres. Unles the picture changes. 

Mr. Corron. Of course, if you are going to indicate these cuts 
should not be made, why, we will want to know that. 
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OPERATING EXPENSES, PUBLIC BULLDINGS SERVICE 


But now to return, please, to the first item in this schedule, “Operat- 
ing expenses, Public Buildings Service,” your or iginal request of this 
committee was $121 million, which is reduced to $111 million in your 
modified request. In other words, you reduced it $10 million; is that 
correct ¢ 

Mr. Forses. Correct. ; 

Mr. Corron. Now, will you in a few brief sentences indicate the 
points in the Public Buildings Service that have been affected by this, 
where you have made this decrease—not in detail or by item, but just 
in general ? 

Mr. Forsrs. In this item, as in the rest of the budget, we interpreted 
the letter of the Budget Director as reflecting a new policy to the effect 
that everything that could possibly be deferred or postponed should 
be deferred or postponed. In connection with Public Buldings Serv- 
ice, we are not entirely happy with the cut we made. We think in 
certain items it may be false economy. The GSA, as the property 
management agency of the Government, has certain responsibiilties. 
If we cannot carry those out with a satisfactory level of service in 
cleaning buildings, keeping buildings in proper repair and upkeep, 
then we are condemned by everybody as being a failure. We seriously 
question whether it is real economy to defer indefinitely the repair 
and renovation of public oe 

There is one item of $3.5 million that was cut out for the renova- 
tion of public buildings in ie District of Columbia. That is merely, 
we think, postponing the day when those alterations or renovations 
will have to be made. 

Mr. Corron. Just a minute. I am not going to try in any way to ex- 
pand your testimony, but I just want to interpolate this. At the out- 
set of the questions that I wanted to ask you, I stated very flatly and 
frankly what I know to be so and what I am sure every member of 
this committee knows to be so. That when you made your original 
requests you made them, I am sure, with deep sincerity and asked only 
for the money you felt was necessary for the good of your department. 

And when you were requested to revise your budget and make sub- 
stantial reductions in everything that could be reduced without seri- 
ous injury at this particular time when we have tremendous costs of 
defense and other extraordinary costs, we understand, of course, you 
made many of these reductions reluctantly and you wish they did not 
have to be made and that, in the long run, many of them may not be an 
economy. But the point is you were asked to make those reductions 
because you know the concern of this committee and everybody else, 
because you know where they could be made with the least harm. I 
do not say without any harm, but with the least harm to those con- 
cerned. 

What I am trying to bring out by these questions is not another 
argume *t that you did it against your will and it should not have been 
done; Lam tr ying, with full knowledge that you did it reluctantly and 
you feel perhaps for the future good of the Government that these 
drastic reductions should not have been made, to get on the record in 
a few words where you made these reductions and, briefly, why you 
selected this spot or that spot and some other spot to make these re- 
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ductions which you felt you had to make and which, in a fine spirit of 
cooperation, you did make, although reluctantly. I am not wanting 
you to rehearse why these reductions were made, but in this instance 
you reduced the operating expenses of Public Buildings Service re- 
quest by $10 million. Could not you just tell us, with a complete un- 
derstanding that you hated to do it, where you did it, and why you 
selected those points ? 

Mr. Fornes. We had a staff meeting in which we discussed the letter 
from the Director of the Bureau of the Budget. At that meeting we 
agree | that we should cooperate to the utmost vw ith the new admin- 
istration in trying to balance the total budget. Each service and staff 
lead was asked to go over his list of appropriations and deter- 
mine what in his judgme1 t could be postponed, or deferred, or elimi- 
nated. They were asked to cut out every nonessential activity. 

Mr. Tuomas. If I may interrupt at that point, Mr. Cotton 1s com- 
mending you and your staff for doing a fine job; but, in order to 
save your time and that of everybody else, why not insert those cuts 
in the record at this point and then give a brief explanation? And 
Thien lo it better in your office than you en ere 

Mr. Corron. The only objection IT have to at—I think that is an 
eXct Sos suggest! ion—is that it has been my experience, if I ask now 

' this point in ~ rece put in the cuts you made, we will 
have about 16 pages of t] id th ey will be of no use for us to g olance 
over hastily on the oi of | the House and explain where the cuts are. 

Mr. Tromas. He can put it in the shape of a very short table. 

Mr. Corron. I understand all about how they came about and how 
the commissioners of your various divisions were called together and 
told to reduce their budgets, but what I am trying to find out is just 
where the reductions were made. In this case of “ Operating expenses, 
Public Buildings Service.” $10 million came off. Where was it taken 
off, and what is the reason you took it off here rather than somewhere 


2 } } 
else as doing the least harm / 


Mr. Forsrs. I will try to answer that, and then perhaps Commis 
sioner Reynolds can supplement it. 

In response to that request, the services and staff officers responded 
nobly. They picked out functions which could be curtailed; they 
found positions which could be eliminated: they found activities which 
Cc yuld be pos (pol ed or deft rred We are doi o this W illingly, volun- 
t ily : we are glad to mak this contribution. But, as I said a few 
moments ago and would like to repeat, when it comes to this item of 
repair and renovation of the 5.000 buildings throughout the United 
States oe are publicly owned, that is sieirels a postponement. Even- 
tually they ‘ill have to be | ke pt up, and it may cost more later on. But 
when that time comes, we hope the budget will have been balanced. 

Mr. Jonas. And that you will have more money then. 

Mr. Forres. And we he pe we will be in a better position to do it 
then than we are now. 

Mr. Corron. That is all very fine. You have said that before. But 
nov will somebody please answer my question, which is very simple? 
Recognizing all that, you took $10 million off the “Oper: ating expenses, 
Public sui lings Service.” Tell me roughly where you took it off 
and why ; when you had to t: ake some off, you took it off this particular 
thing. Now. if all I am going to get is a sermon that it should not 
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have been taken off—I know that is what I will get if I take Mr. 
Thomas’ suggestion and send you back to your wy But I want a 
brief statement in each case of where the reductions were made, in a 
few brief words, so that we can point it out, the same as if we met you 
on the street and asked for it. 

Mr. Forses. There was $3.5 million for renovation of buildings in 
the District of Columbia, $3,280,000 by having the cleaning operations 
in the buildings every other day, $ $200,000 for office furniture outside 
the District of Columbia, $222,000 in guard services, $72,000 in com 
munication facilities, $72,000 in program direction, $2.5 million in the 
national industrial reserve by eliminating the proposed re-layaway 
program on plants and attached machine tools. 

Mr. Puriures. In an item like renovation of buildings in the District 
of Columbia, it would consist of postponing items like putting in metal] 
windows which could, without damage, be post poned a year ? 

Mr. Forses. Right. 

Mr. Corron. Now, you have given me the general picture. 

Mr. Fores. Right. 

Mr. Corron. And in a these selections, in selecting those 
points to reduce your request, so far as possible you selected points 
where the service would not be perm: anently injured, even though for 
the time being there would be, in your opinion, some harm to the 
service? Is that correct? 


Mr. Forprs. That is right. 
REDUCTION IN EMERGENCY OPERATING EXPENSES 


Mr. Corron. “No. 2, Emergency operating expense,” the reduction 
was $4,680,000. Very briefly indicate to us the points where those re 
ductions were made. 

Mr. Forres. $2,625,000 was a reduction in the estimates of the spe- 
cific requirements of the Department of Defense for space, and $1,566, 
000 was made in anticipation of a general reduction in Government 
employment which would ultimately reduce space under this appro 
pris ition. The general reduction in space will relieve “over-use” serv- 
ices in the amount of $531,000 and minor items totaling $158,000. 

Mr. Corron. So, in applying those reductions, you and your asso- 
ciates used your experience in this work and the particular situation 
we are now facing to apply them where they would not, in your opin- 
ion, cause permanent harm to the service; is that correct ? 

Mr. Forres. Right. 


REDUCTION IN REPATR, IMPROVEMENT, AND EQUIPMENT 


Mr. Corton. The third one is “Repair, improvement, and equip- 
ment.” 

Mr. Puinutres. Those are combined. 

Mr. Corron. The combination has been reduced $7 million ? 

Mr. Forees. That is right. 

Mr. Corron. Will you briefly indicate where those reductions were 
made ? : 

Mr. Fores. $2 million of that is in our own regular activities in re- 
pair, improvement, and equipment of public buildings outside the 
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District of Columbia, which is $1 million less than we have in 1953. 
The other $5 million was a reduction of the original estimate of $10 
million, which was to be used in post office buildings for improvement 
of lighting and workroom conditions. 

Mr. Corron. So that both of those items, 2 and 3, are largely de- 
ferring improvements, renovations, and replacements of furniture 
and equipment ? 

Mr. Forses. Correct. 


REDUCTION IN HOSPITAL FACILITIES IN THE DISTRICT OF COLUMBIA 


Mr. Corron. For the Hospital Center, District of Columbia, you 
show a reduction of $2 million. Just for the record again, will you 
tell us what action was taken there? 

Mr. Forses. That was results from postponement or delay in con- 
struction of the Hospital Center in the District of Columbia. It has 
not deferred the project, but it has delayed it, and the contract will be 
let later than was anticipated. 


NO REDUCTION IN REMODELING CONGRESS STREET POST OFFICE, CHICAGO 


Mr. Corron. For No. 5. 
Mr. Forres. There was no change. 


OPERATING EXPENSES, FEDERAL SUPPLY SERVICE 


Mr. Corron. No. 6, Federal Supply Service; you reduced that by 
$1,040,000. Will you indicate where the reductions were made, and 
why those items were selected ? 

Mr. Forses. We cut $85,000 from the survey of the inventory situa- 
tion and the personal property management functions in the agencies, 
by reducing the number of surveys from 66 to 22, and by concentrat- 
ing on the spots where we can get the greatest benefits. 

We reduced $61,000 from supply schedule contracting, on the ground 
that we could reduce the amount of personnel through better utiliza- 
tion. We reduced $392,200 from personal property utilization on the 
ground that we were working out a speedier and simpler method of 
determining what property can be utilized by agencies and what 
should be immediately disposed of. 

In specifications we cut out $242,000, because we expect to concen- 
trate on the most important specifications, and to promote the idea of 
standardization of items instead of concentrating our efforts on de- 
veloping new specifications and we have eliminated provision for the 
tire testing program, which we hope to have financed by the tire com- 
panies. : 

In the commodity cataloging, no change was made. That is on 
the basis that we already had provided for only the minimum staff, 
if we are to continue on the civilian agency problem. 

Mr. Corron. There again you made these reductions to, the point 
and at the points where you can defer certain services and double up 
on others, and out of your experience you made the cuts at the points 
where it would be no damage permanently to your program. 

Mr. Forses. Where it would do the least harm, yes. 
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In the supply schedule and excess property inspections, we show a 
reduction of $132,000 back to the 1953 level on the ground that the 
risk would be no greater than we are taking this year. 

On traffic management, we made a reduction of $127,000. That is 
merely a deferment of what we think should be done if we are to have 
a proper type of property management setup. Here is a field where 
we can show an average of $10 saved for every dollar spent, but here 
again we thought we could postpone this without too much damage 
to the Government. 

Mr. Corron. Does that complete your No. 6? 

Mr. Forses. Yes. 


REDUCTIONS IN EXPENSES, GENERAL SUPPLY FUND 


Mr. Corton. No. 7, “Expenses, general supply funds,” you reduced 
that $3 million. Wiil you indicate for the record the points where 
the reductions were made, and why ? 

Mr. Forses. The reduction of $3 million was made because we have 
not made as fast progress as we had originally hoped, with the work 
with the Department of Defense, to use our purchase facilities as the 
source of supply for further common-use items. 

Included is a reduction of $1 million for space requirements. We 
find we will not need as much space based on the fact that we expect 
to have more deliveries of large quantities of an item made direct 
to the point of use in lieu of passing them through the warehouses. 

However, the entire reduction is based on what we think is a very 
slim margin, and if the business develops as fast as it may, we might 
run short of funds in that account. 

Mr. Corron. But you applied those cuts in such manner that, un- 
less that happens, there will be no permanent injury to the service ¢ 


Mr. Forses. Yes. 
OPERATING EXPENSES, NATIONAL ARCHIVES, RECORDS AND SERVICE 


Mr. Corron. Next, National Archives and Records Service, a re- 
duction of $725,000. Will you indicate briefly where those cuts were 
made, and why, just in general 

Mr. Forses. In records management, $20,000 cut. That is based 
on decreasing on-the-spot assistance to other agencies in improving 
their records practices. 

In records centers, $185,400. That is deferring the purchase of 
some storage equipment and a small decrease in quantity of records 
serviced. 

In microfilming, the entire amount of $207,200 is eliminated, on 
the ground that is something that could be postponed. 

Mr. Grover. On the ground it could be deferred 2 or 3 years be- 
cause of the space situation. 

Mr. Corron. I remember your testimony that it could go along for 
2 or 3 years. 

Mr. Forses. On National Archives, $200,000 was cut. That is an 
item Dr. Grover has testified to. 

Mr. Corron. You might mention the reason, so we will not have 
to look it up. 
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Mr. Grover. That was a cutback on rehabilitation of damaged 
paper documents. 

Mr. Corron. The next is the Federal Register. 

Mr. Forres. Federal Register, $7,000 cutback, that is one position. 
That is the case for both the Federal Register and Roosevelt Library. 
There was a cutback of two positions altogether. 

Mr. Forees. In nitrate film conversion, $100,000 cutback. That is 
merely a postponement of the completion of the conversion of films, 
from a 3-year rate to 6 years. 

Mr. Corron. That completes No. 8? 

Mr. Forses. Yes. 


ADMINISTRATIVE OPERATIONS 


Mr. Corron. Now, No. 9, Administrative Operations. That is some- 
thing general throughout all your GSA ? 

Mr. Forres. That falls within two categories, Mr. Cotton. It in- 
cludes the top administrative staff of GSA which makes and directs 
the agencywide policies. There is also the staff which actually per- 
forms the administrative operations, such as the personnel work, the 
budgeting, the accounting, legal services and office services in support 
. all program operations under the 3 appropriations, Operating 

xpenses, PBS; FSS; and NARS in the Central Office and the 10 
vanieadl offices. We have cut that back $1,100,000, which brings it 
approximately to the 1953 level. 

Mr. Corron. And that is without immediate damage to the service? 

Mr. Forses. Yes. It may result in building up backlogs in some 
functions, but we are taking a calculated risk. 

Mr. Corron. You did that because you felt you could do it without 
permanent injury to the service ¢ 

Mr. Fores. Yes. 

Mr. Corron. And that is true of all of the cuts you have made, 
which you have just now covered ? 

Mr. Forres. That is correct. 

Mr. Corron. Thank you. 


REDUCTION OF BUDGET ESTIMATES 


Mr. THomas. I want to join Mr. Cotton in what he said a while ago, 
and I particularly want to compliment the Administrator, Mr. Forbes, 
Mr. Medley, and our young and distinguished Bert Reynolds, Mr. 
Mack, Dr. Grover, Mr. Walsh, and his staff, and all the other staff 
members; you really deserve more credit than you may think you are 
going to get. You have here some 15 or 20 agencies, and to this group 
certainly goes a medal, because it is the only agency showing a volun- 
tary reduction in its own budget this year. 

Other agencies have shown an increase of from 10 to 15 percent 
above last year, and I think you deserve a great deal of credit. 

Mr. Forbes. Mr. Chairman, I would like to put in the record just 
a brief statement concerning the staff of your committee, Mr. Kott- 

camp, Mr. Johnson, Mr. Gallalee, Mr. Horton, and Mr. Quinn, who 
have been working with us since February 4 in going over this budget. 
We have found them not only to be very intelligent people, but very 
reasonable, and they have made helpful suggestions which we have 
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used many places in making these reductions. I think in turn they 
have brought to this committee information which will enable it to 
understand better what we are trying to do, so we want to thank 
you, Mr. Chairman, for the splendid help we have had from the inves- 
tigators of your committee. 

Mr. Putuirs. Mr. Forbes, we appreciate that, and I want you to 
cnow that the investigators have been uniform in expressing their 
ap preciation of the cooperation they have received in your agency. 
1 understand their report will eventually be made, a formal report, 
to the chairman of the Appropriations Committee, and at that time 
I presume we will have copies for all members of the subcommittee. 

Sometimes the suggestions of an outside analyst, coming in to look 
over any industry or any agency, can see things that sometimes people, 
who are too close to the trees, cannot see, 

Mr. YaAres. Mr. Forbes, do you believe you can make any additional 
cuts with those you have already suggested, and if you do believe that, 
would you indicate where you would suggest that that be done? 

Mr. Prius. That is a little leading. 

Mr. Fornes. It is a leading question, but I think I can sincerely 
say, Mr. Yates, that I do not believe the request could or should be 
cut any more. Some of these cuts may even be too great and some 
should be restored next year or as soon as the budget will permit. 


LEGAL SERVICES 


Mr. Puit.irs. Some body was going to furnish a list of lawyers in 
i e to Mr. Jonas’ question, covering a breakdown of the lawyers 

1 Washington, and a breakdown of the lawyers in the field offices. 

Mr. Mepiey. Mr. Chairman, we wanted to give the committee a 
very complete statement on that subject, in view of the interest demon- 
strated in it, and I am sorry that it has not been completed by this 
time. 

I can tell you what we are working up; we are ro up a table 
showing a breakdown by appropriation, that is, by all sources of 
financing, and as you recall we re ussed yesterday, because of the 
multiple activities of the GSA, it was necessary that some of the 
administrative operations be ahead in other funds in proportion 
te the workload. We will have that breakdown by appropriation, 
in central and field offices, third by lawyers and secretarial help, 
and fourth, cost by location of the legal services in the GSA. 

We hoped it would be here by 2 o’clock, but it has not arrived as 
yet. We will deliver it just as soon as possible. 

Mr. Puiuirs. Just deliver it ta the clerk, who will see that Mr. Jonas 
gets a copy of it. 


SAVINGS EFFECTED BY GSA 


Mr. Krurcer. Mr. Forbes, your agency was created for the purpose 
of taking over functions of other agencies? 

Mr. Fornes. It was created by consolidation of other agencies to 
provide centralized supply and control of the Government’s property 
and records; that is, responsibility for the management of real estate, 
the management of personal property, and the management of records. 
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Mr. Krurcer. Mr. Forbes, I was under the impression that your 
agency took over the old functions as well as new functions that had 
been created. 

Mr. Fores. That is so. 

Mr. Krurcer. That you would effect some savings in the adminis- 
tration of these functions that other agencies have ‘been car rying on. 

Mr. Fores. Yes. 

Mr. Kruecer. I would like to know whether you have effected any 
such savings since you have been in existence? 

Mr. Fornes. Yes; may I just give you a copy of this Annual Re- 
port of GSA [indicating | 

Mr. Krurcer. Could you give me an answer as to the amount that 
may have been saved in the last fiscal year? 

Mr. Forses. We show a saving here in this report of over $100 mil- 
lion during 1952 that we can actually point out. 

Mr. Krurcer. That is what I am asking about. 

Mr. Forpes. Yes, we can actually prove these. For example, there 
is a saving of $2,800,000 on traffic management, but in the total we 
can actu: ally demonstrate savings in excess of over $100 million, for 
numerous items. 

Mr. Krurcer. For what period is that? 

Mr. Forsers. That is for the year ended June 30, 1952. The in- 
direct savings that result where we issue a regulation that brings 
about new and improved methods of doing something throughout 
the Government, as where by survey we get a reduction of Govern- 
ment investment in inventories, as Where we can avoid buying some- 
thing that is already in the hands of the Government. 

3ut these are savings we can actually demonstrate. 

Mr. Krurcer. In the fiscal year ending June 30, 1954, have you 
asked for a lesser amount than you have used in the past fiscal year? 

Mr. Forses. I would say that we have asked—that we could prove 
that we have reduced about half. 

Mr. Krurcer. Of the total amount. 

Mr. Forses. In the 1954 revised request, we show a total of $190,- 
036,200. 

Mr. Krvecer. Is that more or less than the amount you are asking 
for for the current fiscal year? 

Mr. Forses. It is less than the appropriations for 1953. 

Mr. Krurcer. By approximately how much? 

Mr. Forses. In 1953 it was $394 million, which included $203 mil- 
lion for stockpiling, which would leave $191 million for 1953 against 
$190 million in the revised 1954 estimate; so we are asking for $1 
million less for next year than we have for this year, leaving out 
stockpiling, and we are absorbing additional workload. 

Mr. Krurcer. You are not asking anything for stockpiling for 
this year ? 

Mr. Forres. That is correct ; but we are asking for $1 million less in 
other items, leaving out stockpiling. 

Mr. Krvrcer. Mr. Forbes, will you tell me whether the 1954 appro- 
priation request is in an amount approximating what you have saved 
In fiscal year 1951? 

Mr. Forses. No; we have saved around $81 million in 1951. In 
1952 we saved $127,300,000. In the justification you can find a break- 
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down statement on savings in 1952 beginning with page 16 on through 
page 20, But I want to point out that in addition to bringing about 
Government-wide savings in other agencies, GSA also provides cer- 
tain services to other agencies more cheaply than they can for them 
selves. 

Mr. Krurcer. Thank you very much. 

Mr. Puiwiurs. Thank you very much, gentlemen. We will see 
you next year. 


Monpay, Marcu 23, 1953. 
HOUSING AND HOME FINANCE AGENCY 
OFFICE OF THE ADMINISTRATOR 
WITNESSES 


ALBERT M. COLE, ADMINISTRATOR 

B. T. FITZPATRICK, DEPUTY ADMINISTRATOR AND GENERAL 
COUNSEL 

LEWIS E. WILLIAMS, ASSISTANT ADMINISTRATOR (ADMINISTRA- 
TION) 

NEAL J. HARDY, ASSISTANT ADMINISTRATOR, DIVISION OF PLANS 
AND PROGRAMS 

NATHANIEL S. KEITH, DIRECTOR, DIVISION OF SLUM CLEARANCE 
AND URBAN REDEVELOPMENT 

PERE F. SEWARD, COMMISSIONER, DIVISION OF COMMUNITY 
FACILITIES AND SPECIAL OPERATIONS 

JEROME F. MORSE, JR., DIRECTOR, SPECIAL OPERATIONS BRANCH 

JOSEPH H. ORENDORFF, DIRECTOR, DIVISION OF HOUSING RE- 
SEARCH 

J. STANLEY BAUGHMAN, PRESIDENT, FEDERAL NATIONAL MORT- 
GAGE ASSOCIATION 

JOHN M. FRANTZ, DIRECTOR, BUDGET AND ORGANIZATION STAFF 


SALARIES AND EXPENSES 


Amounts available for obligation 
1952 actual 1953 estimate | 1954 estimate 


Appropriation or estimate $3, 196, 300 $4, 606, 000 $4, 550, 000 
Reimbursements from non-Federal sources ATR, 538 704, 000 787, 200 


Reimbursements from other accounts 913, 514 IRS. BOO 175, 000 


Total available for obligation 4, G88, 352 5, 693, 500 
Unobligated balance, estimated savings —5, 960 


Obligations incurred 4, 682, 392 
Comparative transfer from 

‘Salaries and expenses, defense housing and community 
facilities and services, Office of the Administrator, 
Housing and Home Finance Agency” 

“Advance planning of non-Federal public works, Office of 
the Administrator, Housing and Home Finance Agency”’ 

Comparative transfer to ‘Office of the Administrator, 
housing loan programs”’ 337, 33 —479, 000 


Total obligations 5, 641, 042 5, 214, 500 5, 512, 200 


Note.— Reimbursements from non-Federa] sources above include proceeds of sale of personal property 
1U. 8. C. 231 (e)). 


30608—53—pt. 3 32 

















1006 


Obligations by activities 
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DereNsE ComMMUNITY FACILITIES AND SERVICES 


Amounts available for obligation 


952 actual iv sti l fest ate 

Appropriation or estimate $20, 625, 000 
Prior year balance available $14, 048, 844 $ 44 
Balance available in subsequent year 14, 048, 844 0, 344 344 
Obligations incurred. -- J 6, 576, 15€ 13. R78. 5OK 115. 000 


Obligations by activities 








1952 actual 1953 estimate | 1954 est ate 
Construction of defense community facilities and services $6, 550, 698 $13, 766, 000 
Payment to consolidated administrative expense account 25, 258 112 $115, 000 
Obligations incurred 6, 576, 156 13, 878. 500 115, 00 
Obligations by objects 
1952 | sest 54 ¢ 
Ot! tractual services: Services performed by other 
ri ¢ 458 & ¢ 
1l Gr t lies, and contributions F 40, 198 l 306. OOO 
6 Loa i investme 1 ), 5K 100, 000 
Obl ( red f 6. 15¢ 12 R78 1 ”) 
A, 
Ar ’ 
352 actual 1953 € 1954 est ate 
Unliquidated obligations, start of year $6, 568, 508 $10. 447. 000 
Obligations incurred during the year $6, 576, 1L5¢ 13, 878, 500 115. 000 
6, 576, 156 20, 447, 008 10, 562, 000 
Deduct unliquidated obligations, end of year 6, 568, 508 10, 447, 000 797, 000 
Total expenditures 7, 648 10, 000, 008 9, 765. 000 
Expenditures are distributed as follows 
Out of current authorization 7, 648 
Out of prior authorizations 10, 000, 008 9, 765, 000 


PROGRAM AND PERFORMANCI 


Loans and grants are made to local communities to assist in providing com- 
munity facilities (primarily water and sewer systems) in critical defense housing 
areas. The authority for making additional loans or grants for this purpose 
expires on June 30, 1953. 


OFFICE OF THE ADMINISTRATOR (Houstna LOAN PrRoGRAMs) 
Amounts available for administrative expenses 


1952 actual | 1953 estimate | 1954 estimate 


Limitation or estimate (administrative expenses incurred) $241, 200 $225, 000 
Comparative transfer to ‘‘Housing loan programs, Office of the 


Administrator, Housing and Home Finance Agency” —241, 200 — 225, 000 


Total administrative expenses 
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Continued 


1952 actual | 1953 estimate 1954 estimat« 
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Payment to consolidated administrative expense account: 


$780, 00K 


780, 000 


$578, 588 
704, 000 
780, 000 


Housing loans to educa 


1952 eaiten ae 
1953 sl i a a ah oe 
1954-_ ea ati Raa <s oad 
NOTH This is an authorization for the use of receipts and other available corporate 
funds for administrative expenses of the following programs: (1) 
tional institutions, (2) loans for prefabricated housing, and (3) 


Alaska 


housing. 
ness-type statements are presented elsewhere in this budget for these programs. 
schedule 


Busi 
Actual 
under the 


and estimated administrative expenses are set forth in the activity 
heading “Salaries and expenses, Office of the Administrator.” 
iccrued administrative expenses by objects 
O07 Other contractual services: Services performed by other agencies: 





$578, 5388 


_. 704, 000 


780, 000 


CapiraL GRANTS FOR SLUM CLEARANCE AND URBAN REDEVELOPMENT 


{mounts available for obligation 


1952 actual 


Appropriation or estimate 
A ppropriation 


Contract authorization, permanent definite $100, 000, 000 
Applied to contract authorization 
Prior year balance available, contract authorization 200, 000, 000 
Potal available for obligation 300, 000, 000 
Balance available in subsequent year, contract authorization. .|—274, 992, 000 
Obligations incurred 25, 008, 000 
Analysis of expenditures 

1952 actual 

Unliquidated obligations, start of year 


Obligations incurred during the year $25, 008, 000 


25, 008, 000 
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Mr. Pui.trs. We have with us this morning the Housing and 
Home Finance Agency, with the presentation of the justification for 
the 1954 budget. We have the pleasure of having for the first time 
the Honorable Albert M. Cole, whom we have known for a long time 
in another capacity, and whom we are very glad to see this morning. 
We extend our congratulations and good wishes to you, Mr. Cole. 

Mr. Coitz. Thank you, Mr. Chairman. 

Mr. Putiurrs. Accompanying Mr. Cole are Messrs. Fitzpatrick, 
Williams, Hardy, Keith, Seward, Morse, Orendortf, Baughman, and 
Frantz, whose full names and titles will appear in the record. 

If the committee will bear with me patiently, I would like to ap 
proach this subject in a little different way than we would if there 
had not been changes i various administrative agencies which we 
face this year. Instead of taking each agency as we would if there 
had not been these changes, item by item in the justification, and in the 
printed justification, I would like to approach it in a little more gen 
eral way, if I may, Mr. Cole, and discuss a little bit with you the 
background and policy of the agency; and then, since this is also some- 
what new to you, suggest to you that you take the questions we raise, 
which may indicate w hat the thinking of the committee might be, back 
with you and perhaps come back a week from now with your comments. 
Some of them you could not possibly answer today, because we do not 
know the answer to them ourselves. 

Mr. Core. Yes. 


LEGISLATIVE AUTHORITY 


Mr. Putures. First, we will have in the record the citation of au 
thority for the agency’s activities. We wrote to all agencies asking 
for a citation of such authority, and we have the reply from the 
Housing and Home Finance Agency. 

(The letter and citation follow :) 


HovUSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., March 20, 1953 
The Honorable JOHN PHILLIPS, 
Chairman, Subcommittee on Independent Offices Appropriations, 
House of Representatives, Washington, D. 0 


Dear Mr. PHILuips: In response to your request of February 24, 1955, attached 
(see attachment No. 1) are listings of the Agency activities for which funds are 
requested in the 1954 budget, together with citations of the underlying authorities. 

Your letter also requests information as to the nature of the authority in 
each case, particularly whether the legal authorities are “purely permissive.” 
It is our feeling that for administrative purposes we must regard virtually all 
legislative authorizations as mandatory in effect, even though they are commonly 
stated in language whose literal meaning is permissive. To state the matter 
differently, the executive branch is effectively under a mandate to carry out the 
intent of the Congress as it is expressed in the law, in the legislative history of 
the law, and in appropriation action from year to year. 

Most of the legislation authorizing the various programs of this Agency is 
not written as a literal mandate in the words of the law. Only one of the many 
pieces of such legislation which apply to the Housing and Home Finance Agency 
is couched in such absolute language—section 301 of the Housing Act of 1948, 
as amended, which states, “The Housing and Home Finance Administrator shall 
(a) undertake and conduct a program with respect to technical research and 
studies * * * etc.” 

The more usual form of authorization for a program or activity, however, 
states a goal which the Congress desires to see accomplished, and then provides 
that to accomplish this end, the Administrator “may” take certain actions or 
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“is authorized” to do certain things: or again, the authorization may be con- 
tained in provisions which outline certain situations or states of fact and 
authorize the Administrator to take certain actions if and when the stated cir- 
cumstances occur. 

Che latter two types of legislation, while they may not be considered to con- 
stitute an explicit mandate, do contain a necessary implication that action is to 
be taken if the conditions specified by the Congress are met. This is particularly 
true when one considers the intent of Congress as expressed in the legislative 
history of the act in question and the existence of appropriations made in sup- 
port of it. For example, in the case of the Defense Housing and Community Fa- 
cilities and Services Act of 1951 there is no specific command to the President to 
designate critical defense housing areas even when all of the conditions cited in 
the act exist. However, it was undoubtedly understood that the President would 
set up machinery for certifying areas which met the criteria and for carrying 
out the other contingent duties authorized by the act. 

In this sense there is a strong argument for the view that all of the basic 
legislation authorizing the various housing programs is, in practical operation, 
mandatory rather than merely permissive 

There can be no doubt that certain contingent duties set up in authorizing 
legislation are mandatory, once the conditions making them operative have been 
met, For example, title I of the Housing Act of 1949 enables rather than com- 
mands the Administrator to assist local public agencies in the clearing of slums. 
It is mandatory, however—a local program having been undertaken—that in 
rendering such assistance the Administrator do the things specified and required 
by the act and handle the project in the manner prescribed by law. 

In addition to the program activities mentioned above, there are certain ad- 
ministrative activities in which the Agency engages which are common to the 
executive departments and agencies, and are provided for in legislation which 
is governmentwWide in application and obligatory rather than permissive. Some 
examples of this type of activity and the legislative authority for them are in- 
cluded in attachment No. 2 to this letter. A complete analysis of this kind of 
function would require more extensive legal analysis than your letter intended 
to call for, I am sure. 

Finally, there are certain activities in the Administrator’s office, and to some 
extent in the constituent agencies, which are not expressly provided for by law 
on either a permissive or mandatory basis, but rather are considered to be neces- 


sary elements in the administration of any major Government activity. In other 
words, if these activities were eliminated the Administrator could hardly be 
criticized for failure to carry out the law, though he might well be criticized 
for inadequate service to the Congress, the Chief Executive, and the public. 

For example, specialized units in the agency provide information service, 
chiefly to the press and thé housing industry—not because such service is re- 
quired by any statute, but rather because of the more or less traditional concept 


that the public is entitled to be informed with respect to the programs and 
activities of the Government. Again, specialized personnel deal with racial 
relations and minority group problems in the Agency’s programs, not on the basis 
of legal mandate but in recognition of the special housing needs and problems of 
minorities and of the-responsibility of the Government to contribute to sound 
and orderly solutions of these problems. As a third example, a small staff is 
maintained for international activities; here again, there is no specific legal au- 
thority for the function—it is maintained on the assumption that the Agency, 
| major departments and agencies of the Government, should be equipped 
least minimum service to the State Department in connection with 
such matters as the accommodation of foreign visitors and the provision of 
needed information available within the Agency. 

While activities of the kinds cited above are in most cases not authorized by 
express statutory language, I believe they are well within the general powers and 
duties provided for in Reorganization Plan No. 3 of 1947, title V of the Housing 
Act of 1948, and other statutes relating to the general functions of the Adminis- 
trator and the heads of the constituent agencies. 

I have written these explanatory comments at some length because I am not 
entirely certain, from the questions in your brief letter, whether the material 
submitted herewith is exactly what you had in mind. If you find we have not 
interpreted your inquiry correctly, I would be most glad to discuss the matter 
with you personally and to have prepared any additional material you feel 
would be helpful to your committee. 

Sincerely yours, 





ALBERT M, Coir, Administrator. 
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ATTACHMENT No. 1 Program activities 


OFFICE OF THE ADMINISTRATOR 
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ATTACHMENT No. 1.—Program activities—Continued 


PUBLIC HOUSING ADMINISTRATION 


Activity Authority 


Low-rent public housing Secs, 9, 11, and 12 of United States Housing Act of 1937, as amended, 
Public Law 412, 75th Cong.; 50 Stat. 888; 42 U. 8S, C. 1401 (1946 
ed. and supp. V). 
Subsistence homesteads and Green- | Secs. 202 and 208 of National Industrial Recovery Act, Public Law 
town project 67, 73d Cong.: 48 Stat. 195, 200; 40 U. 8. C. 401 (1946 ed. and 
Supp. V). 
Public Law 65, 81st Cong.: 63 Stat. 68; (not codified). 
Public war housing and defense itles I, IV, V, and VI of the Lanham Act, Public Law 849, 76th 
housing Cong.; 54 Stat. 1125, 42 U. S. C. 1521 (1946 ed. and supp. V). 
ritle II, Public Law 671, 76th Cong.; 54 Stat. 676, 681; 42 U. 8S. C. 
1501 (1946 ed.). 
Executive Order 9070, 7 Federal Register 1529 
Reorganization Plan No. 3 of 1947, 61 Stat. 954; 5 U. 8. C. 133y-16, 
note (1946 ed., supp. V). 
litles I, IIT, and sec, 616, Defense Housing and Community Facili- 
ties and Services Act of 1951, Public Law 139, 82d Cong.; 65 Stat. 
293, 303; 42 U. S. C. 1591 and 1507 (1946 ed. Supp. V). 


Veterans reuse housing Title VI of the Lanham Act, as amended, Public Law 849, 76th 
Cong.; 54 Stat. 1125; 42 U. S. C. 1521 (1946 ed. and supp. V). 
Administrative expense Sec. 6 of United States Housing Act of 1937, as amended, Public 


Law 412, 75th Cong.; 50 Stat. 888; 42 U. S. C. 1406 (1946 ed.), and 
sec. 502, Housing Act of 1948, Public Law 901, 80th Cong., 62 
Stat. 1268, 1284; 12 U. S. C. 1701¢ (1946 ed. supp. V 


\TTACHMENT No. 2.—-Exramples of administrative service activities—all agencies 


Activity Authority 
Fiscal activities (budgeting, account Sec. 3679 Revised Statutes, as amended (31 U. 8. C. 665) 
ing, ete Budget and Accounting Act of 1921, as amended (31 U.S. C. 1 
et seq) 


Budget and Accounting Procedures Act of 1950 (31 U. 8. C. 66) 
Budget Treasury Regulation No, 1 
Other Regulations of Bureau of the Budget, Treasury Depart- 
ment and General Accounting Office 
Personne! activities Civil Service Act (5 U.S. C. 632 et seq; 40 U. S. C, 42 
Veterans’ Preference Act of 1944, as amended (5 U. 8. C. 851 
et sec 
Whitten amendment, Public Law 253, 82d Cong., amended. 
Performance Rating Act of 1950, Public Law 873, 81st Cong. 
Executive Orders 9830, 9835, 9980, as implemented by Rules 
und Regulations of the Civil Service Commission 
activith Federal Property and Administrative Services Act of 1949, Public 
Lae 152, 8Ist Cong. (40 U. 8S. C. 1 et seq) as implemented by the 
regulations of the General] Services Administrator 





Mr. Core. I wonder if I might take just a few moments for the 
purpose of making a brief statement, Mr. Chairman. 

Mr. Pups. Yes, Mr. Cole; I was going to ask you to do that 
just as soon as we got through with the preliminary matters. You 
would like to make a preliminary statement ? 


GENERAL STATEMENT 


Mr. Core. Yes. 

Mr. Chairman and gentlemen, I am glad to be with you this morning, 
even though I am hardly accustomed as yet to representing the execu- 
tive branch in proceedings of this kind. Under the circumstances, I 
have every reason to keep my own remarks brief, and L propose to do 
50. 

I believe you probably know that I have now been Housing and 
Home Finance Administrator a little less than 2 weeks. Of course, 
[ had no participation at all in the preparation of the original 1954 
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budget. The present revision initiated by Budget Director Dodge 
was virtually completed when I took office on March 10. Since that 
time, I have gone into the Agency budget both with my own staff and 
with the Bureau of the Budget as thoroughly as time has permitted— 
but you will understand that I could not hold up necessary decisions 
in order to make any kind of complete or detailed review myself. 

The thought I would like to impress upon your committee, Mr. 
Chairman, is that from all I have been able to learn so far, I believe 
that the estimates in the revised budget before you are reasonable 
figures which have been gone over sincerely and carefully both in the 
Agency and in the Bureau of the Budget with the economy objectives 
of the new administration in mind. 

I want to stress to this commitee, as I have to the Bureau of the 
Budget and others, that I accepted this office with only one major 
instruction from the administration : To make a thorough and careful 
study of all the programs and problems in the field of responsibility 
of the Housing and Home Finance Agency, and to come up with 
recommendations, if I can, for meeting those problems more appro- 
priately, more economically, and more efficiently. 

I want to say to you very frankly that Lam not prepared this morning 
to recommend or endorse any major changes in policies or programs. 
On the contrary, I think that would be going about the job back- 
ward. My concept is that we should administer the existing pro- 
grams as the Congress has set them up until we are prepared to make 
considered recommendations founded on adequate study and sup 
ported by the facts. I believe that approval of this revised budget 
substantially as submitted will enable us to do that. You have my 
personal assurance that in doing that job it will be my policy and pur 
pose to reduce the burdens on the Federal Treasury wherever I find 
it to be possible. If this requires enactment of new or amendatory 
legislation by the Congress, I will recommend to the President the 
submission of such legislation. 

Perhaps the largest and certainly the most controversial change 
in the revised budget is the reduction of the proposed new starts of 
low-rent public housing from 75,000 to 35,000. The decision to make 
this change was made by the Executive Office of the President with 
my concurrence. Thirty-five thousand units, as this committee well 
knows, is the program level most recently approved by the Congress. 
In my opinion, the fair and consistent thing to do is to continue the 
program at that level until we have completed our reviews and are 
prepared to make further recommendations to the Congress. 

In conclusion, Mr. Chairman, I want to make one general comment 
about the budget request for the Administrator's Office. Even though 
[ have had some familiarity with these matters from the legislative 
side, I have been impressed by the variety and complexity of the oper- 
ating responsibilities of the Office. You gentlemen from past hearings 
may be fully familiar with these facts, but I admit that I was some- 
what surprised to lear n that more than four re of the present staff 
of the Administrator’s Office are not engaged in supervision or co- 
ordination activities, but in carrying out specific ‘onaveting programs 
for which responsibility has been assigned to the Administrator di- 
rectly by law. Whether or not this is the most desirable long-term 
arrangement, I am not yet prepared to say. That is one of the prob 
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lems which will receive close study during the next few months. In 
the meantime, however, I am naturally anxious to see each of these 
operating duties discharged creditably, and I hope that this commit- 
tee will give full weight to that consideration in its review of the 
Administrator’s Office budget. 

May I say one more thing: The staff which I have here is the staff 
which was in the agency when I came; and I want to say they have 
been exceptionally cooperative, exceptionally helpful in doing every- 
thing they can to assist me in this period of transition, and I want to 
congratulate the staff for the work they have done. 

Mr. Putures. Thank you, Mr. Cole. 

We will include in the record at this point table II of the revised 
estimate. 

(The table referred to follows :) 
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TOTAL BUDGET EXPENDITURES 


Mr. Puiiies. One further preliminary suggestion: I think for the 
newer members of the subcommittee especially, but I think for the 
benefit of the older members as well, I want to call attention again to 
the amount of money which annually passes through the hands of this 
agency as compared to the amount of money which they request of 
this subcommittee for direct appropriation. I am taking the original 
request, and not the revised request, because I have the figure before 
me. But the amount of money expended by the Housing. and Home 
Finance Agency is estimated at $1,454 million for the fisc val] year 1954 
against which there are received by the agency $1,074 million. So 
actually the request to us would be in the neighborhood of $380 million 
for administrative purposes. 

I have this so broken down and will give this statement to the 
reporter, for inclusion in the record. 

Mr. Frantz. Would you care to have the record brought up to date, 
showing this table as it is now revised ? 

Mr. Pures. Yes. 

Mr. Frantz. I will do that when the transcript is available. 

(The statement referred to follows:) 


Housing and Home Finance Agency—Analysis of budgetary expenditures, fiscal 
year 1954 


{Millions of dollars] 





As printed As revised Tunreane 
(+) or 
Net budg- Net budg- o ee aa 
Expendi i lc etary Expendi ot, t etary , 
tures Receipt expendi- tures Receipts | expendi- expendi- 
tures tures 
Purchase and sale of mortgages, 
real estate, etc $786 $382 $404 $724 $325 $399 —$5 
Loan operations 361 309 52 310 399 —89 —14] 
Grants and contributions 60 60 60 60 . 
Operating expenses 
Administrative $3 33 30 30 —3 
Other 83 &3 81 81 —2 
Operating income 346 346 353 353 —7 
Intra-Government and miscel- | 
laneous 71 37 34 68 37 31 —3 
Proposed for later transmission 60 60 etnies 1— 60 
Total, Housing and Home 
Finance Agency 1, 454 1,074 380 1, 274 1,113 159 —221 
Expenditures contingent on legislative action with respect to military housing needs. 


HISTORY OF THE HOUSING AND HOME FINANCE AGENCY 


Mr. Putiurpes. The second question has to do with the Office of the 
Administrator and its possibilities. I think it might be a good idea 
for you to tell the committee first of all how the Office of the Adminis- 
trator came to be created, the authority for it, what is its responsibility, 
and what is its authority under the act, and what additional respon- 
sibilities have been given it since it was created. It was created, as I 
understand, for general supervision and coordination of other agen- 
cies that already existed. How did it come to be set up? 
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Mr. Coir. Yes; that is very true, Mr. Chairman. The Housing and 
Home Finance Agency was created by Reorganization Plan No. 3 
of 1947. ‘ 

Prior to that time the Congress had been considering various other 
reorganization plans and programs for bringing together in one 
agency all the housing activities of the Government. Now, truthfully, 
that idea itself is not difficult to arrive at, but the activation of the 
idea is much more difficult, because of the complexity of the problems 
involved. 

There are three constituent agencies: The Federal Housing Admin- 
istration, providing for the insuring of mortgage loans; secondly, the 
Public Housing Administration, which provides for the low-rent 
housing; and third, the Home Loan Bank Board, which has the super- 
vision and assistance to savings and loan institutions, and providing 
for flow of credit for that purpose. 

Those agencies were created by statute, the direction of each of them 
being its own authority. The Public Housing Commissioner has au- 
thority to direct and control his agency. The Federal Housing Com- 
missioner has similar authority. The Home Loan Bank Board has 
three members, who direct the agencies under the Board. 

At the time of the consideration of the idea of bringing together the 
housing activities of the Government, the debates, particularly in the 
Senate, disclosed some of the issues that were involved. The theory 
of the Housing and Home Finance Agency was to have an overall 
agency which would supervise and coordinate the various housing 
activities of the Government. 

The question arose whether or not the agency would have sufticient 
authority to do the job of supervision and coordination unless the 
Agency also had the authority to appoint the commissioners and the 
Board members, but that was not granted because of certain other 
issues which arose. There was a desire to retain a certain independent 
status for the various agencies. 

Since that time various programs have been given to and directed 
to the Administrator of the Housing and Home Finance Agency, and 
he has been charged with direct responsibility for the operation of 
those programs. “T think probably you are all familiar with them, 
but quite hurriedly I will just read them off. 

The Agency has direct operation and authority over the slum-clear 
ance program; over the housing-research program ; over the advance- 
planning programs; the programs for defense housing, and for de- 
fense community facilities; for loans to Alaska housing, and loans 
for housing for educational institutions, loans for prefabricated hous 
ing; for defense public-works liquidation; for other defense produc- 
tion activities, which were delegated to the Agency, and finally there 
were certain miscellaneous items 





SUPERVISION AND CORDINATION EXERCISED BY THE ADMINISTRATOR 


Mr. Puiuurres. Was it your concept that when these were delegated 
to other agencies, that it was the intent of the Congress they should 
rest in the Office of the Administrator, or the Office of the Administra- 
tor should assign work and use the existing facilities of the other 
agencies for the work indicated in these delegations? 
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Mr. Coxe. I think Mr. Fitzpatrick might be more familiar than I 
am with that matter. 

Mr. Firzrarrickx. I might comment on this point: That in most 
cases that question of delegation has gone mainly to the consideration 
of administrative feasibility and economy, rather than any specific 
provisions in the statutes. I think it would be worthy of note that 
the statutes do make some provision along these lines in some cases. 
However, in large measure the decisions were made on the basis of 
administrative considerations. For example, management and dis- 
posal of the old Lanham <Act program 1s a responsibility of the Ad- 
ministrator directly which essentially is run on a direct basis through 
the PHA, with the Administrator only supervising it, because that 
was dotewtahaail to be the economical way of doing it. 

There is one area, however, where there was a direct indication on 
the part of the Congress that they did not want such delegation. 

Mr. Puitirrs. Where was that? 

Mr. Firzparrick. That was the area of slum clearance, where the 
legislation provision, as you recall, carried right up to the end of a 
special provision prohibiting the Administrator from delegating any 
of his functions. 

Mr. Puiturpes. I have been a member of this committee for—this is 
my seventh budget year, and in preceding years, as you will remem- 
ber, Mr. F itzpatric k, oth er agencies, the P H A, the FHA, and others, 
have indicated they had an indepe .ndent status, and you will remem- 
ber in many instances, I think in all instances, the heads of the differ- 
ent agencies have indicated that they did have a separate statutory 
existenc ey that they h: ad an inde pendent status, and that the Admin- 
istrator did not have a great deal to do with the functions or admin- 
aitation of these constituent units. 

Mr. Cotzr. Mr. Chairman, in that connection, may I say that I 
have asked that a memorandum be prepared in connection with this 
program of supervision and coordination, which I would like to have 
permission to file for the record. 

Mr. Pures. Yes. 

Mr. Corr. I do not have it available immediately, but I think that 
is a very important question. 

Mr. PHiuyies. a would seem so. 

Mr. Core. | ild like to show what the agency is doing in con- 

ction with su pervision and coordination. 

‘i Pmiturs. I think the point is well taken, and we would like to 
have it inserted in ihe record at this point. 

The memorandum referred to follows :) 


SUPERVISION AND COORDINATION 


The most important and complex of the Housing and Home Finance Admin- 
istrator’s duties is that of discharging his responsibility for the general super- 
vision and es n of the Government's housing activities. It is also the 
most difficult of his functions to describe in terms sufficently concrete to show 
its magnit de and di VE ersity and demonstrate the role in the administration of the 
Federal housing program. 

The purpose of the following summary is to outline the circumstances which 
gave rise to this function and to illustrate, by specific example, the types of work 


involved. 
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The need to be met 


Utter confusion in the housing picture, intolerable because of the critical 
requirements of the defense and war programs of the period 1940 to 1946, led 
to a series of efforts more effectively to coordinate the Nation’s housing activities. 
Successively were tried a Defense Housing Coordinator, a Division of Defense 
Housing Coordination in the Office of Emergency Management, and the National 
Housing Agency. These actions were taken under Presidential war powers, and 
hence could not provide a permanent solution to the problem. Experience with 
these forms of organization did, however, provide the Congress and the President 
with a basis for the development of a long-range solution. 

As early as 1944, the Congress began its search for this solution. 

A subcommittee of the Senate Committee on Postwar Policy and Planning 
reported : 

“The first requirement for the postwar establishment * * * is that it be 
sensitive to rapid changes in the economy and flexible in its adjustment to new 
demands. In order to achieve such adaptability, it is essential that all the 
housing activities of the Government be subject to a common policy and, to 
assure the consistent execution of policy, that the agencies operate under some 
form of unification. 

* * Fa ao * * * 

“* * * the function of the unifying agency is that * * * of resolving ques- 
tions within the scope of policies laid down by the Congress, of insuring the 

msistent execution of these policies, and of reporting to the Congress the 
progress of the program and recommending modifications which experience indi 
cates to be desirable.’ 

This concept, in varying forms, but with the same essential purposes, was 
considered by the Congress in the Wagner-Ellender-Taft bill of 1946, Reor 
ganization Plan No. 1 of 1946, the Taft-Eliender-Wagner bill of 1947, and Re 
organization Plan No. 8 of 1947. The latter plan, meeting objections which led 
to defeat of the 1946 proposal, became effective on July 27, 1947. 

The Senate Banking and Currency Committee, reporting on the Taft-Ellender 

agner bill, stated clearly the need to be met: 

‘The attainment of satisfactory progress in providing better housing condi 
tions can best be achieved if all the housing activities of the Government are 
made subject to a common national policy and there is an effective grouping 
of such activities. This has been the considered conclusion of previous con 
gressional committees, and it is the considered opinion of this committee also 
There must be a central agency of the Government to whom the President and 
the Congress can look to appraise national needs in housing and the progress 
heing made toward meeting those needs; to insure the consistent execution of 
the policies established by the Congress with respect to housing; to eliminate 
duplication and overlapping of activity by the various Government agencies 
operating in the housing field, and prevent their working at cross-purposes ; and 
to report to the President and the Congress the progress of the national housing 
program and recommend modifications which experience indicates to be 
desirable.” 

The President, in submitting Reorganization Plan No. 3 to the Congress, gave 
the reasons for his proposal: 

“But whatever may be the permanent housing functions of the Government, 
whether they be confined to existing programs or supplemented as the Congress 
may determine, they are inevitably interrelated. They require coordination 
and supervision so that each will render its full contributions without conflict 
with the performance of other housing functions.” 


* * * * * * * 
“The grouping of housing functions in one establishment is essential to assure 
that the housing policies established by the Congress will be carried out with 


consistency of purpose and a minimum of friction, duplication, and overlappins 
A single establishment will unquestionably make for greater efficiency and 
economy. Moreover, it will simplify the task of the Congress and the Chief 
Executive by enabling them to deal with one official and hold one person responsi 
ble for the general supervision of housing functions, whereas otherwise they 


will be forced to deal with a number of uncoordinated officers and agencies 
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What is “general supervision and coordination’? 

The whole purpose of the function described as “general supervision and 
coordination” in Reorganization Plan No. 3, or as “agencywide program coordina- 
tion and supervision” in the Agency’s budget estimates, is to meet the needs 
described above. 

The activities covered by this function are directly related to the Adminis- 
trator’s role as head of the Housing and Home Finance Agency—as distin- 
suished from the direct operating responsibilities which have been assigned 
to him from time to time by statute or reorganization plan. The activities 
covered by this function are directly analogous to those performed by the head 
of any major executive department or agency having two or more major con- 
stituents concerned with one general program. 

In brief, they are the means by which the Administrator discharges his respon- 
sibility for guiding the administration of the Government’s housing agencies 
along lines set down by the Congress and the Chief Executive, and for dealing 
responsibly on housing matters with the Congress, the President, the industry, 
and the public. 

In carrying out this broad function, the Administrator, with the assistance of 
his staff 

1. Is the individual to whom the Congress and the President give policy and 
general operating instructions with respect to the Agency's activities and 
from whom they demand accountability for the manner in which these activities 
are performed. 

2. Participates in the formulation of national housing policies and programs 
by serving as a principal adviser to committees of the Congress and the Presi- 
dent on housing needs and problems and on the impact of present or proposed 
policies on the existing housing program, the national economy, and the Govern- 
ment’s general fiscal and economic policies; and by studying the effects of the 
methods used in administering the housing program, so as to recommend 
necessary and desirable changes to the President and the Congress. 

3. Prepares and makes available for the use of the Congress, the President, 
other Federal and local agencies, industry groups, and the public, factual data 
which presents a unified picture of the Nation’s housing situation and the housing 
activities of the Federal Government. 

ixamples of these activities are given in more specific detail in the following 
paragraphs. 

EXECUTION OF HOUSING PROGRAMS 


Development of detailed operating policies 

Within the framework of the necessarily broad policies established by the 
Congress and the President, the Administrator and his staff must develop the 
detailed policies and regulations upon which program operations are based. 

Housing credit controls were instituted in 1950 to reduce inflationary pressures 
and to assist in limiting residential construction to a level consistent with avail- 
able materials. Because of the impact which such controls over a broad segment 
of the economy would have on consumers, the housing industry and its suppliers, 
the overall fiscal policies of the Government, and the distribution and use of 
critically short materials, it is evident that the development of the detailed 
policies and regulations had to be coordinated at a single point, where all of 
the aspects of the housing picture could be brought into sharp focus, and that 
the controls so devised must be administered under central direction. 

The Housing and Home Finance Administrator was, therefore, made respon- 
sible for the issuance of regulations governing residential real-estate loans 
made, insured, or guaranteed by the Federal Government and for concurring in 
the regulations of the Federal Reserve Board with respect to other real estate 
construction credit. 

In establishing uniformity in overall Federal policies for residential credit 
controls and in resolving the problems involved in the administration of such 
controls, the Administrator’s staff worked closely with the Federal Reserve 
soard, other Federal agencies, and the HHFA constituents. 

The Office of the Administrator is the central point at which minority problems 
in housing are focused and at which action is initiated to establish and maintain 
consistent policies throughout the agency with regard to these problems. 

In addition to the housing problems faced by the rest of the population, racial 
minorities experience special difficulties. Proportionately fewer adequate hous- 
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ing units are availuble to them, and in general they receive less housing value 
and less home-financing service per dollar spent by them for shelter than do 
others. Housing for minority groups is therefore one of the most serious prob 
lems in the administration of the national housing policy. For example: 

1. Joint policies and procedures have been developed covering relocation re 
quirements for the low-rent housing prograin and the slum-clearance and urban 
redevelopment program, with particular consideration of the problems of re 
locating racial minority groups. . Information on the experience of the several 
constituent agencies in dealing with this problem has been compiled and made 
available to all the constituents. In addition, summaries of information related 
to the rehousing needs of racial minorities to be displaced from particular slum- 
clearance and urban redevelopment project areas are prepared and forwarded to 
FHA for consideration in connection with the stimulation of private housing 
production to meet these needs. 

2. The Office of the Administrator initiated discussions with FHA officials and 
others which led to the announcement by FHA of specific plans to encourage 
expanded production of housing to be available to minorities. 

3. The Office of the Administrator initiated discussions with the National 
Urban League leading to the development of cooperative working relationships 
between the league, its 50 local affiliates, and FHA for the purpose of expanding 
the supply of adequate housing and home financing for racial minorities. 

Two principal results can be seen from these efforts: (1) an increasing al- 
though still insufficient supply of adequate housing is becoming available for 
occupancy by minority group families, and (2) interracial tensions arising out of 
housing problems appear to have lessened in a number of urban areas where, 
but a few years ago, they were of major concern. 

The National Production Authority in its orders establishing the controlled 
materials plan designated the Housing and Home Finance Administrator as 
claimant before the National Production Authority for the residential construc- 
tion industry. Under NPA orders, the Administrator was responsible for author- 
izing construction of, and allotting controlled materials for, all residential hous- 
ing. The Administrator’s staff worked out basic policies and regulations to place 
the controlled materials plan into effect and, in so doing, to utilize most effectively 
in its administration the existing staffs of the Office of the Administrator and 
the constituents. 

In the development of these policies and regulations, and in the day-by-day 
administration of his responsibilities under them, the Administrator was able to 
call upon the background of information and factual data available in the Office 
of the Administrator and the constituents in such a way as to assure considera 
tion and coordination of the many factors which entered into his determinations. 
Among others, these included: 

1. Determination of the production level necessary to serve essential housing 
needs and to maintain the basic productivity of the housing industry. 

2. Achievement of a balanced relationship between the production level de- 
termined to be necessary and the available supplies of critical materials. 

5. Provision of technical advice as to the minimum, amounts of critical mate- 
rials, such as copper, which were required in residential construction and the 
substitution of less critical materials. 

Coordination of Agency activities 

The Office of the Administrator is responsible for coordinating the activities of 
the Housing and Home Finance Agency to assure consistent and uniform opera- 
tions. In addition, the Office of the Administrator must coordinate the activities 
of the Agency with the related activities of other Federal agencies, such as the 
Veterans’ Administration. 

At the outset of the slum-clearance and urban redevelopment program, it was 
recognized that close gearing with the low-rent program of PHA and the insur- 
ance functions of FHA was essential in order to attain the objectives set forth 
by the Congress at the lowest possible cost, eliminate the possibility that these 
programs might operate at cross-purposes in the same metropolitan area, and 
avoid wasteful duplication of effort. Some of the problems resolved in the 
Administrator’s office in meeting this need are outlined in the following 
paragraphs. 

Most s.um-clearance and urban redevelopment project sites are planned for 
redevelopment for primarily residential uses. Disposition of these sites to 
private redevelopers is expedited if local redevelopment agency plans are drawn 
to permit utilization of the FHA insurance programs. Under arrangements 

80608—53—pt. 3———33 
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worked out through the Administrator’s staff, the Division of Slum Clearance 
and Urban Redevelopment requires local public agencies participating in the 
program to secure, early in the planning of a project, a statement from the local 
FHA office that the project-site plans are acceptable as a basis for FHA 
insurance. 

In addition, the Administrator's staff engages in extensive negotiations about 
particular situations which arise from time to time. Two of these, which may 
be used as examples, involved redevelopment projects in Baltimore. Negotia- 
tions with FHA, the Division of Slum Clearance and Urban Redevelopment, the 
sponsor, and the Baltimore Redevelopment Commission made it possible, when 
previous section 608 FHA commitments had to be terminated, to work out 
insurance commitments under section 207 adequate to carry the two redevelop- 
ment projects. Also, steps had to be taken to adjust the FHA requirements relat- 
ing to construction on or sale of acquired properties in redevelopment project 
areas with the legal requirements of the slum-clearance and urban redevelopment 
program and the laws and policies under which the Baltimore Redevelopment 
Commission operates. Apparently inconsistent and conflicting requirements of 
law and policy were, by negotiation through the Office of the Administrator, ad- 
justed and the projects permitted to proceed. 

FHA-insured housing and low-rent public housing provide a means of re- 
housing families displaced under the slum-clearance and urban redevelopment 
program. The Office of the Administrator has supervised development of pro- 
cedures and policies to assure families displaced from slum-clearance projects 
of the full benefit of priority in low-rent projects: while at the same time full 
advantage is taken of FHA-insured housing planned or under construction by 
private builders. 

Many local public bodies engaged in slum-clearance and urban redevelopment 
projects also administer low-rent housing programs for their localities. The 
Administrator's staff works with both the Division of Slum Clearance and 
Urban Redevelopment and PHA to insure effective integration of instructions 
which each issues to local public bodies. For example, the slum-clearance pro- 
gram accounting system was designed to match, insofar as possible, that 
prescribed by PHA for low-rent projects. 

The need for continuous staff action by the Office of the Administrator to 
assure correlation of slum-clearance and PHA programs extends also to the 
field level where the Administrator’s regional representatives frequently work 
out problems between PHA, the Division of Slum Clearance and Urban Re- 
development, and local officials. 

A case in point occurred in Richmond, Calif., where the city’s redevelopment 
officials sought to secure the transfer to the city of some 2,500 Lanham Act 
temporary wartime housing units owned by the Federal Government in order 
that the land might be cleared and redeveloped for industrial use. The transfer 
involved negotiations between the Richmond Redevelopment Agency, which 
handles the slum-clearance and urban redevelopment program, and the Richmond 
Public Housing Authority, which was operating the Lanham Act project under 
PHA supervision. Negotiations were particularly difficult with respect to 
relocation of certain tenants of the temporary units who were eligible for 
low-rent public housing. The negotiations were further complicated by the 
interests of the Defense Department. The situation became so complex, and 
the need for a uniform HHFA approach at the field level became so great, that 
the Administrator gave his regional representative full authority to coordinate 
the local activities of PHA and the Division of Slum Clearance and Urban Re- 
development. As a result of this, and of the assistance the regional repre- 
sentative was able to give the two local agencies in resolving their problems, 
both the Lanham Act disposition and the urban redevelopment programs in 
Richmond have been greatly accelerated. 

The provision of housing for victims of the 1951 Kansas-Missouri flood 
disaster required immediate and closely coordinated action by the Federal 
housing agencies in order to alleviate immediate suffering and rehouse the 
families whose homes had been lost. The action taken by the Office of the 
Administrator in planning and supervising those disaster operations, as well 
as in presenting proposals for necessary action by the President and the Congress, 
exemplifies the benefits which may be obtained through a uniform and co- 
ordinate approach to housing problems. 

PHA bought and delivered 1,400 trailers for emergency shelter; utilities for 
the trailer site were negotiated with the local communities by the Division 
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of Community Facilities and Special Operations, and disaster relief funds for 
this purpose were expended under agency direction. 

For permanent housing, the Congress authorized 100 percent mortgage insur- 
ance by FHA on homes costing less than $7,000. In addition, the Administrator, 
with concurrence of the Federal Reserve Board, waived the then current credit 
restrictions on housing. 

Because of a shortage of mortage financing, FNMA, was directed to set aside 
a purchase authorization sufficient to acquire the disaster mortgages insured 
by FHA or VA. 

Thus, despite emergency conditions, the facilities of the Government’s housing 
agencies were brought to bear on the problem as a unit—working together with 
the same basic data toward the same program goals—in such a way that action 
was expedited, while at the same time material and other available resources 
were fully employed without duplication or waste. 

The Office of the Administrator provides a central point for the coordination 
of participation by Agency constituents in international housing programs and 
activities. The work done in this area includes: (1) Accumulation of basic 
data on foreign housing: (2) dissemination of data on United States housing 
policies and programs requested for use abroad; (3) assistance to visitors and 
missions from other countries; (4) liaison and exchange of information with 
international organization such as the United Nations, International Labor 
Organization, Pan American Union, and Economic Commission for Europe; and 
(5) participation in a varied group of activities such as the development of a 
roster of personnel and organizations expert in housing and available for partici- 
pation in the work of technical and economic missions to foreign countries; ar- 
rangement for United States participation in international housing conferences 
and exhibitions, and assistance to United States citizens going abroad as students 
or advisers in the field of housing. 

In 1952, 34 persons were recruited for overseas assignments with the Technica! 
Cooperation Administration and the Mutual Security Agency, the training pro 
grams of 12 United Nations fellows were prepared and supervised, and general 
assistance in securing information on housing in this country was provided to 
some 65 foreign missions. In addition approximately 2,400 documents and re- 
ports on housing in foreign countries were reviewed, analyzed, and briefed, 
inaking such material available to United States users, and about 600 inquiries 
from foreign countries concerning United States housing practices were answered 
by the Agency. 





General supervision of Agency activities 

The Office of the Administrator is responsible for the general supervision of 
program operations in such a way as to secure maximum results promptly and 
efficiently within the established framework of policy and legislation. 

In Beaumont, Tex., two private sponsors were constructing low-rent housing 
projects for minority group occupancy under FHA insurance arrangements. At 
the same time in Beaumont, PHA was sponsoring one low-rent public housing 
project and was planning sponsorship of a second. The private housing project 
developers complained that tenants were refusing to rent private units in order 
to be eligible for the forthcoming public housing units. After consultation with 
representatives of PHA and FHA, the regional representative of the Administra- 
tor ordered a full survey of the area market. The survey showed an adequate 
market only for the two private projects and the first public low-rent project. 
The second public low-rent project was, therefore, indefinitely deferred. 

This type of market analysis, routinely carried on by a single agency, would 
be invaluable in preventing the occurrence of situations similar to that described 
above and in assuring that all of the Government’s housing activities in any city 
were founded on a common and comprehensive set of basic economie and statis- 
tical data. 

The Portsmouth-Chillicothe, Ohio, area, the site of a new Atomic Energy Com- 
mission plant, has been declared a critical defense housing area. The Housing 
and Home Finance Agency is responsible for the provision of permanent housing 
for operating employees, temporary housing for construction workers, and the 
necessary supporting community facilities. An initial program of 1,000 
private permanent housing units and 400 public temporary units has been an 
nounced after an Agency study of the area. 

Construction of required housing and community facilities at the right times 
and places requires that everyone concerned work with the same basic data and 
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that their activities be closely correlated. The regional representative of the 
Administrator therefore arranged a joint survey and series of meetings in the 
area to determine locations for private and public housing and to plan related 
water and sewer facilities. Participating were representatives of FHA, which 
will insure the mortgages which will finance the private housing units; of PHA 
which will construct and operate the temporary housing for construction workers : 
of the Division of Community Facilities and Special Operations, which will 
handle loans and grants to the local Communities to finance construction of wa- 
ter and sewer systems; of the Atomic Energy Commission; and of various local 
vovernmental bodies. 

Throughout the development in advance of a balanced and workable plan of 
action, upon which all participants are agreed, the housing and related com- 
munity facilities which are essential to the construction and operation of the 
Portsmouth plant can be provided in an orderly and economical fashion, and 
the delays and waste which are inevitable without such a plan can be avoided, 

Executive Order 10346 of April 18, 1952, directed Federal agencies, in con- 
sultation with the Federal Civil Defense Administration and the National Se- 
curity Resources Board, to plan for utilization of their services and mainte- 
nance of continuity of their essential functions during an emergency or post- 
attack period. The NSRB thereupon established an inter-agency group to 
coordinate such planning. 

A member of the Administrator's staff is serving with the group and is a 
member of the task force assigned to study how the Government’s resources 
can best be utilized in developing and executing plans for provision and re- 
habilitation of housing and related community facilities in an emergency or 
ifter an attack. The many complex problems encountered have required staff 
work in the OA extending over many months and involving consultation with 
other Federal agencies such as the Federal Civil Defense Administration, FSA, 
NSRB, and with all of the operating components of the HHFA. 

The Administrator's staff is also supervising preparation of an Agencywide 
plan to insure continuity of essential governmental functions relating to hous- 
ing during and after an enemy attack on Washington. This requires frequent 
consultation with the constituent agencies and the Executive Office of the Presi- 
dent to assure that essential Agency needs are net and that the Agency’s plan 
conforms to the overall plans of the Government. 

The Defensing Housing and Community Facilities and Services Act of 1951, 
which provided special incentives to encourage production by private enter- 
prise of housing needed for defense workers and members of the armed serv- 
ices, also authorized the Administrator to provide housing directly where the 
incentives did not result in private construction of such housing. Plans and 
methods utilizing the facilities of the entire Agency for carrying out this legis- 
lation were prepared in the Office of the Administrator 

The need for additional housing in critical defense areas is determined by 
the Defense Programs Branch in the Office of the Administrator on the basis of 
surveys by the Administrator’s regional office staff. Local FHA offices adminis- 
ter the established housing program in the locality, in cooperation with local 
I NMA offices which are authorized to make advance commitments on defense 
housing mortgages. The construction of public defense housing under the act 
was assigned by the Administrator to PHA. 

The Administrator’s staff continuously reviews program plans to assure Co- 
ordination between proposed defense housing to be built by the Government and 
the housing programed for private construction, and to determine whether 
local needs warrant Federal construction in addition to private projects. This 
must be done centrally to assure that each aspect of the program in a parti- 
cular locality is kept in balance with the others and is quickly adjusted to the 
rapid changes which emergency conditions produce in the needs of the armed 
services and the defense industry. In this manner, confusion with its attend- 
ant waste is materially decreased. For example, the programing of public 
defense housing was recently postponed until a clearer picture could be secured— 
an action which well might result in a saving of considerable money. 
Performance of certain central services 

In addition to the functions within the categories discussed above, the Office 
of the Administrator provides certain centralized services for the constituent 
agences. These services are collateral to the major purposes of ‘general super- 
vision and coordination,” and are performed by the Administrator in his role as 
Agency head. For example: 
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the Division of Housing Research has assisted the FHA and PHA in estab 
lishing and refining requirements for residential construction, based on uniform 
standards of acceptability. These constituents frequently seek the advice of the 
Division on problems concerned with materials, housing technology, and home 
financing. Staff members of the Division have been asked to make field inspec- 
tions of FHA houses and to meet with representatives of the builders on tech 
nical problems for FHA and PHA, such as the specifications of construction 
materials, lumber grading, heating and insulation, etc. The Division has also 
reconciled differences between FHA and PHA on basic construction requirements, 
such as the necessary thickness of exterior supporting walls above the first 
floor. 

By these means, and through basic research in housing technology, the Office 
of the Administrator makes it unnecessary for the various components of the 
Agency to maintain separate basic research organizations. At the same time, a 
central Housing Research Division makes it possible for uniform technical 
standards to be developed for agencywide use. 

An annotated two-volume compilation of Wasic housing statutes and executive 
orders has been prepared for agencywide use. These volumes are revised cur- 
rently as the laws and regulations under which the housing programs of the 
Government are changed. 

The Office of the Administrator provides Agency representation on interde- 
partmental committees relating to such matters as supply and personnel admin- 
istration, civil defense, and printing operations, 

An investigations unit in the Administrator’s office reviews constituent agency 
action in connection with the investigation of alleged irregularities to insure 
that proper and adequate acton is taken. As directed by the Administrator, or 
at the request of the head of a constituent agency, the unit conducts special 
investigations of alleged irregularities. 

Although actual figures are not available as to recoveries obtained as a result 
of investigative work performed during fiscal year 1952 and the first half of 
fiscal year 1953 because of most of these cases are now in process of being settled 
by adiministrative action or by civil suit, it is estimated that approximately 
$20,000 will be recovered by the Agency based on evidence obtained in these 
investigations. 

Information with respect to unsatisfactory experiences with contractors and 
applicants for financial assistance is reported to the Office of the Administrator 
and made available to all constituents of the Agency in order that they may 
protect the interests of the Government in future dealings with the same firm 
or individual. 

The Administrator’s staff and representatives of the General Accounting Office 
are assisting FHA and PHA in developing and installing improved accounting 
systems to provide nore effective and economical fiscal controls. 





DEVELOPMENT OF HOUSING POLICIES AND PROGRAMS 


rhe Administrator is the individual to whom committees of Congress look for 
information and expert opinion with respect to housing matters 

In 1952, the Administrator and members of his staff made 8 appearances 
before congressional committees to testify on such varied program matters as 
disaster relief, mortgage financing, migratory farm labor, construction stand- 
ards, veterans’ housing, and appeared 5 other times to testify on appropriation 
bills. 

The Office of the Administrator serves as a central point for the development 
and review of legislative proposals upon which congressional committees desire 
the views of the Agency 


This assures the Congress of consistent expression of 
the administration's policy on legislative proposals in the housing field. 

While the full scope of this activity is most apparent in connection with major 
legislation—such as the Housing Acts of 1948, 1949, 1950, 1951, and 1952 
reports on some 150 proposed or pending bills of lesser magnitude were prepared 
during the second session of the 82d Congress. In its reports to and testimony 
before congressional committees, the Agency and its officials describe existing 
legislation and current efforts related to the problem in hand, outline the rela 
tionships between that problem and national housing problem and program, and 
offer recommendations for its solution based on detailed data and experience. 

Such reports to the Congress require close working contact with the con 
stituent and other Federal agencies, so that data presented to congressional 
committees reflects full consideration of all views and interests, accurately 
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relates the effect of a proposed bill to national housing policy and the general 
economic and fiscal policies of the Government, and embodies all of the infor- 
mation available. Similar contact with the Bureau of the Budget is necessary 
to insure adherence to Presidential policy. 

The Office of the Administrator is the central point at which the basie housing 
program expressed in the President’s annual budget is developed, as well as 
the central point at which the annual budget estimates of the constituent 
agencies of the HHFA are reviewed and coordinated within the basic housing 
program. 

The basic housing program for each fiscal year is developed in consultation 
with the constituent agencies, the program divisions of the Office of the Admin- 
istrator, the Bureau of the Budget, the Veterans’ Administration, and other 
agencies concerned with housing. It is based on a set of assumptions and 
forecasts regarding the total housing economy for the budget year. These are 
derived from the best available data and cover the following factors: 


i. General levels of employment, production, income, and costs which will 
prevail during the budget year; 

2. Total new housing production broken down by private, public, and 
defense housing starts; 

3. Character and condition of the residential mortgage market, including 
necessary FHA and VA contributions, and FNMA supports of FHA, VA, 
and private mortgage operations ; 

4. Size and character of the defense program and its impact on housing 
in terms of critical materials, credit controls, cost levels, population shifts 
and resulting critical defense housing areas; 

5. Effects of any new legislative proposals, and 

6. Possible changes in various programs of the Agency. 


Budget estimates for the proposed prograin are then prepared by the con- 
stituents and submitted for review and adjustment by the Administrator and 
his staff with respect to the basic housing plan. 

At each subsequent stage in the budget process, first by the Bureau of the 
Budget and later by the Congress, the Agency estimates are reviewed and con- 
sidered in the light of the basic housing plan. If later events require modi- 

cation of one or more basic assumptions, program adjustments can be made in 
an orderly manner. 

This is a difficult and time-consuming process. Nevertheless, because of it 
the Congress can consider fully the direct and indirect effects of appropriation 

tion of various parts of the Government’s housing program as a whole and is 
able to relate both program and administrative funds to a common set of basic 
ussumptions. 

It might be noted at this point that one of the reasons for the establishment 
of the Agency was that during the defense period prior to the war the House and 
Senate Appropriations Committees found it impossible adequately to deal with 
the estimates for housing activities ! r the lack of consistent basic 
assumptions, conflicting data, and the number of independent agencies who 
appeared before them to present partial. and often opposing, views. 

The Office of the Administrator serves as adviser to the President with respect 
to the formulation of Presidential policy and recommends action on national 
housing problems, policies, and programs. 

For example, when the President’s Commission on Migratory Labor snb 
mitted its report and recommendations to the President last year, the White 
Hiouse asked the Administrator to comment on the report and recommendations 
insofar as they pertained to housing needs of migratory workers. The Admin- 
istrator established a working group, with representatives from the Office of 
the Administrator and the constituents, to analyze the Commission's report and 
to prepare specific proposals for housing legislation. Since other agencies, such 
as the Department of Labor and the Federal Security Agency, were involved, 
they were also called upon for advice and assistance. The report of the working 
group was furnished to the President and used by the Administrator when testi- 
fyine before the Senate Migratory Labor Subcommittee. The subcommittee also 
asked the Administrator to assist in drafting lecislation. 

Under Reorganization Plan No. 23 of 1950, the lending authority of the RFC 
to aid producers of prefabricated housing and housing components and all out- 
standing loans made under this authority were transferred to the Housing and 
Home Finance Agency. 


ecause ol 
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The appropriation acts of 1952 and 1953 limited new loan commitments to 
amounts necessary to protect the Government's interest in existing loans. 

However, title V of the Defense Housing and Community Facilities and Services 
Act of 1951 provided a new lending authority intended to preserve the productive 
capacity of existing prefabricated housing producers against possible defense 
leeds, 

Che Office of the Administrator is studying these programs to determine their 
effectiveness in terms of the current situation and to provide a basis for executive 
and legislative decisions with respect to extending of the title V lending authority, 
which expires on June 30, 1953. 


DEVELOPMENT OF DATA SHOWING THE NATIONAL HOUSING PICTURE 


The Office of the Administrator is the primary, and in most instances the only, 
source of housing data on a national, programwide scale. It gathers, analyzes, 
and reconciles data on the economic, financial, technical, and social aspects of 
housing, and prepares and publishes reports for use by the Congress, the Presi 
dent, other Federal and local agencies, industry groups, and the public. Such 
data is invaluable in providing a common factual base for the development of 
housing policies and goals and the measurement of progress made in meeting 


Loais 


those 

in addition to providing information and advice to congressional committees 
as described on a preceding page, more than 900 requests for information from 
individual Members of Congress were received through the mails alone during 
1952. An even larger number were received by telephone or through personal 
contact, Such requests may involve a simple question of statistics which can 
be answered almost immediately; a request for a proxress report on a specific 
project; or a request requiring a detailed analysis of Federal-housing activities 
nu particular State or locality or in connection with some phase of the housing 
program. An example of the more complex type of request is that recently 
received from the chairman of the Senate Banking and Currency Committee for 
a résumé of the various housing programs, over the period from 1942 to date, 
covering their history, methods of operation, results, and financial implications. 

In any case, it is essential that individual Members of Congress, charged with 
legislative responsibilities or who are securing information for their constituents, 
be able to get facts with respect to housing from a source which has available 
the facilities necessary to consider and present the whole picture. Information 
so obtained is more complete and accurate, and is available sooner and with less 
cost—both to the executive agencies concerned and the Member of Congress 
than that obtained through separate reports from each of the operating organiza- 
tions concerned. 

Requests which require research or the development of data not readily avail- 
able in the Office of the Administrator are usually broken down and the various 
parts are referred to the constituents or divisions concerned. Material is 
vathered and checked in the Office of the Administrator to make sure that it 
presents a true and complete answer and is then sent on to the committee or 
Member of Congress who made the request. 

Studies are being made, under the Porter-Hardy amendment to the Housing 
Act of 1948, to extend the usefulness and adequacy of statistical and economic 
data employed in administration of the several phases of the housing program 

Use of a uniform set of basic statistical and economic data is particularly 
essential in development of housing-market analyses for urban areas, in which 
the principal impact of HHFA activities is felt. ior example, many operating 
determinations by FHA depend on analyses of housing demand and supply to 
determine the degree to which a local market can absorb additional housing at 
various price and rent levels. PHA determinations of size and scope of proposed 
low-rent housing projects are based, among other things, on the need and economic 
stability of the community, the lowest rents at which housing is being provided 
by private industry, and the maximum rents which can be paid by the lowest 
income group. The Defense Programs Branch in the Office of the Administrator 
makes decisions as to the needs for additional housing for inmigrant defense 
workers or military personnel in a community based on surveys of the avail- 
ability of housing for such inmigrants. Slum clearance and urban redevelop- 
ment projects provide, in many instances, for residential reuse of project sites, 
and approval of such projects must be based on studies of housing needs and 
marketability in the area. 
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The Office of the Administrator provides a central clearing point for requests 
for data from a large number of non-Federal persons, groups, and organizations 
who have an active interest in national housing policies and programs. Re- 
quests are most frequently made by: 

(a) Trade associations such as the National Association of Home Builders, 
the National Association of Real Estate Boards, and the Mortgage Bankers 
Association of America, for material for their publications and answers to 
inquiries of members ; 

(b) Publishers of periodicals addressed to the building industry such as 
Fortune, Architectural Forum, House and Home, Architectural Record, En- 
gsineering News Record, and Business Week, for news of day-to-day operations 
of the Agency, impending or current policy and program developments, and for 
information for use in the development of feature articles ; 

(c) The press wire services and daily newspapers, for regular releases on 
Agency activities, policies, and programs and special information for use in 
feature articles or columns or to answer inquiries from readers ; 

(d) Private companies in the construction or materials-fabrication industries, 
for general information on housing economics, construction trends, and tech- 
nological developments. 

(e) Public-interest groups, such as veterans’ organizations, church councils, 
the League of Women Voters, better-housing leagues, and citizen’s councils on 
housing and community planning, for information on and interpretations of the 
national housing program and Agency policies, programs, and regulations; 

(f) Interested private citizens, including business and market analysts, re- 
search students, and others, for general or specific information in the housing 
area; and 

(g) Local publie agencies, private organizations, and persons concerned with 
local housing problems, for advice and information about specific problems and 
ways to solve them. 

In addition, the Office of the Administrator regularly schedules 5 or 6 con- 
ferences a year with representatives of approximately 45 national public-interest 
organizations. Key officials of the Office of the Administrator and the con- 
stituent agencies meet with the conferees to discuss mutual problems. These 
meetings help to keep the Agency officials apprised of the public’s views and 
opinions about housing so that these can be taken into consideration along 
with those of industry and other groups in the formulation of agency policy. 

Extensive analyses, in consultation with consumer groups, the industry, the 
Federal Reserve Board, Treasury Department, Veterans’ Administration, and 
the HHFA constituents, have been made of PHA, FNMA, and VA statutory and 
regulatory requirements on interest rates, service charges, and fees, for the 
use of the National Housing Council and the Congress. These studies were 
prompted by a rising volume of complaints which alleged that builders and 
lenders, as a means or circumventing the fixed interest rates for FHA and VA 
insured housing, were devising new charges and fees and pyramiding them on 
the closing costs paid by home buyers. 

The Nation’s housing problem is tremendous in size, scope, and complexity. 
Tremendous also is the Federal Government’s financial investment in the solu- 
tion to this problem. 

Only if the housing agencies work together under a single administrative 
head, so that the impact of the housing programs authorized by the Congress 
on our economy and on the urban areas of the Nation are properly interrelated, 
can the problem be solved and the Government’s investment protected. 

The confusion, waste, and incalculable costs of an uncoordinated approach 
to this problem were fully demonstrated in the circumstances which led to the 
establishment of the Housing and Home Finance Agency. In contrast to this, 
the cost of providing services of the type illustrated by the foregoing examples 
is only about 1 percent of the total money and staff available to the Agency. 


Mr. Puiurrs. But it seems to me that the Congress did not set up 
the Office of Administrator with the idea that it was to be a sort of 
advisory agency: that where we have used “supervision and coordina- 
tion,” Congress meant exactly that; that the Office of the Administra- 
tor is supposed to supervise as well as to coordinate, and that it would 
have authority to do whatever was necessary to that end. 


Mr. Cour. We acree. 
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Myr. Puitiies. We will be glad to have the memorandum. I am not 
suggesting that we are in disagreement, but merely suggesting that 
Congress perhaps was not as clear as it should have been in the origi- 
nal act. 

Mr. Frrzparrick. To summarize, Mr. Chairman, as to what is meant 
by that language, that Administrator’s function is not to direct the 
ndividual functions of the constituent agencies with respect to indi- 
vidual cases; but the Office of Administrator has the power, in terms 
of policy considerations, to direct the way in which they carry out the 
individual operations. 

Mr. Thomas. It might be well at this point to point out, when the 
original consolidation was set up, no substantive law was changed. 
The authority and the power of the constituent agencies remained 
the same, and none of those powers or authority or duties were trans- 
ferred to the Office of the Administrator, that is, in reference to the 
Public Housing, Home Loan Bank Board, FHLA, and so on. 

Then subsequently the Congress, by direct legislation, gave the 
Office of Administrator certain exclusive duties of administration, 
which Mr. Cole has already detailed to us. 

Mr. Puiturrs. I think I should have said at the start that we have 
in the room today, at my request, one of the investigators from the 
General Accounting Office, Mr. Schattner who is responsible for some 
of the questions which I have here; and in addition to that, also we 
have Mr. McKenna, from the Committee on Government Operations, 
because | discovered that committee was also carrying on an investiga- 
tion of this same age ney, or planning to do so. I do not know whether 
they have concluded, but it is for that reason I have asked Mr. 
McKenna to sit in with us today. 

Mr. Cotton, did you have a question at this point? 


REIMBURSABLE SERVICES 


Mr. Corron. Mr. Administrator. ] am always a little suspicious 
when our attention is called to certain “miscellaneous” activities. The 
main provisions of your authority have been indicated, and I do not 
want to go over them, but one part was indicated by “miscellaneous” 
activities. 

Mr. Cote. Mr. Frantz, will you comment on that? 

Mr. Frantz. That refers to the last line on the table that Mr. Cole 
was reading from, Mr. Cotton, and consists of certain miscellaneous 
reimbursable items—— 

Mr. Corron. Work done for other departments ? 

Mr. Frantz. Work done for other departments at their expense, and 
work done by other agencies for us. 

Mr. Corron. Will you summarize at this point how many other 
departments, and how much money was reimbursed, or will be during 
the present fiseal year ¢ 

Mr. Frantz. To the end of this fiscal year? 

Mr. Corron. Yes, fiscal vear 1953. 

Mr. Franvz. I can put a detailed statement of that in the record, 
if vou would like to have it. Mr. Cotton. Briefly, our major activity 
carried on with funds appropriated to another agency is program of 
school construction under Public Law 815; for that purpose, for ad- 
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ministre ative expenses, we will receive this year $750,000 from the 
$341 million that the Congress has appropriated under Public 
tiv 815. = 
There are 1 or 2 others, very much smaller items, which I might 


briefly identify. We have certain projec ts under the point 4 program, 
for which we receive funds from the State Department; that amounts 
to $79,500 for the current fiscal year. In addition we have—— 

Mr. Puintires. How much was that last item ? 

Mr. Frantz. $79,500. In addition we have had, prior to the issu- 
ance of the recent Executive order, responsibility for the disaster 
relief program under Public Law 875. That responsibility has now 
been transferred to the Federal Civilian Defense Administration, but 
during the current year we have had substantial disaster activity, par- 
ticular rly 3 in connection with the drought area. 

Those are the major re imbursements, Mr. Cotton. I might mention 
that they are set forth in detail and are carried under the heading, 
“Other Budgeted Activities” in the budget submitted to you. 

fr. Puitiirs. What is this figure of $7,200? 

Mr. Frantz. That $7,200 represents the estimated value of trade- 
ins on automobiles to be retired from service during the coming fiscal 
year. 

Mr. Corron. Can you give me a statement, subject to correction 
later, an approximate estimate of the total reimbursements you antici- 
pate receiving in the fiscal year 1953 from the departments for whom 
vou have performed various Sine tions ? 

Mr. Frantz. It would be on the order of a million dollars. 

Mr. Corron. A million dollars. Thank you. 


DUPLICATION IN ORGANIZATION STRUCTURE 


Mr. Pures. One of the things, I think, which strikes the eye 
immediately is the fact that every one of these agencies, including the 
Office of Administrator, has practically the same type of organization. 

Why is it necessary for the Office of Administrator, for example, to 
have personnel in the planning program, for legal services in the 
regional office operation, and the various c onstituent agency programs? 
It seems to me to a large extent that is a duplication of what the 
constituent agencies have themselves. 

Thi . brings me down to some other items that I am going to talk 

about later, that of professional information services. I am going to 

vive this ¢ statement to the reporter for inclusion in the record, but here 
under professional services, Office of the Administrator, there are 7 
professional and 4 clerical personnel. 

(The statement referred to follows:) 
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| | = 
Total, racia) relations__| 25 | 20 | 45 264, 165 26 23 49 282, 810 
Legal | | 
OA: | 
Excluding SCUR 
branch 23 20 43 | 271,125 24 17 il 269, 290 
SCUR branch 17 12 29 179, 730 23 23 46 272, 430 
OA total... ai A() 32 72 450, 855 47 4) 87 541, 720 
RE, ch idtcakevbstwesie 26 26 50 | 261, 590 36 38 74 400, 500 
REM acicsecashgne ene 6 8 14 86, 875 6 13 19 106, 02 
FHA: 
Central office i lf 19 3h 210. 465 16 19 ; 210. 4 
Field (closing attor- | 
neys—nonadminis | 
trative “ 18 18 36 192, 510 20 20 40) 213, 000 
FHA total..... 34 37 71 402, 975 3€ 39 75 423, 46. 
PHA: 
Central office... .. 23 34 57 328, 155 32 31 63 367,115 
Field... 66 54 120 661, 645 &3 45 128 750, 405 
PHA total........ 89 88 177 989, 800 115 76 191 | 1,117, 520 
lotal, legal... bine 104 190 384 (2, 192, 095 240 206 446 | 2, S89, 230 


Mr. Putrurrs. Under HLBB, professional 1, clerical 1,; FHA, 2 
professional; PHA, 3 in the central office, professional, and 2 clerical ; 
and in the field, 6 professional and 5 clerical, or a total for informa- 
tion of 19 professional and 12 clerical. 

That is a very obvious duplication, and I am just suggesting it to 
you as a field to operate in, Mr. Cole. 
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RACIAL RELATIONS 


The next item, under “Racial relations,” again, the Administrator 
has 4 professional people and 2 clerical; the central office of FHA 
has 1 professional and 1 clerical, and the field office, 7 professional and 
7 clerical. 

In the PHA, central office, 4 professional and 3 clerical; field office, 
? prvtenpional and 7 clerical; or a total for racial relations in the entire 
agency of 25 professional people and 20 clerical. 

“What do you do with 45 people working on racial relations and 
not have some duplic ation? What do you have in the way of racial- 
relations prob lems ? 

Mr. Corr. As a preliminary statement—and I must make this as a 
sort of general statement, and with respect to everything I say—I must 
say that at the present time I do not know. 

Mr. Puuutes. Yes. 

Mr. Core. F rankly, I do not know, and do not pretent to say that 
I know, much about the racial-relations operations, but I would like 
to add this from what I have learned in talking about it. It is my 
judgment that, due to the complex minority problems in housing—in 
FHA and PHA, and in all the defense projects, and so on—the racial- 
relations staff is a most important one. 

Mr. Puiiurs. As I said in the beginning, this rather slow process 
I am following will be just to call your attention to the things which 
happe n to be going on that can be placed 3 in the area of review, and 
it is not in any way intended to reflect criticism, but with the thought 
that it might be of help to you and perhaps simplify some of the 
complex problems you have referred to. 

Mr. Corr. Yes. 

Mr. Puitires. And perhaps this subcommittee in handling the 
appropriation can be helpful to you. 

Mr. Corr. I am sure you can, and I need 


LEGAL STAFF 


Mr. Puiiies. On the legal staff again you have 25 attorneys pro- 
vided in the Office of the Administr: me and 20 clerks. The total adds 
up for all agencies to 194 professional and 190 clerical employees, for 
a total of 384 men and women on the legal and clerical staffs of the 
Housing and Home Finance Agency. 

Here is a very nice field for you, from the standpoint of simplifica- 
tion, Mr. Cole, and from our standpoint for economy. 

Mr. Frantz. May I just make one general comment, Mr. Chairman ? 

Mr. Pruicurps. Yes. 

Mr. Frantz. I was not going to direct my comment entirely to the 
legal job. I just wanted to point out that while these various groups 
have the same functional titles or professional skills or services—race 
relations and others—that does not necessarily mean they are duplicat- 
ing each other unless they are e doing the same work or needlessly re- 
doing the same thing. I think it should be pointed out that one of the 
principal duties of the heads of these organizations, in the Office of 
the Administrator, is to be familiar with what the comparable groups 
in the constituents actually are doing in order to avoid duplication of 
activity. 
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Mr. Puitiirs. What you mean to say is that you are carrying 40 
people in the Office of Administrator today ? ¢ 

Mr. Franrz. You are referring now to attorneys. 

Mr. Prius. That is only professional ; the 40 refers to profes- 
sional, whereas there are 72 people in the Office of the Administrator 
alone, and your statement is they are to keep in touch with what is 
being done 1n the other agencies ¢ 

Mr. Frrzearrick. That is not their sole function. Some of them are 
engaged in that funetion, but they are also engaged in operations for 
which the Administrator is responsible, providing the necessary legal 
services, 

Mr. Pronups. It would seem to me that 194 professional] people 
could not be materially overworked: could they, Mr. Fitzpatrick ¢ 

Mr. Frrzrarrick. I can speak for my own office; they are working 
a lot of overtime. 


PERSONNEL ENGAGED IN BUDGET ACTIVITIES 


fr. Puitirps. Well, let me ask Mr. Frantz, since he got himself into 
this, just to explain how you justify 72 people in hi andling the budget. 

Mr. Frantz. There are not quite that many, sir. 

Ir. Prinviirs. Let me ask you this: How many Pineal are there ha 
dling the budget in the agency ¢ 

Mr. PRANTZ. There are in the several budget staffs, OY people, if 
I remember correctly. However, a substantial number are not engaged 
on budget activities. In other words, the budge ‘t sections of the age ney, 
including my own office, have certs un peop lee ngage din other kinds of 
functions. 

Mr. Promnirs. You say—in reply to a request you gave the number 
as 62, and the total amount of funds, $381,610 for salaries, but you also 
said that 15 of those were assigned to duties other than budaet. 

Mr. Franrz. That is correct. 

Mr. Puiuirs. And 47 were assigned to all or part-time budget 
duties. Now tell us what the 15 are doing. They are not working 
on the budget ? 

Mr. FRANTzZ. They are hot working on the budget at all: they are 
in the organization units carrying the title of “Budget,” but they are 
working on other matters. 

Mr. Pritiurps. What are their duties? 

Mr. Frantz. Most of them are engaged in management and pro 
cedural analysis and in the supervision and publication of official 
manuals of policy and procedure. Their duties do not involve the 
budget at all. 

Now, with respect to the 47 who are involved full or part-time in 
budget operations, I think it should be pointed out that about 10 of 
those in Public Housing Administration are engaged in budget con- 
trol over project operations—that is, federally owned projects, which 
are directly managed by the PHA or the local housing authorities. 

If you eliminate those, in terms of people who are on the adminis- 
trative budget, then for the agency you reduce the figure to about 36. 

Mr. Putures. Referring again to the 15—I have it broken down 
here, and I was going to ask whether it should be put in the record— 
but considering the reference to the 15 who are supposed to be doing 
management direction and operation, it seems to me that in looking 
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over the budget for the past several days, they have not done a very 
geod job with numerous duplications which’ suggest themselves in 
the budget. 

NUMBER OF ECONOMISTS 


How about the 72 economists; what are they doing? You have in 
the Housing and Home Finance Agency, in the Office of the psa. 
trator, including slum clearance, 19; Home Loan Bank Board, 
Federal Housing Administration, 22; Public Housing hiccieen 
tion, 27; for a total of 72, which I would say immediately duplicates 
somewhat, or at least, there are places where their lines cross. 

Mr. Franvz. The 72 people with the classification title of econo- 
mists, Mr. Phillips, perform entirely different duties. 

Mr. Puruiurs. Are you suggesting that they were given titles in 
the case of economists in order that. they might be given that civil- 
service rating? 

Mr. Frantz. No; I think the title is primarily significant as in- 
dicating the professional education and training required for the type 
of work involved. 

Mr. Puriuies. The total amount is $558,890? 

Mr. Frantz. Yes. 

Mr. Puiturrs. That is money to us. 

Mr. ¥rantz. It is to us, too. In the Office of the Administrator the 
economists are located in the main in the Housing Research Division 
for carrying out an explicit statutory program for research in housing, 
which includes not only technical but economic and financial problems. 

They also prepare statistical and economic reports for the Adminis- 
trator’s use in assessing the current programs and problems in housing. 

In the FHA, the economists are located principally in the Research 
and Statistical Division, which, among other duties, has the task of 
appraising the current status of the housing market for the types of 
housing insured by the FHA, and to advise the field directors as to the 
extent of-——— 

Mr. Praitrs. I think, Mr. Frantz, you will agree, in spite of the 
argument, that this is an excellent field for economy. 

Mr. Jonas. I was just wondering if you can give us the statutory 
citation to which you made reference a moment ago. 

Mr. Frantz. For the research program ? 

Mr. Jonas. Yes. 

Mr. Frantz. It is in the Housing Act of 1949, Public Law 171. 

Mr. Jonas. You do not have it before you? 

Mr. Frantz. Title IV of the Housing Act of 1949. That was the 
basic statute. It is ordinarily cited as the Housing Act of 1948, as 
amended, since the 1949 act amended the 1948 as to research. 

Mr. Pumurips. It was under that authority you set up this group 
cf economists and researchers? 

Mr. Frantz. That is correct, Mr. Phillips. 

Mr. Puiwups. I interpolate a question which comes from the hear- 
ings had before another subcommittee, found in the table, administra- 
tive school construction by organization units. 

Mr. Frantz. We handle the construction side of that program ; yes, 
sir. 

Mr. Purures. Personnel supervision, according to this record, re- 
quires 3 positions, or 2.4 man-years, for 1953. 
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A total of the employees is 145, and 130 man-years. 

As you are aware, the statutory requirement is that there be not 
more than 1 for 135. How do you avoid that? 

Mr. Frantz. As a technical matter, Mr. Phillips, that particular 
limitation to which you refer does not apply to the Office of the Ad- 
ministrator. 

However, responding to what I think is intended in your question, 
we have had an exceptionally high volume of personnel activity in 
the Office of the Administrator, due to the number of new functions 
that have been given us, and the number of employees that have been 
transferred to the Office by reorganization plan. 

I would say that the personnel employment within the last 2 years 
has not been normal, and our budget request contemplates a substan- 
tial reduction in that staff—which, in fact, we are already beginning 
or have already partly made. 


SUMMARY OF OFFICE OF THE ADMINISTRATOR BUDGET 


Mr. Puitiies. The reporter will please put in the brief summary 
of the budget on pages A-3 through page A-6. 
(The statement referred to follows:) 


SUMMARY OF THE OFFICE OF THE ADMINISTRATOR BUDGE! 


As shown in tables I and II at the end of this section, the Office of the Ad- 
ministrator budget estimate for 1954 presented in this justification is $5,512,200, 
as compared with $5,214,500 for the current fiscal year. These totals are made 
up of the following sums: 


| 1953 1954 1954 revised 


Salaries and expenses, appropriation $4, 606, 000 $4, 550, 000 | $4, 130, 000 
Defense community facilities, authorization 112, 500 115, 000 115, 000 
Housing loans program, authorization 225, 000 780, 000 640, 000 
Defense public works liquidation, revolving fund_ -. 87, 000 60, 000 60, 000 
Other 184, 000 7, 200 7, 200 

Total, Office of the Administrator 5, 214, 500 5, 512, 200 4, 952, 200 


Reference to table II shows that these amounts for staff expenses will support 
an almost identical total of man-years of employment—710 for the current year 
and 712 for the budget year. This staff, however, will not be constant in makeup. 
There will of necessity be internal adjustments of personnel to reflect the gradual 
shrinkage of Office of the Administrator activities based upon expiring defense 
legislation and the expansion of certain permanent programs. The net differ- 
ence in the amount estimated for administrative expenses is a reflection of these 
increases and decreases in program activity, including in the 1954 estimate pro- 
vision of $300,000 for limited resumption of contract activities under the hous- 
ing research program. No funds for the latter purpose are available during the 
current year. 

The activities supported by these funds and the average employment projected 
for the current and budget years will be found in table II. In the following 
paragraphs each of these activities is briefly identified and discussed. 

1. Agency supervision and coordination.—Reorganization Plan No. 3 of 1947, 
which established the Housing and Home Finance Agency, established the Ad- 
ministrator as head of the Agency and Chairman of the National Housing 
Council, and assigned to him the responsibility for general supervision and co- 
ordination of the housing program and functions of the constituent units of the 
Agency. Most of the staff units of the Office of the Administrator participate in 
the program of agencywide program coordination and supervision. A total of 
$960,000 is provided for this activity for 1954. This amount will support an 
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average employment of 134 as compared with 112 for the current year. The pro- 
posed increase arises from the need for closer coordination of all Agency pro- 
grams, particularly at the local community level through the work of the regional 
offices. The greater average employment involves reassignment of present per- 
sennel and costs, rather than additions to the payroll. 

2. Slum clearance and urban redevelopment.—Title I of the Housing Act of 
1949 provides statutory authority for the program of slum clearance and urban 
redevelopment. The program is administered by the Division of Slum Clear 
ance and Urban Redevelopment including the Slum Clearance Branch of the 
Division of Law. The budget program projects the steady progress of the 
title I program. New kinds of workload are anticipated as a large number of 
projects will reach, during the budget year, the stages of land acquisition, prepa- 
ration, and disposition. It is anticipated that 50 new localities will enter the 
program and final planning will be begun on 75 additional projects, while by the 
end of 1954, 127 projects will be in the development stage when land acquisition, 
clearance, improvement and disposition are going on. Complete capital-grant 
payments on 10 projects and partial payments in connection with another 29 
projects are estimated to total $28 million by the end of 1954; $8 million has 
been appropriated during the current year and appropriation of the additional 
$20 millien is requested for 1954. Administrative expenses of the slum clear 
ance and urban redevelopment program are expected to increase from $1,700,000 
to $2,185,000 in 1954. The increase, which would support an additional 70 man- 
vears, reflects primarily the staff requirements of the Division of Slum Clear- 
ance and Urban Redevelopment and Slum Clearance Branch of the Division of 
Law 


3. Housing research.—The program of technological and economic research 


is authorized by the Housing Act of 1948, as amended It is administered 
through the Division of Housing Research and contract research activities are 
performed through laboratories and testing stations of the Federal Government, 
private nonprofit organizations and educational institutions. The budget esti 
mate provides for a staff increase amounting to 16 man-years, to bring staffing 
back to a level slightly above that to which it was reduced during the past 
2 fiscal years when the program was sharply restricted because of the priority 
accorded to defense activities. Total staff expenses are projected to increase 
from $528,000 during the current vear to $650,000 in 1954. No contract research 
funds are available during the current year while the budget estimate for 1954 
includes the amount of $300,000 to permit limited resumption of the contract 
research program. 

t. Advance planning liquidation.—Two public-works advance-planning pro- 

grams were separately authorized by Congress. Although both were designed 
to provide a shelf of public-works projects, the second advance-planning program 
was altered to provide specific assistance for planning of projects connected with 
military, industrial, or defense-housing activities. These programs—now in 
liquidation—are administered by the Division of Community Facilities and 
Special Operations. The budget program for this activity forecasts a decline 
in administrative expenses from $247,000 this year to $210,000 for 1954. The 
recoverable investment of the Government in this program is estimated at more 
than $36 million. Repayments during the budget year are expected to reach 
$6.3 million. 
5. Programing of defense housing.—Under the terms of Public Law 139 and 
the Defense Production Act, the Office of the Administrator has assisted in the 
designation of critical defense-housing areas and has programed both private 
and public defense-housing projects. The Division of Plans and Programs is 
the organization unit which has had chief responsibility for this programing 
activity. Construction and management of public defense-housing projects has 
been assigned to the Public Housing Administration. With the expiration of 
Public Law 139, on June 30, 1953, the programing activity will. for budget pur- 
poses go into liquidation. To meet the Agency’s continuing responsibilities in 
counection with the programed defense housing and community facilities, how- 
ever, the budget estimate provides $245,000 for administrative expenses in 1954 
This amount may be compared with $859,500 during the current year—a decline 
of more than 70 percent. 

6. Defense community facilities and serrices.—The pregrain of loans and 
srants to local communities in critical defense-housing areas to assist in the 
provision of necessary community facilities and services is authorized by Pub 
lic Law 139 and is administered under jurisdiction of community facilities and 
special operations. The budget program provides $115,000 for administrative 
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expenses in 1954 to wind up Office of the Administrator responsibilities 
connection with an estimated 92 projects, involving $20.5 million in loans 
grants. 

7. Alaska housing.—As authorized by the Alaska Housing Act of 1949, 
Administrator makes loans through the Alaska Housing Authority (an agency of 
the Territorial government) to assist in developing the production of housing 
in Alaska. The Division of Community Facilities and Special Operations is 
responsible for administration of this program. The budget program for 1954 
provides $85,000 of administrative expenses for the Alaska housing program 
the same amount projected for the current year. During the budget year, the 
Alaska housing revolving fund will reach a net-earnings position, and an au 
thorization of administrative expenses from income is proposed rather tha 
appropriation. 

&. Housing loans to educational institutions Under title IV of the Housing 
Act of 1950, the Administrator makes long-term low-interest loans to certain 
institutions of higher learning to assist in provision of housing for students 
and faculty. In the Office of the Administrator this program is conducted by 
the Division of Community Facilities and Special Operations The budget 
program for 1954 projects a total of $450,000 for administrative expens for 
the college housing program, an increase over the $377,000 projected for the 
rent year resulting from growth of the active-loans program front $100 million 
to $150 million in 1954. During the budget year the interest differential per 

ed by statute will produce a surplus which will be adequate » support the 
administrative expenses of the program Accordingly, an autho 
posed rather than an appropriation for administrative expenses 

9. Prefabricated housing loans.—Under the terms of the Housing Act of 1948 
and of Public Law 139, loans have been made to assist manufacturers in the 
distribution and erection of prefabricated housing. The prefab loan program, 
Which was transferred to the Office of the Administrator by Reorganization Plan 
No. 25 of 1950, is operated in the Division of Community Facilities and Special 
Operations. The budget estimate for 1954 for administrative expense totals 
$245,000, but this estimate assumes approval of proposed language excluding 
certain services of Federal Reserve banks from administrative expenses 

10. Defense public works liquidation. Under the Lanham and related acts, 
certain public-works projects and facilities have been constructed in support of 
defense housing or military and industrial activities. Responsibility for main 
tenance and disposition was transferred to the Administrator by Reorganization 
Plan No. 17 of 1950. Liquidation of this program has been assigned to the Divi 
sion of Community Facilities and Special Operations. The 1954 budget program 
includes $60,000 for maintenance and disposition as compared with $87,000 dur 
ing the current year. Total receipts from rentals and disposition are estimated 
to exceed $640,000 during the budget year 

Mr. Puiiurs. You are asking for an increase under supervision 
and coordination, and in spite of the rather excessive personnel which 
the committee has been pointing out this morning, you anticipate an 
average employment, under the hgh car budget request, of 134, as 
compared with 112 for this yea , and it seems rather farfetched t 
me for you to be asking an increase in the plans and programs dl 
coordination and supervision, for 1954, over 1953, and 1953 was more 
than 1952 

I think it might be well for you to revise that and see if you cannot 
cut the budget below the 10 percent already suggested. Do you know 
why you should not? Would you care to comment on that, Mr. Cole ¢ 

You have had a fairly liberal allowance in that agency for co 
ordination and supervision, and it seems to be very weak support for 
an increase 

Mr. Corr. It is my understanding, Mr. Phillips, that the total 
amount of the reduction here is 20 percent, instead of 10 percent, ove) 
the original request. 

Now, again, not having personal knowledge of this situation, I] 
have a problem here that I want to be very frank about with you, 
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discuss witn you in connection with the plans which I have to re- 
examine the entire agency. 

Mr. Puituirs. Yes; that really is my next question, and you may 
discuss it right now. In this particular item you are coming up 
currently for 112. The original estimate was 134, and that has been 
reduced to 129, which is 17 more than you have for this year. 

Mr. Corn. Yes. 

Mr. Pures. I think the subcommittee will look over that care- 
fully. 

Mr. Corr. I do want that to be dealt with carefully. 

Mr. Puitties. You have already answered another part of my ques- 
tion, which was to the effect that the whole thing should be fully 
studied. 

Mr. Cote. And it is my intention to do that. I expect to go very 
carefully into it, and look over the entire agency with the express 
purpose of determining whether or not it is accomplishing the objects 
intended by the Congress. And I believe, Mr. Chairman, from what 
I see and what I have learned, that any material further cut in funds 
for supervision would severely handicap me in doing that job. 

Mr. Pritures. Would it not be a matter of commonsense to be on 
the side of limiting the various activities of the agency until that study 
had been finished, with the full knowledge that we will be here until 
July and will be back again in January, and by that time you may 
have a better knowledge of the agency than you can have now. 

Mr. Cour. Yes, I will, 1am sure. 

Mr. Puutuirs. Mr. Cotton suggests that we will be coming back in 
September or October. 


SALARIES AND EXPENSES 


HOUSING RESEARCH 


Turning now to housing research: In view of the financial condition 
of the Nation, is this the time to expand the program which was already 
curtailed by the Congress once before, in view of priorities to meet 
the defense needs? In other words, we have the precedent in the 
budget years 1952 and 1953; the program was curtailed; no new funds 
were allowed for contract research programs in 1952 and 1953. The 
appropriation for staff expenses was reduced from $719,000 to $495,000, 
fram 1951 to 1952, and the estimate for 1953 is $528,000. 

The request for 1954 is $650,000—I do not know what the revised 
request is. 

Mr. Frantz. The amount was $950,000 in the original estimate. It 
is now $800,000 in the revised figures. 

Mr. Puuwips. $950,000 was the amount requested originally, and 
that has been reduced to $800,000 ? 

Mr. Frantz. That is correct. 

Mr. Puiiirrs. Since we have the precedent, and in view of some of 
the other activities being on the priority list, why should we not reduce 
that $650,000 for the staff expenses and cut out the $300,000 for 
contract research? Why should we not eliminate the entire research 
program ¢ 

Mr. Corx. I think I had better call on some one of my associates. 
Mr. Orendorff has this division. 

Mr. Puituirs. The Division of Housing Research. 
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Mr. Orenvorrr. Yes. 

Mr. Puitires. This is the Division which coordinates the activities 
with the number of private agencies, among which I have listed here, 
are the Joint Committee for Building Codes, the Building Officials’ 
Conference of America, the American Standards Association, the 
National Fire Protective Association, Underwriters’ Laboratories, 
Inc., American Iron and Steel Institute, American Institute of Steel 
Construction, the National Gypsum Association, the Portland Cement 
Association, the National Lumber Manufacturers’ Association, the 
American Architects’ Foundation. 

Mr. Orenporrr. I think that pretty well covers the list. 

Mr. Puities. There are others. That is not the extent of your 
coordinating and advisory activities? 

Mr. Orenvorrr. I do not think that it is especially a coordinating 
activity. We work jointly with them. 

Mr. Puutttrs. What do you do? 

Mr. Orenporrr. We try to get agreement on essentials in the tech- 
nical contents of the various codes. 

Mr. Prituips. What are these research contracts ? 

Mr. Orenporvr. They are largely extensions of some of the contracts 
that are now coming to completion from funds made available earlier. 

I would like to go back to say first that under the Housing Act 
of 1948 there was a limited program of research authorized by the 
Congress to work on this problem of greater uniformity in building 
codes. 

Mr. Puitures. Is that another example where Congress voted a 
limited amount of funds for research, and next year you are asking 
for $950,000 ? 

Mr. Orenporrr. No. It goes back to the 1949 act, which does 
authorize a considerably increased program in research, and states 
that the purpose of it was to stimulate and encourage those activities 
which promote permanent reduction in costs of housing construction 
and maintenance. 

Mr. Puiiures. Does it state that you are required to stimulate those 
activities ? 

Mr. Orenvorrr. It states that we shall undertake a program of 
research and investigation which is concerned with the development 
and use of new materials and methods. 

Mr. Putiures. Where does it say that you have to spend a great deal 
of money on an item such as this, where you have gotten out a booklet 
that looks like this [indicating], and which is out of date as soon as it 
is printed? 

Mr. Orenvorrr. Well, I would say that a certain part of it is out 
of date. 

Mr. Putuies. This book which I have is the “egg” laid by this 
particular housing “hen”. It is entitled “Survey of Housing Re- 
search,” and if you look in it you find out who is engaged in housing 
research. 

Mr. OrenporFr. That is right. 

Mr. Pumutres. Who would it reach ? 

Mr. Orenporrr. The builders and the manufacturers of materials 
and our own agency, in order to-—— 
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Mr. Puitiirs. Why would a builder have any particular reference 
to it? Would it not be the builk ling material manufacturers ? 

Mr. Orenporrr. I think the buil ide rs themselves have become quite 
interested in research now. 

Mr. Puiuips. Are they not interested in the results of research as 
evidenced by the changes in the materials produced by manufacturers ? 

Mr. Orenvorrr. | woul | say further that they are also interested 
in the research processes, because there is a growing understanding 
among the builders of the benefits that can aecrue from research. 
hey have seen evidences of it in other fields of activity, and in 
scattered fields, such as agriculture, where they have seen what has 
happened from mass production. 

Mr. Puiniips. I am glad you mentioned agriculture, because it 
seems to me advances there have reached the point with reference 
to this praticular type of research, where they would be willing to 
stop for a period and see what advances have been made, and utilize 

he materials already accumulated before they gather a great many 
more materials, so if that is a good example, why, I think we have— 
Ir. Orenvorrr. I can state that agricultural research has been 
voing on for a much greater period of time than housing research. 

Mr. Puouiurrs. Is your eriteria for research the length of time it 
has been carried on ? 

Mr. Orenvorrr. I think that one of the criteria used in arriving 
at the benefits from research is the length of time it has been carried 
on. You will find that with industry there is a basic concept they 
use, that it usually takes a period of from 7 to 10 years from the 
concept of an idea to its actual application. 

Mr. Puittips. That was the purpose of my question, and I was 
trying to find out how long, in your opinion, ‘do you think this pro- 
vram has to be e ‘arried on ? 

Mr. Orenvorrr. I would say that the approac h we are planning in 
the program is intended to get the various segments of industry, 
progressively, to take over this burden of research. 

Mr. Pumuies. When will that be? Why cannot they do it right 
away ¢ 

Mr. Orenvorrr. Because the building industry generally is made 
up of a vast group of very small segments with nobody having the 
funds to undertake the type of research that needs to be done. So 
that the intent here was (1) to pull together some of the research that 
had been done at colleges and universities and among manufacturers 
and get it into use, and in that process you identify problems that 
are standing in the way of progress. 

Mr. Putiurps. Thank you, Mr. Orendorff. 

I will put on the record at this point that the budget request for 
1954 prior to revision consisted of a request for $950,000 which was 
made up of 83 man-years of salaries of $530,000; miscellaneous other 
expenses of $120,000 and then research contracts for $300,000. Let 
us insert the table on page B-43, which shows administrative expenses 
for the last 5 years. 

(The table follows: ) 
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Administrative Expenses 


ss . . Contrae vera 
Fiseal year otal Staff expenses itract Averag 
research employment 

450 $2, 050, 000 $650, 000 $1. 400, ODE &4.9 
, 1, 404, 000 719. 000 As5. 000 ) 
952 195, 000 495, 000 65.0 
153 estimate 28, O00 » OOO) ’ 
r ti : 

i¢ mate 150, 000 650, 000 00. 000 At. 0 


Mr. Puiures. Research contracts, as of January 31, 1953, was 56 
contracts completed, which will have cost the Government $1,074,000, 
and open contracts which have not been cargreien 33 in number, 
which will have cost the Government $1,018,000, or a total of $2,092. 
000 without the $300,000 you are asking for next year. 

My question to you to consider in this area is, Have not we reached 
the point, first, where industry can pretty well take this over and, 
second, would it not be well to analyze and work over the material] 
already in hand before you extend the program 

I believe, Mr. Orendorff, In many parts of the United States, as 

[ expect to point out in another item further on, industry and local 
communities h: ave always in the past expended this sort of money and 
expected to do it until the Federal Government stepped in and, if 
we just stop anes it, they will pick up the work where they left 


off a few years ago. I notice a large percentage of your work is in 
A > q : : 

the field of unrelated research, and therefore vou are delving into 

social science and other nontechnical fields. How do you get into 


cial science in the field of housing research ? 

Mr. Orenvorrr. I think you will find the legislation, of course, 
does not limit research to technical research at all: it goes into eco 
nomic research, financial research 

Mr. Puivurps, It may not limit it specifically, but is it necessary for 
Congress to write a bill and say you are a housing agency: therefore, 
you shall not engage in research in anything called social science and 
building standards? Is not the mere fact that you are a heusing 
agency a limitation by itself as to your field ? 

Mr. Frantz. i statute does not cover the sociological phases of 
research merelv by omission, by failing to prohibit them, but rather 
they are included by express language. 

Mr. Putsiirs. Will you read it ? 

Mr. Franrz. Yes, sir. The Housing and Home Finance Agency 
shall— 


undertake and conduct a program with respect to technical research and studies 
concerned with the development, demonstration, and promotion of the accept- 
ance and application of new and improved techniques, materials, and methods 
which will permit progressive reductions in housing construction and mainten- 
ance costs, and stimulate the increased and sustained production of housing, 
and concerned with housing economics and other housing market data. Such 
program may be concerned with improved and standardized building codes 
and regulations and methods for the more uniform administration thereof, 
standardized dimensions and methods for assembly of home-building materials 
and equipment, improved residential design and construction, new and improved 
types of housing components, building materials and equipment, and methods 
of production, distribution, assembly, and construction, and sound techniques 
for the testing thereof and for the determination of adequate performance 
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standards, and may relate to appraisal, credit, and other housing market data, 
housing needs, demand and supply, finance and investment, land costs, use 
and improvement, site planning and utilities, zoning and other laws, codes, and 
regulations as they apply to housing, other factors affecting the cost of housing, 
and related technical and economic research. 


“SURVEY OF HOUSING RESEARCH IN THE UNITED STAT 28” 


Mr. Corron. I read that act, and I think in justice to you gentle- 
men the record should show that Congress, my recollection is, by a 
rather scant major ity, certainly opened the door wide to you for this 
extensive research, but no one can deny you needed to have much more 
than an invitation. I just want to help answer Mr. Phillips’ question 
about this social research. Here in your book, A Survey of Housing 
Research in the United States, is this notation : 

Social psychology.—Research concerned with analyses of family habits and 
social activities and their requirements in terms of various living functions 
within the dwelling environment. Such research includes studies of the defini- 
tion of these activities, the space and possessions required for each activity or 
function, analyses of activities in relation to the family cycle and in regard to 
differences in age groups, conditions of health, social or economic status, or types 
of dwellings of communities. ; 

Mr. Orenvorrr. That, of course, is merely a definition that is being 
given of afield of research. It does not indicate that we are necessarily 
e engaged i in research in that field. It is trying to define what the field 
of research is generally. 

Mr. Corron. How many employees were assigned specifically and 
how much time did it take to work up these definitions, a sample of 
which I just read ¢ 

Mr. Orenvorrr. The material, of course, in that was done mostly by 
questionnaire forms, and the time spent was in classifying the ques- 
tionnaires that were returned from the various colleges, universities, 
and research laboratories. 

Mr. Corron. My recollection is, although possibly I am confused 
in my mind by some similar activity on the part of somebody in Gen- 
eral Services, that in the justifications of last year and the year before 
there was contained a list of the various pamphlets and publications 
on housing that were put out, and 1 of them was on plumbing and 1 
on chimney research, snow loads on roofs, and so forth. Did you have 
that in your justifications ? 

Mr. Frantz. Yes, sir. 

Mr. Corton. Is that list included in this year’s justifications? 

Mr. Frantz. It is not. In an effort to make the material a little 
less bulky, it was not included. 

Mr. Corton. I am not asking that it be inserted in the record, but 
I wonder if you would be w illing to furnish it to the committee so that 
we could look over that list. 

Mr. Franz. Yes, sir. 

Mr. Corron, I have found it very interesting in the past, and I 
would hate to lose it for this year. 

Mr. Orenvorrr. You refer to contracts that were awarded in 1950 
and 1951? 

Mr. Corron. No: the list of publications. 
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CAPrraL GRANTS FOR SLUM CLEARANCE AND URBAN REDEVELOPMENT 
Mr. Putiures. Now will you turn to section B, which is “Slum clear- 
ance and urban redevelopment,” and let me ask a few questions? We 
will put page B-9 in the record and also the table on B-12 as revised. 


(The pages above referred to are as follows :) 


Slum clearance and urban redevelopment 


1953 1954 
As printed Revised As printed Revised 
Number of active local programs 200 20 250 2%) 
In planning, end of period: 
Preliminary ‘ 111 108 11 110 
Final ‘ 93 a0 108 105 
Planning advances 
Commitments 
Nuniber 125 100 148 135 
Amotnt $4, 600 $3, 580 $5, 200 $4, 900 
Disbursements $4, 900 $4, 200 $5, 600 $5, 300 
Repayments $2, 10) $2, 784 $3, 300 $3, 100 
Projects in developnient, end of period 60 57 117 117 
Temporary loans 
Commitments: 
Number 32 | 31 60 63 
Amount $71. 000 $69, 306 $137, 000 £135, 510 
Disbursements $9, 500 $11, 000 $20, 000 $20, 000 
Repayments $2, 500 £3, 000 $9, 000 $10, 000 
Capital grants: 
Reservations outstanding 260 260 290 290 
Commitments 
Number 37 11 60 63 
Amount $46, 000 £69, 587 $71, 000 $48, 229 
Disbursements $8, 000 $8, 000 $20, 000 $20, 000 


Status of local programs, distributed by population group as of Dec. 31, 1952 


| 
| Grant res- 
Population group (1950 census | ervations Planning operations Project 
joutstanding develop- 
| } ment 
Total |Preliminary| Final | operations 
| 


Number of localities engaged in— ! 


One million and over 6 6 1 0 5 
500,000 to 1,000,000 13 12 7 2 
250,000 to 500,000 19 17 7 8 2 
100,000 to 250,000 43 39 18 18 3 
50,000 to 100,000 2 36 23 11} 2 
25,000 to 50,000 50 37 28 ~ 1 
Less than 25,000 70 39 28 11 

Total, Dee. 31, 1952 2 186 108 63 15 

Estimated total, June 30, 1953 2 26) 2M) a0 54 56 

Estimated total, June 30, 1954 2 290 250 75 60 115 


1 Localities shown in both planning and development are shown under “project development”’; localities 
engaged in bo hb preliminary and final planning are shown under “Final planning.” 

? Keflects suspension of 10 local programs as follows: California: National City; Florida: Daytona Beach, 
Jacksonville, Lakeland, Miami, Orlando, Panama City, Tampa, West Palm Beach; Texas: Dallas. 






Mr. Puiuirrs. What proportion of the land-cost writedowns are 
you permitted to subsidize ? 

Mr. Kerru. Two-thirds of the writedown can be financed out of 
Federal capital grants. The remaining one-third—— 

Mr. Puitures. My inquiry is based on this: The other one-third 
has to come from the local community. 
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Mr. Kerrn. That is right. 

Mr. Puituies. When you accept the offered one-third from the 
community, it seems to me, In looking over the records, you have 
stretched the authorities of the Agency almost to the breaking point, 
because you have permitted them to take parks, public buildings, 
space al d areas—am I right / 

Mr. Kerra. That is right. 

Mr. Pritiurps. And I am wondering, without any justification other 
than curiosity on my part, how your projects would stand a careful 

alysis of the two-thirds/one-third— as to whether we have not gone 
factlea't than the two-thirds legal limit for subsidizing these projects. 

Mr. Kerru. No, sir; I do not believe we have. Under the statute, 
the local one-third contribution can be provided either in cash, through 
donations of land to the project by the locality, through the cost of site 
improvements that are necessary to the new use of the land if those 
ure provided by the city government as part of its local contribution, 
or in the case of public facilities that are necessary to support the new 
uses of the land in the project area, such as the cost of new schools to 
support the new residential deve a nt, or in cases where a public 
facility of that nature is serving both the new uses in the redeveloped 
project area and uses elsewhere in the community, a proportionate 
share of that cost. 

Mr. Priuiips. Now, you go into an area that has been designated as 
a slum area or an area of inadequate opportunity, and what coopera- 
tion and coordination do you have between that slum-clearance project 
and the PH A. if any ¢ 

Mr. IKCerrH. From che standpoint of PHA, the practical point of 
coordination is with respect to the problem of relocation of the families 
living in the area to be redeveloped. Under the law, it is a definite 
requirement that the families livu ie in those areas or those families 
that will be displaced must be adequately rehoused either in the new 
Improvements that go into the project area or elsewhere in the com- 
munity. Likewise, under the law, the proportion of those families 
who are eligible from an income standpoint for admission to the low- 
rent public housing are entitled to first preference to the available 
low-ren t housing in the community. 

Mr. Pumuire Who decides they are entitled to it? 

Mr. Ki ITH. That is done primarily by the local housing authority 
in the locality on the basis of income limitations that have been estab- 
lished in that locality. 

Mr. Puicurrs. Then you subsidize them in the slum-clearance pro- 
ject, and they come and ask you for it; you never instigate it? 

Mr. Keirn. That is correct. 

Mr. Prius. And having come and asked you for a project, you 
then have to coordinate your performance with PHA. And may J 
ask, for my own information, what is the Los Angeles project we hear 
so much about in California? Is that a PHA project or PHA and 
slum clearance ? 

Mr. Kerru. That is PHA. 

Mr. Puimures. I might say, as indicating the confusion that takes 
place, that this is referred to quite often in California as slum clear- 
ance. But it is not slum clearance ? 

Mr. Kerrn. That is correct, sir—it is a PHA project. 
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EFFECTIVENESS OF ENFORCEMENT BY LOCAL AUTHORITIES OF BUILDING AND 
HEALTH CODES 


Mr. Puiturs. Now, having had an aenpenie from a community, 
is it required that you say whether it meets the community's health 
regulations, building codes, fire aioe and all of those other codes of 
a community, before you decide whether or not you are going to do 
anything ? 

Mr. Kerrn. Under the law, there is a definite requirement that 
there be a general city plan for the locality in order to qualify for 
financial assistance. 

Mr. Putiiris. Or that you must give consideration to it ¢ 

Mr. Kerru. That is with respect to building codes, health and sani- 
tation ordin: ances, and so forth. On matters such as zoning and sub- 
division regulations, they are more properly a matter of a general city 
ple in, and the statute has a definite requirement that there be a general 
city plan and that the plan for the redevelopment area be in con- 
formity with the general city plan 

Mr. Pumairs. That is all right, but that is not strictly an answet 
to my question. My question is what consideration do you give when 
you go into a community as to whether or not the building code, the 
health code, the fire code, and all of those other codes have been fully 
administered ¢ 

Mr. Krrru. We call for a complete submission of those codes. ‘To 
the extent they appear inadequate, we make a request that the locality 
take steps to correct those deficiencies. 

Mr. Putups. I will try again. How much consideration do you 
give as to whether those codes have been applied properly before you 
go into a community ¢ 

Mr. Kerrn. The answer to that is that we do not believe we have 
the authority under title 1 to deny financial assistance sumply because 
of a defect in one of those subsidiary codes, as distinguished from havy- 
mg an effective and operative general plan. That would include mat 
ters such as zoning and subdivision control. 

Mr. Puituips. Then let me suggest, Mr. Cole, as Administrator, 
that you undertake a very prompt investig: ition, because it is per- 
fectly obvious that the Division of Slum Clearance and Urban Rede- 
velopment does not take into consider ation in a community whether 
the community itself is enforcing its codes which, in many instances, 
would wipe out slums without any burden on the F ederal Govern- 
ment to come In. 

Mr. Kerru. In a number of cases we have taken those matters into 
account and secured local action. Where you have had proposed 
redevelopment projects surrounded by areas which were worth con- 
servation, which were suitable for rehabilitation, there we have taken 
steps with the community to assure that local action is taken in those 
surrounding areas to prevent them from becoming future shims 
which, in turn, would undermine the future value of the redeveloped 
area 

Mr. Puimiuirs. You are still walking very carefully all around the 
issue. And that is all right, because what you are telling me is of 
interest ; but when you establish a new area you are very careful that 
there shall be codes. And I call to the attention of the members of 
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this subcommittee that that is a very pertinent subject to this subcom- 
mittee, because we go in and pay a very high cost toward the demoli- 
tion of those buildin igs. 

Mr. Krrru. That is correct. 

= Promurps. And in a great many of those instances that could 
be taken care of without a dollar of Federa! money simply by apply- 
laa the codes of the communities which the communities have adopted 
but which are not applied. 

Do not forget that I started as a member of a city council in a small 
community, and I know the difficulty of applying city codes. But I 
_ why the Federal Government should accept a situation which 

nvolves the expenditure of millions of dollars when that money can 
be saved by the application of those codes by their own communities. 

Mr. Keir. From that standpoint, all applications that are sub- 
mitted to us for an area that obviously appears to be an area that can 
be rehabilitated we do not go along with. And our whole emphasis 
is illustrated in a community such as Baltimore, where there is the 
well-known Baltimore plan operating, and there is also slum clear- 
ance and redevelopment. The —— emphasis in Baltimore is that 
they use the drastic remedy of carrying on redevelopment only in 
those areas which they feel are stevend rehabilitation; whereas in 
areas . the sort where they believe conditions can be corrected 
through vigorous enforcement of local ordinances, then the Balti- 
more Pp sheet, so-called, is vigorously applied. 

Mr. Prius. I am suggesting that perhaps it may not have been 
applied as vigorously as it should have been. I am also suggesting 
this, that you issue a very technical and good manual of what is ex- 
pected of a city and then you send it to the community. 

Mr. Keirn. That is right. 

Mr. Pures. You are not satisfied that the community should do 
all of the preparatory work and get ready for you, but you also move 
Federal people in there to see that it is done. Since you do not issue 
all of those regulations, why not let the local community do it at its 
own expense before you go into the community? I think that would 
save the United States Government some money. 

Mr. Keir. As far as doing work for the localities, that definitely 
is not the case. I mean the actual selection and preparation of plans 
for redevelopment of projects are carried out by the appropriate local 
agencies of the city government. 

Mr. Puituies. My own observation has been that the Federal Gov- 
ernment is usually in the community trying to help the community 
work out varying engineering differences and working up a firm plan 
for de -velopme nt which is subsequently submitted to the HF A. My 
thought is, since you have laid down in very clear and simple direc- 
tives what is necessary for the locality to do, you are doing unnec- 
essary work which I thought might be considered somewhat of a pro- 
motional nature. 

Mr. Kerrn. Our definite policy with respect to promotion is, in 
the first place, we do not go in a community except upon the official 
request of the community; second, if it is determined in that commu- 
nity to proceed with a redevelopment project, the visits of our field 
staff to that local community are limited entirely to periodic super- 
visory visits—perhaps every month, 6 weeks, of 2 months—simply 
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from the standpoint of making sure that the Federal advance of 
funds that are generally employed actually to prepare plans for the 
redevelopment. project are being properly used, or to meet specific 
requests from the local agency for technical assistance on some par- 
ticularly troublesome matter. 

Mr. Puiiiries. I wonder how many times that is what it is for and 
how many times it is to see that the project does not fall by the way- 
side, 

Why do you think you have to maintain for PHA and slum clear- 
ance independent and duplicating legal groups, engineer groups, ra- 
cial groups. and appraisers? Why could not that be done through 
one agency { 

As a matter of fact, I will ask, Mr. Cole, why could not the agency 
be simplified and that done better by wiping out all of these separate 
agencies and having a central agency to handle many of those func- 
tions. 

Now I would like to ask Mr. Keith: Why do you have to have sep- 
arate groups—legal, racial relations, engineer, and appraisers—for 
your agency and PHA? 

Mr. Kerru. As far as the slum-clearance program is concerned, 
since it is operating as a separate unit, there are obviously certain 
responsibilities of a ‘technical nature that have to be carried out. As 
to the question of whether that function should be consolidated with 

PHA, I frankly fee] that is a question that is beyond my level. 

I would like to make this observation; that is, that while there are 
a number of functions that are of a similar nature in the public hous- 
ing program and the slum clearance program, since they are both pro- 
grams that involve the publie acquisition of land for new building, I 
should like to point out that there is also a close relationship and in 
some respects even a closer relationship between the financing of this 
program and FHA, since to a very substantial extent the new building 
involves areas which involve FHA in its private financing; conse- 
quently, it is most important that in the preparation of these local 
plans the local FELA offices are tied in, so that at the point the land is 
offered to private builders for new construction, it will be offered on 
a basis that will be feasible and practicable for FHA-insured financing 
to proceed. 

[ think as a final point to a considerable extent—in fact, from 35 
to 40 percent—in these project areas new housing is not proposed as 
a new use but, rather, new commercial or light industry facilities, 
parking areas for expansion of downtown business sections, and so 
forth, will be the predominant use, which is a field that actually is 
not related to either PHA’s normal functions nor FHA’s normal 
functions. 

Mr. Puruuirs. I think you have a point, and I think there is rather 

full explanation as to whether FH A and PHA and slum clearance 
would not be more closely related and whether they should be in 
three separate agencies, each with its duplications of personnel. I 
think we cannot do anything about that except to limit the money 
to make it an integrated action. 

Would this be a fair statement of the function of the urban re- 
development program, that under that program, authorized by the 
Housing Act of 1949, approved in July 1949, the Housing and Home 
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Finance Agency provides technical assistance to the local public agen 
cies and financial assistance in the form of loans, and advances in the 
form of capital grants which, in -effeet, are subsidies, all in a com- 
munity’s effort to eliminate slums and-blighted areas, and to provide 
the maximum opportunity for the redevelopment of areas by private 
enterprise ¢ 

Mr. Kerru. That is correct. 

Mr. Putuurps. | hope you won’t overlook those last three words. 

Mr. Kerru. As a matter of fact, the program figures, I think, 
strongly bear out the fact that that is the predominant use in the 
great majority of redevelopment projects that are either now under 
way or planned. 

STATUS OF BORROWING AUTHORITY 


Mr. Puuirs. Now let me go down the summary of your financial] 
request to which I have not applied the revision, and you will have to 
tell me. You have a total borrowing authority by statute of $750 
million ¢ 

Mr. Kriru. As of today. 

Mr. Pumps. And the President has approved for use $100 million? 

Mr. Kerru. That is correct. 

Mr. Prunus. That is all you have had-at any time as an organiza- 
tion ¢ 

Mr. Keirn. That is right. 

Mr. Puuuirs. And you have no lending limitations, but you have 
funds committed or loaned, or you expect funds as of June 30, 1953, 
in the amount of about $17.5 million ? 

Mr. Kerru. That would be the actual outstanding amount. 

Mr. Pups. And in commitments about $68.1 million? 

Mr. Kerrn. That is correct. 

Mr. Puuuirs. Making a total of $85.6 million or a balance unused 
of $14.4 million. 

Then you estimate during 1954 that you will make new loan com- 
mitments of $142.2 million, less repayment of loans already due of 
approximately $12.3 million, or a net increase in loans—that is, partic- 
ipation in loans—of $129.9 million, which I presume indicates you 
expect a Presidential release of more authority. 

Mr. Keiru. Yes. 

Mr. Pxuitiies. You could not loan that much unless there was loan 
authority ¢ 

Mr. Kerra. Of course, those figures represent contract conmutments 
as well as actual disbursements that would oceur if the contract com- 
mitments were made. Even that actual amount might not be used. 

Mr. Pumurps. Are you following the well-known principle of a 
public-housing administrator of going out and promising communities 
new houses or loans and then notifying them later that money is not 
available for loans, so that they must write their Congressman telling 
him he must get the loan authority extended ¢ 

Mr. Kerru. No, sir; 1 would say we are following that. principle, 
although I would say this, that the programs that are now under way 
in a preparatory stage and which will be reaching the stage of ap- 
plications for loans and grant assistance are definitive contracts which 
require more lending authorization than the $100 million out of the 
$750 million that the President has released. 
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Mr. Pures. I am more serious than joking, because I fail to see 
where any Government agency has authority to go out and commit 
itself, even tentatively, to lending money for building houses, as | 
think i is the case with PHA, before the authorization has actually been 
given. That is what has been done in the past by the other agency. 
I do not know about yours. All that adds up to an outstanding loan 
balance of Federal partic ipation on June 30 of $30.8 million in loans 
and $142.2 million in commitments or a total of $215.5 million. Is 
that the way your figures read ¢ 

Mr. Kerru. Yes. 


CAPITAL GRANT AUTHORITY 


Mr. Pinuiirs. Under the statutory authority that you have for sub 
sidies or capital grants of $400 million, of which the President has 
author ined $100 million up to this date, the commitments in June of 
this year would be $71 million with an additional $71 million asked 
during 1954 or a total of $142 million. How do you get an odd figure 
like $71 million, and how do you get $142 million when you only 
have an authorization for $100 million ? 

Mr. Keir. There again that forecast of $142 million accumulated 
as of the end of fiscal 1954, if achieved, would require the release of 
further contract authority above the $100 million that the President 
has authorized. 

EXPENDITURES 


Mr. Putuies. You estimate expenditures for 1952 which actually 
you know to have been for loans and grants of $6.8 million, for admin- 
istrative expenses, $1:4 million, or a total of $8.2 million; while the 
estimated expense for this year of loans and advances is $14.4 mil 
lion; capital grants, $8 million; administrative expenses, $1.7 million ; 
and nonadministrative site inspection and audit of $100,000, which 
makes a total of $24.2 million for this year. Will you please explain 
that last item ? 

Mr. Kerrn. The nonadministrative item was authorized in the pro- 
vision of our appropriation bill last year authorizing in effect ac ha arge 
against the redevelopment projects actually being carried out to fi 
nance the cost of site inspections and representation of the agency 
at the site and of audits of those projects in the actual execution stage. 

Mr. Prius. Why was it separated by this committee or by another 
committee? Why is not that part.of your ordinary administrative ex- 
penses, to go out and inspect sites and audit the accounts of those 
agencies ? 

Mr. Frrzparrick. I think the theory of that was the same as pro- 
viding for the cost of the site engineer who is inspecting the work on a 
job—that that is a project cost rather than administrative overhead. 

Mr. Puinuirs. You mean i it is a returnable fund? 

Mr. Firzparricx. Yes, si 

Mr. Puitiies. It does ie show here as a returnable fund, which 
would be the answer to it, of course. 

Mr. Firzrarnick. It is reimbursed, and it is an effort to establish 
that as part of the project cost rather than part of the Government's 
cost. 

Mr. Puuurps. I think that is good accounting, but it does not show 
here as a reimbursable cost. 
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Mr. Frantz. That is because of a technicality in the way the funds 
are actually handled. 

Mr. Puisures. In 1954 you estimate loans and advances of $25.6 
million, with capital grants of $20 million, administrative expenses, 
$2.2 million, and inspection and audit is to be increased to $400,000, 
or almost exactly double what the cost would be this year for that 
division, $48.2 million. What change do you contemplate in the re- 
vised budget ? 

Mr. Kerrn. As far as the administrative expense items are con- 
cerned, the revised figure is $1,985,000 for administrative expenses. 

Mr. Pinuures. And no reduction in the $25 million or the $20 
million ¢ 

SALARIES AND EXPENSES 


Mr. Kerru. No reduction in those program items, but with a redue- 
tion in the nonadministrative expense allowances to $308,000 from 
$408,000. 

Mr. Puiiurps. You are actually asking, then, for more people and 
more money than you have in the fiscal year 1953 ? 

Mr. Kerru. That is correct. 

Mr. Purtiires. How many more people ¢ 

Mr. Kerrn. That would involve an overall total of 273 man-years 
for fiscal 1954 as against an estimate of 230.5 for fiscal year 1953, the 
increase growing out of the very substantial expansion in the work- 
load that will be presented to the division as a result of the projects 
that are currently in the preliminary planning stage being presented 
for final review and processing by our office In the preparation and 
inspection of projects. 

Mr. Puiuuirs. I think there isa field for you to do a little thoughtful 
work in, because the very nature of the program itself makes it diffi- 
cult for you to set up standards. I thought you had been doing a 
pretty god job in setting up standards for blighted areas, but that you 
were doing a very poor job in setting up standards for communities 
themselves and making them work their problems out before you come 
in and spend Federal money. I see you have set up a Program Review 
Committee. Is that something that has recently been done? 

Mr. Kerrn. That committee has been functioning for almost 2 
years, since May of 1951. 

Mr. Puiturs. Another thing: I do not think you require commu- 
nities to show you the figures for their demolition work; I do not 
think you ask them to give you any evidence that they have even 
advertised for bid to get the best prices for developers of the areas. 
Do you ask them for an explanation of why they reject proposals and 
efforts of private builders! And I think the coordination with PHA 
and the other agencies is still a little weak. 

[ am suggesting that is an area for you to explore. 

Mr. Kerrn. I would like to say on demolition contracts it is our 
requirement that those be handled by competitive bid. 

Mr. Prinures. Always? 

Mr. Kerru. If the work is to be done by the local public agency, 
if it is to be done by the city as a proposed nongrant-in-aid, we do 
not require it. 

Mr. Frraparricx. In those cases that is because ordinarily the city 


does it by itself under force account work. 
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DeFreNseE Pusiic Works LIQUIDATION PROGRAM 


Mr. Puiures. Tell me about this defense public works liquidation 
planning and program. Here is a program which expired on October 
13, 1951, and for which you are still asking us for money. Is there 
anything more permanent than a temporary agency of the Govern- 
ment? How long are you going to hold on to the Federal Treasury ¢ 

Mr. Sewarp. There are involved in this liquidating operation two 
programs, one of which was enacted in 1944 and one of which was 
enacted in 1949. There was appropriated for the two programs 

Mr. Puiuips. Let us make clear to the rest of the committee that 
the statutory authority for the first program expired on June 30, 
1947. 

Mr. Sewarp. That is correct. 

Mr. Pures. And for the second program, on October 13, 1951. 

Mr. Sewarp. That is right. 

Mr. Prituips. That is 6 years ago. 

Mr. Sewarp. Yes, sir. Those two programs were authorized by 
the Congress to stimulate the preparation of detailed plans and speci- 
fications for State and local public works. They were intended by 
the Congress, I think, very largely as an insurance against another 
made- work program in this country in the event economic conditions 
made necessary the rapid expansion of public works activities, the 
idea being to have a group of planned projects which could be put 
under construction rapidly and be the type of project which the public 
body desired and an addition to the capital assets of the community. 

Mr. Pures. Here is what I do not understand. You have plans 
for 335 projects that have been approved but not completed py De- 
cember 31, 1952, although this program expired long before. 

Mr. Sewarp. Yes, sir. 

Mr. Prius. Do not you have any expiration date for the accept- 
ance of these programs? 

Mr. Sewarp. Advances were made to the local public body and 
agreements were entered into with the local public body that these 
plans were to be completed within a specified time. Due to many 
conditions which I think were completely beyond the control of the 
local community and certainly beyond the control of the Federal 
Government there has resulted unquestionably a drag-out of planning 
completions. The Korean situation has been a material factor. Engi- 
neers have been very busy, and it has been extremely diflicult for the 
local communities to get their engineers to finish those jobs. 

Mr. Puiturrs. Let us make clear what this is. What you do is to 
advance money to a community in order to draw plans for some proj- 
ect that they themselves are going to finance ? 

Mr. Sewarp. That is right. 

Mr. Puituirs. When they finance it, they are supposed to pay the 
Government back; are they not ? 

Mr. Sewarp. That is correct. 

Mr. Puiturrs. But the fact is you have great difficulty in collecting 
back some of this money ? 

Mr. Seward. The repayments to date on the first program—that is, 


commitments of the Government through repayments, through can- 
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ellations, reductions, and so forth—we have gotten back 55 percent 
of the originally appropriated moneys. 

Mr. Puitiures. And of the 45 percent, some of it pretty nearly we 
will have to write off as a bad debt ? 

Mr. Sewarp. You are going to have some loss in it; yes, sir. 

Mr. Pures. Your losses are due, first, to the fact they have not 
been able to carry out the projects and, second, either they have not 
or cannot raise the money, nl they argue with you that you erdered 
the plans changed ~ the Federal Government has to bear the cost. 

Mr. Sewarp. Yes, sir; we have some cases where they claim that the 
project as built was not the project pk anned. 

Mr. Puturrs. So they claim / 

Mr. Sewarp. Yes, sir. There are some cases where that is obviously 
true, but on many of them we disagree completely with the loeal public 
body and make the best effort we can to collect that money. 

Mr. Pures. Explain to me why it should be true that the plans 
were changed. Community A borrows money from you to build a 
certain type of project; then they change the plans and do net build 
it. Why do not they owe the Government that money ? 

Mr. Sewarp. Let’s say the community plans a water project and 
they desire to make a change in the source of supply—rather than use 
deep wells, as originally planned, they decide to go to a surface supply ; 
and then they claim that the project is not the project that was de- 
signed. We have a lot of trouble with that, and we fight it out and 
sometimes we can collect it, and other times it is referred to the Comp- 
troller General for the collection of the amount. 

Mr. Pures. When you loaned them the money, that was on the 
basis of a request of = community for a specific project 4 

Mr. Sewarp. Yes, s 

Mr. Prous. a ‘that was for them to decide, whether they 
wanted to dig deep wells. 

Mr. Sewarp. Yes, sir. 

Mr. Puitures. And suppose that community had gone to an engi- 
neering firm in Boston, New York, or Los Angeles and hired an engi- 
neer to come out and advise them on the digging of deep wells and then 
decided to build a dam and catch surface waters: Do you think they 
could refuse to pay the fee of the engineering firm ? 

Mr. Sewarp. No, sir; 1 do not think so. Of course, they maintain in 
lots of instances that it is a different contract. 

Mr. Core. It is a source of difficulty. 

Mr. Sewarp. That is right. 

Mr. Pats. What percentage will we have to write off as bad 
debts ¢ 

Mr. Sewarp. That is awfully hard to say. I would imagine in the 
long run—something little better than a he would say 15 percent. 

Mr. Corr. That is not all bad debts as such. I do not think you ean 
say it is all bad debts. Congress has said it must be written off if the 
project is not built. 

Mr. Putiures. That is, we do not begin to collect back any of this 
money unless we start the project ? 

Mr. Sewarp. That is correct. 

Mr. Paiuirms. And if we do not start them for any reason at all, then 
we do not get the money back? 
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Mr. Sewarp. That is correct. 

Mr. Putures. And if they start another project as a result of infor- 
mation given to them on the first project, then you have remaining 
that cost ? 

Mr. Sewarp. That is right. 

Mr. Puiuirs. Now, should not there be a cutoff date of some kind? 

Mr. Sewarp. We have established a cutoff date. Instructions have 
gone to the field to the effect that those projects must be complete at 
the date which was agreed upon with the local public body when the 
agreement was executed. There have been extensions of those, but we 
have told the field there will be no extensions in the future except those 
that have been made and those which are actually in process of being 
made, 

Mr. Franrz. I do not think it is completely clear on the record that 
there have been no new commitments since the expiration date of the 
two statutes. 

Mr. Puutuirs. But you do contemplate commitments of $1.5 million 
for 1954. 

Mr. Sewarp, Yes, sir—further payments. 

Mr. Puiutrs. What is the basis for that? Is not your past history 
a little doubtful if you are still requesting $1.5 million in 1954? 

Mr. Sewarp. I rather think so. But I think, we having clamped 
down on any further extensions of time, there are a lot of those 
projects that are going to be stepped up and completed within that 
time. 

Mr. Puiuirs. Your loan obligations as of July 1, 1953, amounted 
to $10 million. 

Mr. Sewarp, Yes, sir. 

Mr. Putiiirs. Explain to me what you mean by “Deduct fiscal 1953 
adjustments.” It is $3.4 million, and advances made are $3.2 million. 
1 am making a deduction from the $10 million of the $6.6 million. 
What is that deduction? And then in 1954 you expect to utilize the 
balance of the $3.4 million which you have still out. Am I right 
about that ? 

Mr. Franz. I do not identify that adjustment from listening to 
the figure. 

Mr. Puitirms. Then, Mr. Seward, you tell me what your total 
obligations are. 

Mr. Sewarp. The total obligations in the two programs were $86.9 
million. 

Mr. Pures. And how much of that have you loaned out? 

Mr. Sewarp. That was the total obligation that the Government had 
incurred in connection with the two programs. 

Mr. Puuairs. That is not the authorization ? 

Mr. Sewarp. No, sir. The authorizations were $165 million, but 
not all that was made available through appropriations. 

Mr. Puinuies. And you agreed to loan out $86.9 million ? 

Mr. Sewarp. That is right. 

Mr. Putiires. What is the $10 million; is that the amount you ex- 
pected to loan out next year ¢ 

Mr. Sewarp. No, 

Mr. Puitiies. How much do you expect to loan out next year ? 
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Mr. Frantz. We have approximately $10 million in undisbursed 
commitments. 

Mr. Puiures. In other words, you have $10 million of commitments 
that have not yet been paid out? 

Mr. Franrz. That is correct. 

Mr. Priures. And that would be added to the $86.9 million ? 

Mr. Sewarp. No, sir; that is included in there. 

Mr. Puiiires. How much do you expect to loan out in fiscal 1954? 

Mr. Franz. $1,550,000, in round numbers. 

Mr. Puriuirs. How much do you expect to recover from the $86.9 
million during fiscal 1954? 

Mr. Frantz. We have estimated repayments of $7.2 million in 1954. 
That is the figure in the original budget. I am not sure whether it has 
been changed in this revision. I will check it. It would not be 
changed materially. 

Mr. Prius. As a practical matter, why is not a job for the GAO 
rather than the FHA the recovery of money we have loaned out? It 
was proper in your agency at the start, because you were in touch with 
those people, but we have reached the point, since the money-lending 
function commitments expired, where you have no more, and now we 
have entirely a recovery matter. Is that-not properly a function for 
the GAO? 

Mr. Frrzparrick. I think the same basic determinations as to 
whether the money is due or not have to be made irrespective of 
whether we make them or GAO makes them. The question, I think, 
would simply come down to whether you can make that kind of 
determination more economically and efficiently by the same people 
who have been over those plans, who know what is in the records, 
or whether you should transfer it over to somebody else who then 
must go through the process of finding out from the records whether 
it is the same project or a different project. 


STATUS OF DEFENSE HOUSING PROGRAM 


Mr. Puitiies. Now we will turn to defense housing. You asked 
for $12.5 million in a supplemental estimate for fiscal 1953. I take it 
for granted, since you did not press that, you have reduced the 1954 
anticipated expenditures by $10.5 million, which was the amount 
carried over into the 1954 budget. Is that right? 

Mr. Frantz. Yes, sir. 

Mr. Priiurps. We come back to the question of why should not a 
great deal of this entire $100 million authorization, or whatever 
balance there is in it, just be eliminated in view of the defense housing 
being taken over by the Army, Navy, or the other military units of 
housing in their own areas?) Why should we not eliminate the entire 
defense housing program ? 

Mr. Harpy. The question raised in connection with this program is 
this: The funds which have so far been appropriated and which have 
been e xpended for direct Federal construction—— 

Mr. Puituires. Give us a little thumbnail sketch of what this agency 
does. I always forget we have a few new members. 

Mr. Harpy: ¥ou-mean just im-eonnection with defense housing ? 

Mr. Patuiips. Yes; what defense housing was set up for and what 
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Mr. Harpy. It is a temporary activity set up pursuant to the pro- 
visions of Public Law 139, which expires this June 30, Two types of 
activity basically are carried out pursuant to that law. One 1s the 
programing of housing to be privately built, privately financed, pur- 
suant to FHA mortgage insurance which is made available under that 
statute in the so-called title IX. That is a special type of housing 
insurance in connection with private construction of defense housing. 

Mr. Privuips. And less permanent in many instances ¢ 

Mr. Harpy. The housing itself is permanent. Title IX was de- 
signed on the basis of permitting 90 percent insurance on the basis of 
value in undertaking private construction to meet the defense need, 
where there might be questions as to the long-range need in connection 
with the local market, but where it seemed better to have it built pri- 
vately rather than with public funds—in other words, to have some- 
what more liberal insurance similar to the scheme used in World 
War II for the same purpose. 

There is another authority under the law which permits the Govern- 
ment—actually this agenev—to construct temporary-type accommo- 
dations to meet those defense needs which are so temporary in nature 
that it would be useless to ask private builders to make permanent 
investments in that housing. Most of the actual need, as the program 
has developed, has been for family housing at military posts which 
are themselves temporary in character—in other words, of such an 
indeterminate life in terms of personnel strength assigned to that 
particular station as to indicate it was of a temporary character. 

Mr. Putiiies. What is your relation tothe Wherry Act? 

Mr. Harpy. The Wherry Act by law can be used only in connec- 
tion with the provision of housing for permanent military posts and 
stations. 

Mr. Pumutrs. But you can go into temporary posts? 

Mr. Harpy. That is correct. And we have done so in connection 
with most of the expenditures to date. 

Mr. Pxititrs. Have you used the Wherry Act as one of the permu- 
nent post authorizations you could handle? 

Mr. Harpy. No, sir; that is handled directly by the military and 
FHA. 

Mr. Puinurrs. You would have nothing to do with that? 

Mr. Harpy. Not other than in terms of general knowledge. 

Mr. Putiuirs. Could you go on a post where one arm of the Govern- 
ment used the Wherry Act and you used this act and build another 
set ¢ 

Mr. Harpy. We could, but it is unlikely that we would do so. To 
my knowledge, we have not done so. 

Mr. Pwtites. Why could we not liquidate all of this authorization 
in view of the fact the military is taking over a great deal of the 
naa that were built? Iam not always so sure it was most econom- 

‘al in view of the houses I saw in Germany that were built last year. 

Mr. Harpy. I think, very frankly, you have raised the question 
which is the basis for what amounts to a suspension of programing 
pending rae consideration, and of the suggestion for postponing 
or withdrawal of $12.5 million supplemental request. At the time 
the act yas under disc yon ne consideration by Congress, it, was 
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housing to take care of workers in industrial communities, as hap- 
pened in World War II. In point of fact, since most of the demand 
which has arisen is directly connected with military camps, posts, and 
stations, the authorities have been used for housing at those places. 
Of course, the law contemplated both, but that has been the way the 
program has developed. We have put most of the units at military 
camps, posts, and stations, although we have in no case done so where 
the military had funds to do it. 

This program has, in fact, operated as a sort of supplement to the 
military for meeting their needs which could not otherwise be pro- 
vided, which were serious and were delaying activation and adminis- 
tration of particular camps and stations. There very frankly have 
arisen a number of questions as to the type of housing which can best 
serve that kind of need. We have therefore, in effect, postponed this 
as a basic policy for consideration, because that does hinge so closely 
on military plans for family housing. 


SALARIES AND EXPENSES 


Mr. Puities. How much reduction did you make in your request 
for $245,000 for 34 man-years, including 10 man-years tobe charged 
to the central office specialty, 14.5 man-years to be charged to ‘the 
regional offices? By statutory authority you expire, anyway, on June 
30, 1953; you do not run into 1954 at all. 

Mr. Harpy. That is quite correct. 

Mr. Puiuirs. Then why do you want that money for operating 
an agency that is going to be a dead duck ? 

Mr. Harpy. The revised figures, so far as the Washington staff is 
concerned, contemplate 4 man-years in 1954, which is the man-year 
time to accomplish 2 things. One is to wind up the authority in con- 
nection with the change of program. 

Mr. Putturres. I misunderstood you. I thought you were reducing 
the 34 figure to 4, but you are only reducing it by 4 to 31? 

Mr. Frantz. That is eorrect. You are talking about the total; Mr. 
Hardy was talking about the central office. 

Mr. Puiutres. How much are you reducing the total? 

= Frantz. We have not reduced the figure in the field. 

. Puiturrs. You mean to say in spite of the fact your agency 1s 
going out of existence on June 30 this year, you still want 31 ‘people? 

Mr. Frantz. Just to make the figures correct, the previous estimate 
of $245,000 has been reduced to $221,000—a reduction of $24,000, all 
of which is in the central office. 

Mr. Putiurs. But you still want 31 people for a dead-duck agency. 

Mr. Harpy. The field is not directly under my supervision. The 
principal justification for the staff which now operates in field offices, 
which has been handling this sort of work, is, I am sure, in connection 
with the speed-up of the Lanham Act disposition and in connection 
with similar types of housing market analyses in the field offices. It 
should be pointed out that there had been a virtual suspension of the 
disposition of World War II housing, and we have been working with 
the military to get agreement on those for which they have no fore- 
seeable need, so “they may be made eligible for disposition. In con- 
nection with the work of the Administrator on that matter, there are 
clearances which have to be made at the local level with the military 
and others in an effort to speed up that kind of activity. 
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StuM CLEARANCE AND URBAN REDEVELOPMENT 


Mr. Putiuies. Mr. Keith, will you turn back a moment to some- 
thing I started to ask you about the advice that you would seek of the 
local communities, when you go in with a slum-clearance program, 
where you ask for certain information. Do you require them to fur- 
nish information as to the steps they have taken toward getting bids’ 
You had discussed that, but apparently you did not go very deep into 
the competitive thing. 

Mr. Kerrn. If the local agency is letting the contract, we require 
competitive bids. 

Now, where the work was to be performed by the city or by a 
department of the city, as a contribution for the project, we feel that 
that kind of operation could be or should be handled in the normal 
course of the city’s operation, and we do not feel that it would be 
proper on the part of a Federal agency to attempt to set up specific 
requirements as to how the city is to operate in public contracts for 
construction. 

Mr. Puiurrs. Well, yes and no. Mr. Keith, there is no reason to 
be embarrassed in finding out from anybody how they spend public 
money. That matter has alre: ady been decided by the Supreme Court 
of the United States, so we do have a concern from now on on just 
how money is being expended, in seeing that it is being spent the best 
possible way. 


CALCULATION OF COSTS TO THE FEDERAL GOVERNMENT 


Now, let me come back to the other question I was talking about 
with reference to the contribution, which I have set up as two-thirds— 
and I may be wrong in some of the figures, but I am just giving this 
by way of illustration. 

First of all, what would you say was the average amount that we 
would spend, where we were taking a piece of property, and where we 
graded an area, cleaned up an area for slum clearance and took the 
property from a private builder and turned it over to some other 
agency to build houses. 

Mr. Kerru. Yes 

Mr. Putiirrs. What would you say was the average rate of write- 
down we might take on that property ? 

Mr. Keirnu. On the basis of our experience so far, the writedown 
would average about two-thirds; that would include both the Federal 
and local participation. 

Mr. Pnitiirs. Suppose we take a multiple of $1,000, and suppose 
you have a site that cost, in order to get the ground and clear it, $1,000. 
Now, apparently the local contribution is not in cash, but it is in parks, 
playgrounds, maybe, which we will put at one-third, or about $400, 
or maybe a little under. 

Mr. Kerrn. That would be high. 

Mr. Puiturs. What I am attempting to do is to get the gross value 
of the land up to $1,400, using my figures, or $1,300, we will say 
T am not so concerned about the exact amount. Now, you write that 
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down two-thirds, and the value of that in round figures would be 
$1,200 net for the Federal value, on which to establish the Federal! 
program. ‘That means $800 to the Federal Government, if my figures 
are used, and $400 for the local community. 

Then you say the local community has already made its contribu- 
tion by the $400 it has given, and the Federal Government puts in $800 
of the amount of money that is involved. 

Now, it seems to me that what you really have is a piece of ground 
that had been written down from $1,000 to $700 or $800, and that the 
Federal Government’s contribution was two-thirds of that, which 
would make it look to me as though the difference between the $800 - 
and maybe $550 or $600 would be the correct amount. 

I may not have made this very clear. I think I am clear on the 
amount, but I do not think you have used the right figures as a basis 
for the Federal Government’s two-thirds of the amount. Is it clear 
to you?’ 

Mr. Kerrn. Congressman Phillips, under the law that is the way 
it is arrived at; that is the way the cost has to be calculated. 

Mr. Pururrs. That is written into the law itself ? 

Mr. Kerrn. Yes. 

Mr. Pumures. Then that is something that may require a little 
legislation. 

Mr. Jonas. May we have the citation to the law to which he is 
referring? 

Mr. Keirn. Section 104 of title I. 

Mr. Frrzparrick. I think what he is talking about is covered in 
110 (b). 

Mr. Prius. Is this going to be rather lengthy ? 

Mr. Keirn. Section 104 of the act establishes the requirements for 
the one-third local contribution. 

Mr. Puitiirs. Yes. Then instead of reading it into the record, 
suppose you give us the citation as to what the authority is. 

Mr. Kerrn. Yes. 

Mr. Pxiuuirs. Or put that in the record. 

Mr. Kerrn. Yes. 

(The information requested follows :) 

The basis for calculating gross and net project costs is set forth in section 
110 (da), (e), and (f) of title I of the Housing Act of 1949, Public Law 171, 81st 
Congress 

Mr. Pnititrs. Then, let us say that the cost of the site and the 
clearance amounts to, we will say, $1,000; the contribution by the 
local authorities represents $300. Am I correct: is that about the 
average ¢ 

Mr. Kerrn. Yes. 

Mr. Puts. I am not talking about how much is taken up in 
parks, and so forth. 

Mr. Kerrn. Our experience, Congressman Phillips, has been an 
average of approximately one-half of it has been provided in cash. 
I think I have a breakdown of that here. 

Mr. Puruurrs. Well, if your idea was to get one-third in cash from 
the local group, that is about $330 altogether, which would be about 
$165 for land. So what you are saying is that when you compute the 
cost, you do not take into consideration in any way what was given in 
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the way of land, by way of contribution by the local community as an 
aid in fixing the value of the land. 

Mr. Kerrn. That is, the land contribution— 

Mr. Puitures. I am referring to parks, street lights, and so on; 
you do not add that to the value of the land? 

Mr. Keiru. No, because under the statute—— 

Mr. Prius. You say that you may not do that ¢ 

Mr. Kerru. No; that is statutory, and that is added to the cost of the 
project. 

Mr. Purtcies. I still cannot figure out why that cannot be counted 

n figuring the two-thirds value of the land. 

Mr. Firzearrick. Perhaps I can clarify it this way: Suppose the 
land, cleared, cost $1,000. 

Mr. Puinurrs. Yes. 

Mr. Frvzparrick. And that the Improvements, which the locality 
has installed, amount to $200. 

Mr. Puruies. Yes. 

Mr. Firzrearrick. And those improvements consist of sewers, streets 
within the site, and so on, 

Mr. Puiuirs. Yes. 

Mr. Frrzpearrick. Which are needed in order to sell the land for the 
purpose contemplated in the redevelopment plan for the area 

Mr. Puinuirs. Yes. 

Mr. Frrzearrick. Making the cost $1,200. 

Mr. Puiuies. That is right. 

Firzparrick. You write the value down to, say, $300, so that 
you have a $900 loss; $600 comes from the Government; $300 is the 
local community share. Of that amount, they have already provided 
$200 in the way of site improvements, and $100 has to come in cash 

r from other sources. 

The reason for counting the $200 they have expended on public im- 
provements is because under the statute you may only count what is 
required in order to make the land usable for the purpose for which 
you are going to dispose of it; they must be facilities which are essen- 
tial to serve and support the new uses of the land. 

Mr. Pnituirs. Then, according to you, the limitation of the Federal 
contribution is $600. 

Mr. Firzrarrick, That is right. 

Mr. Putiures. On that particular project. 

Mr. Frrzearrick. Yes. The citation to that is section 110 (d) (e) 
(f) of the 1949 act, Public Law 171, title I. 

Mr. Puiurs. Well, I will have to give that a little thought. 

Mr. Kerru. You might be interested to know in connection with 
that, what the average experience has been in making up our local 
grants-in-aid on the projects actually approved to date. 

7 Puituies. Yes. 

. Kerri. On those projects the total local grant-in-aid require- 
me - was $35,352,000, of which $17,824,000 is to ‘be provided in cash; 
$2,839,000 represents the value of the land which will be donated to 
the projects. 

Mr. Puitures. $2.8 million ? 

Mr. Kerru. $2.839 million. 

Mr. Puitures. That was the communities’ contribution ? 
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Mr. Kerru. This is the figure I am citing, which goes to make up 
the total local grant-in-aid requirements on these projects of $35,- 
352,000. And, as I said of that, $17,324,000, or approximately half, 
is in the form of cash to be supplied by the local governments. 

Mr. Puitiirs. Yes; suppose you put that breakdown in the record 
at this point. 

(The information requested follows :) 


Distribution of gross project costs and financing of net project costs, projects under 
loan-grant allocation as of Feb. 28, 1953 


{Dollars in thousands] 


Amount | Percent 
Gross project costs 
Survey and planning $1, 798 1.3 
Land acquisition and disposition } 95, 010 69. 1 
Relocation 1, 189 9 
Site clearance } 2, 160 1.6 
Site improvements 7, 398 5.4 
Supporting facilities 12, 379 9.0 
Interest : 6, 331 4.6 
Project administration and overhead 5, 101 3.7 
Contingencies 6, 071 4.4 
Total, gross project cost 137, 437 100.0 
Less disposition proceeds 32, 593 23.7 
Net project cost | 104, 844 76.3 
Less local grants-in-aid 
Cash 17, 324 12.6 
Land donations 2 839 21 
Demolition and clearance 434 3 
Site improvements 2, 376 1.7 
Supporting facilities 12 379 9.0 
Subtotal, local grants 35, 352 25. 7 
Federal capital grant 69, 492 50. 6 


Mr. Pruuies. Now, first of all, you take the land contributions, land 
and improvements contributed in order to create a price on which 
you establish this two-thirds contribution; then you turn around and 
permit the local agency to take their land and improvements con- 
tributed as a part of the one-third. You cannot use it twice. You have 
either got to use it once, when you-—— 

Mr. Keirn (interposing). As pointed out, we use the statutory 
formula. 

Mr. Puss. Be that as it may; that is another job which may 
require the attention of our subcommittee. 

Mr. Corron. Would you please see if you can figure out any way 
you can justify the local community, under the terms of the act, 
adding their contributions in order to build up the amount it repre- 
sents of the Government’s contribution, and then use the same amount 
of money to reduce the two-thirds? 

(Off-record discussion.) 


HOUSING RESEARCH 


Mr. Puitiies. Mr. Orendorff, can you tell us how much it cost to put 
this publication out? 
Mr. OrenporFr. The contract amounted to $34,000. 
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Mr. Puituws. And how much have you received in the way of 
sales ? 

Mr. Orenporrr. We are selling that volume through the Superin- 
tendent of Documents at $3 a copy. 

Mr. Puitiies. And you have received how much? 

Mr. OrenpborFF. T he last re port we had showed 200 e opie s sold. 

Mr. PHtutes, Th: at is $600? 

Mr. OrenvorrF. Yes. 

Mr. Purutrs. Thank you very much. That is, on $34,000 you have 
recovered $600. 

Mr. Orenvorrr. I should like to state in that regard that of the 
publications at the Government Printing Office, we have sold 444,000 
copies. 

Mr. Priciies. For how much money ? 

Mr. Orenporrr. I do not have the total amount, but the prices of 
the pamphlets range from 15 cents to 35 cents, approximately, apiece. 

Mr. Tuomas. You have recovered about 1.78 percent on your invest 
ment. That is pretty good. 

Mr. Pumutrs. Should you not also say that you did not get this 
money back in your hi unds: it was recovered into the Treasury ? 

Mr. Orenvorrr. Yes; it was recovered into the Treasury. 


Drrensk Houstne ProGRaAm 


Mr. Putiurrs. We will come back now to Mr. Hardy : Do you not 
think that $245,000 is a little bit high for an agency that is in the 
process of almost immediate liquidation? 

Mr. Harpy. If I may repeat, Mr. Chairman, we have reduced the 
amount in Washington in connection with this budget. It will be 
down—first, I should say that in the first 6 months after June 30, there 
will be a considerable volume of work which must be done in con- 
nection with winding up some 210 programs, which are outstanding, 
in terms of revision, in connection with the program, and in con- 
nection with work also assigned to this staff, on the basis of the Ad- 
ministrator’s responsibility for the disposition of World War IT land 
projects. 

Mr. Puiturres. The Administrator’s letter, under date of February 
2, 1953, canceling the supplemental program appropriation, that is, 
for the supplemental request, referred to $17 million funds released 
by cancellation of certain projects. What was meant by that? 

Mr. Harpy. The $17.5 million is the balance actually on hand out 
of money so far appropriated for actual direct Federal construction 
of temporary housing to serve military purposes. The situation in 
that connection, at this end, frankly sts ands this w ay at the moment: 
We are at present in possession of requests from the military for hous- 
ing assignments for temporary construction, and the amount equals 
about twice the $17 million—between $35 million and $36 million. 
There have been, however, sufficient changes in military plans in the 
last 2 or 3 months, and there has further been sufficient change in the 
position of the services as to types of temporary housing, which they 
feel is needed 

Mr. Puitairs. There has also been a very marked change in the 
location of people. 
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Mr. Harpy. There is no question about that, and it has made it 
extremely difficult to handle. As a result of the actual substantial 
program change—— 

Mr. Puinurrs. And there has been an increase in the amount of 
housing constructed by private industry. 


LOCATION OF DEFENSE HOUSING PROJECTS 


Mr. THomas. I suggest that we get a list of the locations. 

Mr. Puiturs. Yes. A lot of houses have been built by private 
industry in many communities. 

Mr. Harpy. That is right. 

Mr. Putiiirs. Will you put in the record at this point a list of the 
loc ations where you have requests for houses of this kind, and their 
cost, which makes up the $17.5 million estimate ? 

Mr. Harpy. Yes. 

Mr. Pures. The military indicated about $35 million. 

Mr. THomas. $35 million. Will you indicate where they are? 

Mr. Pups. Yes. ; 

Mr. Tuomas. Do you have them there? 

Mr. Harpy. Yes; I can supply it. 

Mr. Tuomas. Do you not have them now ¢ 

Mr. Harpy. I do have them, but it will take a few moments to go 
over them. They are found on several pages—they run over 45 or 50 
places. 

Mr. THomas. You might indicate the type of housing as you go 
along. 

Mr. Putiuies. And justify the desire for 7,500 trailers; 5,318 family 
units, 1,413 rehabilitated World War IT units; and 1,659 relocatables, 
which means buildings that are in good enough condition that they 
can be moved elsewhere. 

Mr. Harpy. Yes. 

Mr. Pures. The idea is that there are 17 million to 35 million 
dollars’ worth. 

Mr. Harpy. I can list the military installations, where these come 
from. 

Mr. Pumps. Are they all military? 

Mr. Harpy. They are almost all military. 

Mr. Putixiies. The $35 million and the $17 million are both military ? 

Mr. Harpy. Yes. 

Mr. Putrires. And you tell the committee now that there are not 
52. but about 45 different places? 

Mr. Harpy. The number of places? 

Mr. Putruips. Yes. You say it is approximately at 52 locations? 

Mr. Harpy. Yes. 

Mr. Putturres. Very well, give them for the record. 

Mr. Harpy. Brunswick, Maine, Navy. 

Mr. Puitiurs. How many at Brunswick ? 

Mr. Harpy. Fifty trailers. 

Mr. Putturrs. Suppose you give the number at each place and each 
type? 

Mr. Harpy. Charleston, Maine, Air Force, 30 relocatables, 

Portsmouth, N. H.—Kittery, Maine, Navy, 50 trailers. 
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Winter Harbor, Maine, Navy, 25 relocatables. 

Dover, Del., Air Force, 300 trailers and 300 temporary units. 

Chincoteague, Va., Navy, 100 trailers and 50 relocats ables. 

Newport News, Va., Army, Air Force, both in that area, 300 trailers 
and 600 temporary family dwelling units. 1 should add that only 
the 300 trailers are supportable for immediate assignment. 

Anniston, Ala., Army, 100 trailers. 

Foley. Ala.—Here is one that I have corrected, industrial area, that 
has not been certified at present as a critical defense housing area, 
for which there is a request for 50 trailers, and 90 rehabilitated Lan- 
ham units. 

Eglin Field, Fla., Air Force, a request for 300 temporary family 
units: 500 relocatables. 

Marianna, Fla., Air Force, 125 temporary family units. 

Orlando, Fla., “Air Force, 200 relocatable units. 

Valdosta, Ga., Air Foree, 160 relocatable units. 

Warner -Robins, Ga., Air Force, 400 relocatable units. 

Milan, Tenn., Army, 500 relocatable units. 

Ramey Air Force Base, P. R., Air Force, 100 trailers and 200 tempo 
rary family units. 

Portsmouth-Chillicothe, Ohio, AEC, new installation, 250 trailers 
and 350 temporary family units. 

Kinross Air Force Base, Mich., Air Foree—— 

Mr. Jonas. Is that in addition to money appropriated to them? 

Mr. Puitiips. Yes; is the AEC getting a handful of money out of 
this thing, too / 

Mr. Harpy. This is for housing construction; this is the only ap 
propriation that may be used for this purpose. This was worked out 
by an exchange of letters between the AEC and the Housing Ad- 
ministrator. The Portsmouth-Chillicothe, Ohio, project is a new in- 
stallation for the AEC, and in terms of that arrangement, the need 
for family housing of temporary character to serve the cons aruetion 
workers, was to be the responsibili ty of the Housing Agency and AEC 
was to use no funds for that purpose. ‘The AEC assumed responsi 
bility for providing necessary temporary quarters for single workers. 
I am talking now about arrangements to take care of the demands 
that for temporary housing units for men in the construction period 
of that particular plant, and the figures I gave to you relate to the 
temporary housing. 

Mr. Puiiurirs. Very well, proceed. 

Mr. Ifarpy. Kinross Air Foree Base, Mich., Air Force, 250 tem 
porary housing units. 

Baraboo, Wis., Army and industrial, 200 temporary housing units. 

Monroe, La.,. Air Force, 150 trailers: 150 relocatables. 

Altus, Okla., Air Force, 100 trailers ; 200 relocatables. 

Ardmore, Okla., Air Force, 200 trailers and 200 relocatables. 

Clinton, Okla., Air Force, 100 trailers and 100 relocatables. 

Abilene, Tex., Air Force, 150 trailers and 150 relocatables. 

Del Rio, Tex., Air Force, 400 relocatable units. 

Kingsville, Tex., Army and Navy, both, 50 temporary family units. 

Harlingen, Tex., Air Force, 100 relocatable units. 

zredo, Tex., Air Force, 200 relocatable units. 

Mission, Tex., Air Force, 100 relocatable units. 
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Victoria, Tex., Air Force, 150 relocatable units. 

Bagdad, Ariz., and this is an industrial area we are serving, having 
a request to supply 80 trailers. 

Flagstaff, Ariz., Army, 200 rehabilitated Lanham units. 

Yuma, Ariz., Army and Air Force, 60 relocatables. 

Mr. Priures. What did you say about Bagdad, Ariz. ? 

Mr. Harpy. Bagdad is an industrial type of activity, 80 trailers. 

Barstow, Calif., Army, 100 relocatable units. 

Marysville, Yuba City, Calif., Air Force, 150 relocatable units. 

Mount Laguna, Calif., Air Force, 30 relocatable units. 

Mr. Puiiures. Will you say = at last one again ? 

Mr. Harpy. Mount Laguna, Calif., Air Force, 30 relocatable units. 

Mr. Puiuirs. And how ame at B: arstow / 

Mr. Harpy. One hundred relocatable units. 

Mount Tamalpais, Calif., Air Force, 18 relocatable units. 

Point Arena, Calif., Air Force, 30 relocatable units. 

Mr. Pumuies. Where was that ? 

Mr. Harpy. Point Arena, Calif., Air Force. 

San Diego, Camp Pendleton, Calif., 250 relocatable units. 

‘Twenty-Nine Palms, Calif., Navy, 400 relocatable units. 

Trona, Calif., 100 rehabilitated Lanham units, and this is the in- 
dustrial area 

Mr. Puriuirs. Before you leave that, you are getting into a field 
that I know pretty well. I hope all of the others are not comparable 
to these. How long have t they been asking you for these units? 

Mr. Harpy. These are as of the 16th of March. 

Mr. Pures. How long ago did they initiate their request ? 

Mr. Harpy. The times will vary among these localities. I should 
imagine they go back as far as 5 or 4 months, ms aybe 6. 

Mr. Pues. Mr. Hardy, I think if you will investigate you will 
find that some of these requests have been made long enough back that 
probably they have already made other arrangements. 

Mr. Frrzparrick. That is the reason for the program being sus- 
pended, because we knew’some of them might be in that state. 

Mr. Pumps. I think you are to be commended, Mr. Fitzpatrick, 
for Ww ithholding any immediate action, because many of them may not 
be needed now, and there is no need to spend all of this money by 
the Federal Government for them. 

Mr. Harpy. The Dalles, Oreg., Army, 300 rehabilitated Lanham 
units. 

Opheim, Mont., Air Fore e, 20 relocatable units. 

Clallam Bay, W ash., Coast Guard, 7 relocatable units. 

That is the list, Mr. Chairman. 

Mr. Pumps. Thank you very much, Mr. Hardy. 

Mr. Tuomas. Where was that last location ? 

Mr. Harpy. Clallam Bay, Wash. That is a Coast Guard station, Mr. 
Thomas. 

Mr. Pumurrs. Mr. Cole, I think this is one thing that you can go 
into that offers an opportunity for economy. It looks’ very much 
as if this program was one that was approached without looking down 
the line to a conclusion, and if it could all be transferred to the FHA 
or the PHA, it seems to me that a few people in the Office of the 
Administrator could certainly handle the supervision of this; and that 
vou could save the better part of the $245,000 requested. 
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Drerensk ComMuNtItry F Aaciniries 


How about the defense community facilities; who handles that? 
Mr. Sewarp. There have been applic ations filed for 240 projects, 
of which to date we have approved 77, and there are others in the 

mill. 

Mr. Prius. Before we take that up, may I suggest that you, 
Mr. Administrator, please not allocate any of the $17.5 million until 
you look into it and consult with the Appropriations Committee 
again. 

Mr. Corr. Yes: I shall proceed in that way. 

Mr. Pumas. You have, in the 1954 budget, an item of $9.6 million 
for loans and advances to be made, and the administrative expense 

about $115,000, 

Mr. Sewarp. Yes. 

Mr. Pruniuirs. For general expenses for locating water and sewer 
facilities in the development of defense areas 

Mr. Sewarp. Yes. 

Mr. Puiuies. — you contemplate the number of projects as 31 
for the fiscal year 1954? 

Mr. Sewarp. Y es: by the end of this year. 

Mr. Pitiuires. Before the end of this fiscal year. I have noted the 
complaint about why this program did not get going faster than 
it has 

Mr. Sewarp. Mr. Phillips, there are several reasons for that. Of 
course, these community facilities for water and sewer in many cases 
are an integral part of the housing development, and until the location 
of the housing has been determined, and the quantity of the housing 
has been determined, it is very difficult to ascertain what expansion 
would be necessary in the existing facilities of the community. 

Mr. Puturrs. Are they only being put into communities for which 
sewers have already been in use / 

Mr. Sewarp. Oh, no. 

Mr. Puitires. How many communities do you know of in the United 

States that are providing such facilities, not paid for by someone else ; 
ths it is, where the people themselves do not put in the facilities and 
pay for them / 

Mr. Sewarp. In most cases, Mr. Phillips. Where there is an exten- 
sion, connecting the house to the facility, it is paid for by the owner. 
But, for example, with respect to water, in many cases there has 
been a large increase in the demand on the source of supply for the 
community, entirely out of line with the capacity or with the normal 
vrowth or expt ansion for that community. 

Mr. Puiiuies. I do not think that covers my question. Do you own 
vour house ¢ 

Mr. Sewarp. Yes. 

Mr. Protirrs. Did somebody else pay for the water connection? 

Mr. Sewarp. No: but my house is not a defense house. It had 
nothing to do with a defense installation. 

Mr. Puitiirs. You are now basing your justification on why we 
should put in water and sewers and other facilities for houses for 
people who are going to live in them. They are on the payroll, and 
I should think their pay is pretty good in defense work. 
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Mr. Sewarp. I would assume that that is true, Mr. Phillips. How- 
ever, we have a problem here in the communities that have experienced 
terrific growth, and by that I mean where the population oe more 
than doubled frequently, not just 20 percent. 

Mr. Putiurrs. Mr. Seward, these are loans? 

Mr. Sewarp. Some of them are loans, and some are grants. 

Mr. Prius. In a defense area they might be a loan—— 

Mr. Sewarp. These are all defense areas, of course. 

Mr. Priuirs. Is not the community going to tax these people after 
they are through with this defense program ¢ 

Mr. Sewarp. If the people stay there; yes. 

Mr. Priiirms. Well, if they do not stay there, somebody else will 
occupy the houses. 

Mr. Sewarp. Possibly they will; but sometimes they do not, and 
sometimes these houses stay there until they become a oahost town. 

Mr. Puituirs. How many of the 31 projects do you contemplate 
possibly here would become ghost towns eventually ? 

Mr. Sewarp. Well, I do not know actually that any of them would. 
There are 77 such projects that have been approved. 

Mr. Pups. I have just two questions, Mr. Seward: First, do 
you not think that these approvals, under the circumstances, should 
be reviewed rather carefully to see whether it might not be possible, 
and whether it is desirable for the cities or the States, possibly, to 
assume the obligation? Who decides as to whether it should be a 
gift oraloan? Is it just a matter of decision in your own agency? 

Mr. Sewarp. No. The act very specifically states the conditions 
that have to be met by these local communities before they are eligible 
for a grant. 

Mr. Puiauirs. It says how much the taxing power is? 

Mr. Sewarp. No, sir; it does not put the actual figure on it, Mr. 
Phillips. 

Mr. Puiturrs. What would you say the area of opinion is? 

Mr. Sewarp. The area of opinion is what portion of this proposed 
public works can the local community finance, without an undue or 
excessive increase in the tax burden. 


SALARIES AND EXPENSES 


Mr. Puruiies. You want $115,000 for the next year? 

Mr. Sewarp. Yes. 

Mr. Puituirs. That is coming out of the budget? 

Mr. Sewarp. That is all budget; yes. It is authority to use funds 
already appropriated. 

Mr. Puiiiies. You contemplate how many people? Sixteen? 

Mr. Sewarp. Nine people. 

Mr. Puiturrs. You are changing it to nine? 

Mr. Sewarp. Yes. 

Mr. Putures. But you have not reduced the $115,000? 

Mr. Sewarp. I beg your pardon; it is 16, Mr. Phillips. 

Mr. Puituips. Sixteen. You had 22 this year, and you had 3 only 
the year before last ? 

Mr. Sewarp. Yes; because the program was not in operation in con- 
nection with the defense community facilities handled. 
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PUBLIC ILEALTIL SERVICE 


Mr. Puiturs. What is your connection with the Public Health 
Service ? 

Mr. Sewarp. In connection with the Public Health Service, this 
particular act provides they shall furnish two things. If a case in- 
volves a new or increased water supply, providing that is an obliga- 
tion of the Housing and Home Finance Agency—to assist with sup 
plying pumps, transmission mains, and so on. But if the water has 
to be treated that is up to the Public Health Service to go in and pro 
vide assistance for a treatment plant. 

Also, at the sewer end, the collection lines, and so forth, are the 
responsibility of the Housing Agency, and somewhere along the outfall 
the Public Health Service builds the sewer treatment plant where that 
is required. 


LIST OF PROJECTS APPROVED 


Mr. Puiures. I will ask the reporter to put in the record the tab 
appearing on page C-4 of the justification, which shows the commu 
nity facilities, projects approved through December 31, 1952 

(The statement referred to follows:) 


Community facilities projects approved through December 31, 1952 


| 
| | Amount of HH FA assistance 
Type of project Number |Applicants’ 
J of proje 





ipproved funds 
Grant Loan otal 
Sewer. . 29 | $2,128,110 | $4, 446,389 | $1, 522, 100 
Water | 23 9, 934, 455 5, 401, 454 764, 800 
Water and sewer. . 6 264, 861 687, 538 649, 000 
Others! \ ; | 3 | 221, 000 451, 200 
Total__. " 6s | 61 12, 548,426 | 11,046, 581 2, 935, 900 13, 982, 481 


. 
1 Streets, fire, and police protection projects 


Mr. Puiutrs. May I ask if you know any reason why the com- 
munities and the cities should not have the support of the States in 
doing this work? 

Mr. Sewarp. I do not know of any State that would have the author- 
ity to spend State funds for local work of that nature. And I am 
not sure the States would have the money to do it. 

Mr. Puiuies. I might raise a question particularly as to the last 
statement. Are you sure that the States do not have authority to 
obligate funds for such purposes ? 

Mr. Sewarp. | would doubt it. 

Mr. Putuies. For local work. 

Mr. Sewarp. I do not think the States would have the authority to 
expend funds for this type of program. 

Mr. Puutures. I still want an answer to the question, because I 
think the States are doing that right now; especially California. 

Mr. Firzparrick. California probably has the authority. 

Mr. Puiures. If California has, other States can get it? 

Mr. Firrzearricx. Most of the States would not have authority to 
spend State money for improvement in localities. 
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Mr. Puuuirs. But they could get it? 

Mr. Sewarp. Possibly. 

Mr. Puiirs. I was under the impression that they could. 

Mr. Sewarp. I do not think they can. 

Mr. Puituirs. That is something we will need to look into. 

( Off-record discussion. ) 

Mr. Tuomas. What part of this $115,000 is to finance community 
facilities of the $17.5 million worth of defense housing that may or 
may not be built? 

Mr. Sewarp. Mr. Thomas, I do not think any of it will be. 

Mr. THomas. That goes into the other part of it ¢ 

Mr. Sewarp. Yes. 

Mr. Trromas. What are you going to spend this $115,000 appropria 
tion for? 

Mr. Sewarp. Mr. Thomas, these funds will provide our adminis- 
trative expenses for this program. The appropriations that are avail- 
able under Mr. Cole’s administration for this activity are not going 
to meet the demands; this is just demands that presently exist and 
on projects approved or about to be. 

Mr. Tuomas. The point you are raising is that this is not just 
starting new housing, but is to complete something thet has already 
been started ¢ 

Mr. Sewarp. It will be to complete facilities which are required by 
programmed housing, in many cases. 

Mr. Thomas. You are not going to make any new starts? 

Mr. Sewarp. No; we cannot. 

Mr. Trromas. Where will it be spent? 

Mr. Sewarp. A good portion of this will go to Ohio to meet the 
demands of the Atomic Energy Commission. 

Mr. Tromas. This is not for new starts, but the completion of old 
starts ¢ 

Mr. Sewarp. To serve housing that is already in the program, and 
being built. Mr. Thomas. : 

Mr. Frrzparrick. This is not for new housing construction, in- 
cluded in the $17 million. We have made arrangements with the 
military to supply the water and utilities services from the posts in 
those cases. 

Mr. Toomas. This will go into the industrial uses—— 

Mr. Sewarp. For private housing programs; yes. 

Mr. Pinus. I forgot to ask you one question: What was the Pub- 
lic Health Service to spend the $8 million for? 

Mr. Sewarp. For water treatment and sewage treatment. 

Mr. Pruiurrs. Which are given to the community ¢ 

Mr. Sewarp. They make a deal with the community on the basis 
of a loan, or grant, or both. 

Mr. Pures. Who decides how much is loan and how much is 
grant ¢ 

Mr. Sewarp. That is the Surgeon General; he approves that. 

Mr. Frrzparrick. That is for facilities which, under section 316, 
they have responsibility for. In our case it would be the Adminis- 
trator who makes the decision. 
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ALASKA HovusinG 





Mr. Priuiprs. We will take up next Alaska housing and insert page 
E-5. 


(The information follows:) 


The program under the Alaska Housing Act has brought about the construction 
of a volume of new, standard housing for private ownership and management un 
precedented in recent Alaskan history, as shown by the following table: 





Units in projects started under Public Law 52 program through Nov. 30, 1952 a famil 
umnily 
l With primary revolving fund financing 2 
Partially financed by revolving fund 2 
Subtotal, revolving fun 51 626 
With FNMA rancing 1, 972 
With private financing 760 
Potal }, 263 947 


Maybe you had better give us a thumb-nail sketch of how we got into 
this, and a history of wh: it has been going on in the past, with parti- 
cular emphasis on whether or not you would consider this a suecessful 
program. 

Mr. Sewarp. As to whether or not it is a successful program, Mr. 
Phillips, I would say definitely “Yes.” bape I think, accomplished 
a great deal with respect to housing in Alaska under this program. 
I do not think that the job is, by any penta h of the imagination, any 
way toward completion. There is still a vast amount of work to be 
clone. 


AVERAGE COST OF HOUSING IN ALASKA 


Mr. Putuirs. What is the average cost of the housing? 

Mr. Morse. The average cost of a single-family house runs around 
$16,000, 

Mr. Puitiirs. How many rooms? 

Mr. Morse. That would be for two and three bedrooms, with a 
garage in some areas. 

Mr. Annrews. That isa detached house ? 

Mr. Morse. Yes. The cost has been running somewhat less for 
multifamily units. We are at the point where we are—— 

Mr. Puiiuirs. Do you try to rent most of them, or do you try to 
sell ¢ 

Mr. Morse. Both. 

Mr. Pruuirs. Are you successful in selling them ¢ 

Mr. Morsr. Yes: these are loans, of course, and the owners do t] 
selling. 

Mr. Puimurvs. Are they all occupied ? 

Mr. Morse. There were some vacancies in connection with housing 
that was completed late last fall. They are very rapidly being oc 
cupied, and they will be between now and the early summer. 

Mr. Putuirs. How long have they been completed, and how lon: 
were they unoccupied 4 
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Mr. Morse. Only during the winter months; those that were com- 
pleted after November. 

Mr. Puuuirs. Now, tell us how we got into this Alaska program. 

Mr. Sewarp. Do you want to start, Mr. Morse? 

Mr. Morse. The Alaska program was authorized in Public Law 
52, Alaska Housing Act, which came into being in the spring of 
1949. In addition to this revolving fund program, which is handled 
by the Administrator, the act also enabled the FHA to insure mort- 
gages on a more liberal basis than mortgages are insured in the States, 
and it authorized the Federal National Mortgage Association to make 
loans, either insured by the FELA or guaranteed by the Veterans’ Ad- 
ministration. Also FNMA is not subject to some of the requirements 
in connection with mortgage provisions that are required in the States. 

Mr. Prinuies. As a matter of fact, Mr. Morse, would this be a fair 
statement, that you have before us 4,210 units to start with, a pro- 
gram up to about the first of December of 1952 ? 

Mr. Morse. I think that—— 

Mr. Prius. And is it not further true that only 20 percent of 
this—approximately 21 percent of this is financed through the re- 
volving fund that you talked about ? 

Mr. Morse. Yes. 

Mr. Piu.irs. In other words, 6 percent were partially financed 
that way; 73 percent were financed through FNMA. 

Mr. Morse. I do not know where you get those figures from, Mr. 
Phillips. 

Mr. Putures. I am getting them out of your justification. 

Mr. Franvz. The percentage of Fannie May financing does not 
sound right. Your figure sounds about right as to the percentage of 
those which were privately financed under either FHA insurance 
alone or with combined FHA and FNMA financing. 

Mr. Puiiures. The military is also building. 

Mr. Morse. At two principal points. 

Mr. Puiiirs. At two principal points. 

Mr. Morse. Yes. 

Mr. Putiuirs. When you get right down to brass tacks, Mr. Morse, 
why do you have to have a group of people handling this? Why 
should it not be handled through FNMA, which does 70 percent, or 
most of it now # 

Mr. Morse. FNMA were the first ones to build units, and that was 
at the time when they were building units under title 608 of the 
Housing Act, which permitted FNMA to loan construction funds. 

That title is no longer effective, and as a matter of fact, the FHA 
is giving very few, if any, additional commitments on rental units at 
the moment. 

Mr. Putters. In the meantime the military has stepped in and 
begun to build housing for itself in that area; and also private build- 
ing has increased. 

Mr. Morse. Private building has increased on the basis of FNMA 
taking action, and has increased primarily as a result, I believe, of 
what we have done with the revolving fund. 

Mr. Prizes. I wonder if this does not raise a question of the ad- 
visability of advancing the amount of $8 million, with the request 
for next year, in addition to the $4 million. 

Mr. Frantz. There is not a request for an additional $4 million. 
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Mr. Puss. That is for what? 

Mr. Franrz. That is the estimate of the new loan commitments 
against the revolving fund. 

Mr. Puiutes. But that came under new housing, indicating you 
wanted it out of the revolving fund next year. 

Mr. Franrz. Yes. 

Mr. Pumauirs. If the military is in it, if FNMA is handling a good 
portion of it, and if private builders are entering into it. why do we 
need to put any init in it out of the revolving fund ¢ 

Mr. Morse. I do not know of any current F NM A commitments to 
make loans, except on units that are under construction. 

Mr. Bauguman. FNMA has wundisbursed commitments of $¢ 
million in Alaska, covering about 500 units. Most of those woul 
under construction. 

Mr. Puiturrs. How much of the money out is represented in 
delinquent payments. 

Mr. Morse. We do not have very much in delinquent payments, 
Mr. Chairman. 

Mr. Pures. You have $1.6 million, and you have about 10 per- 
cent; that is pretty high ? 

Mr. Morse. Those de ‘linquencies are the result of special conditions, 
delay in construction and completion, where the estimate as to the date 
on which income would result from the project was advanced too far. 

Mr. Punuirs. What is the anticipated loss? 

Mr. Morse. We have no concern over losses in connection with this 
program at all. 

Mr. Puitures. I notice this, reading from your justification, the 
Division of Planning and Programing is justified to a certain extent 
on the basis of responsibility for overall planning. You have a 
planning function in your agecy. 

Is there not duplication in functions there? 

Mr. Morse. We have no planning in this. 

Mr. Puituirs. You do no planning for yourself? 

Mr. Morse. We rely on surveys made by the FHA and others. 

Mr. Purmuos. How much in the way of coordination and liaison 
exists between you and the military authorities? In connection with 
the determination of need, concerning where the housing is going to be. 

Mr. Harpy. Actually, we have handled that kind of liaison in 
connection with this program. As a part ze the regular program 
responsibility under the defense program, for the last 2 years, we 


i be 


have had very close contact with the officials of the Armed Forces 
Housing Agency on all programs, and we check with them. We use 
that part of the Defense Establishment to answer questions as to the 
military plans and requiremeuts as they affect all the defense activities 
of the Agency. 


RESCISSION OF ALASKA HOUSING ACT FUNDS 
Mr. Pures. In dealing with Alaska, the situation is similar to 


that of the States—and I have just been handed this note by the 
Administrator concerning Alaska housing which states: 


Of amounts heretofore appropriated under this head for the revolving fund 
authorized by the Alaska Housing Act, Public Law 52 (Sist Cong.), the Admin 
istrator shall cause to be covered into the Treasury a total of $5 million in one 
or more deposits as soon as practicable, but not later than June 30, 1954. 
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Mr. Franrz. Mr. Chairman, that is a part of the revised budget 
determination, which has been sent up. Iam sorry to say that in the 
package comparing the original estimates and the revised estimates 
that item inadvertently got omitted, due to the haste with which it was 
prepared. But it is a part of the same submissicn. 

Mr. Pures. I think the paragraph in which Mr. Seward sums 
this up right nicely, and from which I now quote in its entirety is 
as follows: 

In spite of the significant gains which have been made, eventual solution of 
the problem lies in finding methods to produce housing at lower costs and prices 
Local financing and building with local designs and materials must be much 
further developed before the cost problem-can be solved on a long-range basis 

I think that sums up in a very nice way. what the committee has 
in mind: that we are getting ourselves involved in Alaska in a pro- 
gram which is very doubtful under present conditions, and which 
should be explored more thoroughly before we go any more deeply 
into it. 


Houstinc Loans ro EpucarmionaL INsrirurions 


Mr. Puitties. We will take up now the item for college housing, 
loans to educational institutions, and insert page E-8 at this point. 
(The information follows :) 
Housing AND HoME FINANCE AGENCY, OFFICE OF THE ADMINISTRATOR 
Housing loans to educational institutions—Program highlights 


[Dollars in thousands 


1952 1953 


1954 


| 
Actual, Estimate, Estimate, 
| 


eferr 5 40 
Approved 2! 85 
Carried over 55 35 

imounts, approved applications 
Commitments ; $19, 304 $74, 600 
Disbursements $862. 5 $22. 000 


Administrative expense 

Man-year 32.1 51 

Staff expenses $212, 610 $349, 000 000 
Services by other agencie $26, 642 $28 000 2. 000 


Total $239, 252 $377, 000 $459, 000 


Would someone like to make a statement to give us a background as 
to how far we expect to go? This program came about after World 
War IT when GI’s wanted to go back to school and the colleges did 
not have any place to house them. Confronted with this condition and 
the historical generosity of the Congress, they undertook to provide 
places to house the students. 

Now, where are we in the program at this time, Mr. Seward? 
Whereas the program continues to decrease, there has been an in- 
crease in the administrative expenses from $239,000 in 1952 to $277,- 
000 in 1953; and you are asking $450,000 for 1954. 

Mr. Sewarp. This program was authorized by the Housing Act 
of 1950, and provided for the loans to educational institutions of 
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higher learning, to provide housing facilities to such institutions en- 
tirely on a loan basis. There are no grants whatever; there are no 
subsidies, 

Mr. Putures. Up to 40 years. 

Mr. Sewarp. Yes. 

Mr. Pures. Some of the housing I have seen will not last 40 
years. 

Mr. Sewarp. I would like to comment, generally, Mr. Phillips, by 
going back to the beginning of this program. 

When the war ended, there was such a tremendous influx of stu- 
dents into the various institutions of higher learning, under the GI 
bill of rights, that the Government stepped in to aid these institu- 
tions; and may I add that without Government aid they never would 
have been able to meet the demand to provide facilities. 

I happened to handle a program that involved the dismantling, 
transfer, and reerection and equipping of literally thousands of build- 
ings at institutions of higher learning throughout the country, for 
classrooms, laboratories, and places of that kind. 

That program involved some 1,600 institutions, and the buildings 
came from the facilities that’ were surplus to the requirements of the 
Government. They were from military installations, industrial in 
stallations, and so forth. 

At the same time that program was going on, the Housing Agency, 
of which I was not a part at that time, was handling the provision 
for housing facilities at these institutions. 

Those housing facilities consisted of trailers, demountables, and 
so forth—anything the Government had that could be thrown into 
this breach. Much or most of that housing has outlived its usefulness. 
The Housing Act of 1950 authorized this loan program to the extent of 
$300 million, of which $100 million has been released by the Bureau 
of the Budget. Those are all on loan projects. As ] Say, there is no 
Federal subsidy in that. 

Mr. Putmures. And no interest is collected ? 

Mr. Sewarp. Yes; interest is collected. 

Mr. Puitiuips. At what rate? 

Mr. Sewarp. The going rate of the Treasury. The last ones have 
been at 3.01 percent. 

Mr. Franrz. The going rate plus one “quarter. 

Mr. Sewarp. Yes; plus one-quarter. The projects that have been 
approved to date have been justified along the lines of a defense- 
connected situation, The colleges have a lot of boys coming back 
currently under the GI bill of rights as a result of the Korean 
situation, 

Mr. Puisires. How many projects do you have contemplated for 
next year ¢ 

Mr. Sewarp. Under the college housing program we have cur- 
rently approved 48 projects for a total of $46,181,000. 

Mr. Corron. I live near a college that had quite a large number 
of units right after World War II, and I was up there a short time 
ago and discovered that now they do not have students who are using 
them, and they are renting them to the general public. What is the 
situation on that? 


a RN ris 
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Mr. Sewarp. In that case, we certainly would not approve loans for 
projects to construct dormitories. 

Mr. Corron. I do not think they are asking for any. But here is 
a rather famous American college that now no longer has this need. 
I do not doubt that they have paid for them or helped to pay for 
them, but they are using them for the general public. And then it 
happens that other colleges are benefiting from this program and 
building new ones, and I cannot conceive that there are as many 
veterans coming back now and going to college as there were after 
World War II. 

Mr. Sewarp. I did not mean to indicate they were limited to 
veterans. 

Mr. Purttires. There is no limitation im the law to prevent those 
colleges from building housing, borrowing money for housing that 
they are going to build for veterans and eventually renting them to 
somebody else so long as they pay back the money to the United States 
in 40 years. 

Mr. Sewarp. But that just could not get by. In other words, the 
enrollment and their housing situation would have to be such that 
they had an immediate need for those facilities. 

Mr. Puiuirs. At the time they were going to build. 

Mr. Corron. I will say I am not blaming the college for making 
use of those facilities and renting them to ‘the public, but you have 
just said that these new ones you are building may not necessarily 
be for Korean veterans. What veterans are they-—World War II 
veterans ? 

Mr. Sewarp. They are for their whole enrollment. 

Mr. Corron. You mean just that college’s students? 

Mr. Sewarp. No, sir. 

Mr. Frrzparrick. Mr. Cotton is referring to the reused projects 
which were relinquished to the colleges some years ago. Those were 
for veterans in the early years, but the colleges got title to the buildings 
and they now own them. 

Mr. Corron. I can understand that, but my point is that here is 
a college with a full enrollment, and it does not have that any more, 
but how about these other colleges that are asking for them? They 
are not even for veterans; they are just for anybody, I take it, that 
wants them. 

Mr. Frrzparrick. You are talking about housing at Dartmouth? 

Mr. Corron. Yes. 

Mr. Frezparrick. Dartmouth vastly expanded during the war? 

Mr. Corron. Because of the naval activity up there. 

Mr. Firzparrick. Yes, and now they have cut back. The other 
institutions are institutions which were cut back during the war 
because they did not have the naval-training program, whereas their 
cellege enrollment is now going up substantially— not just veterans, 
but the permanent growth in the student- body enrollment. And they 
are attempting to make permanent provision for increased capacity at 
those particular institutions. 

Mr. Corron. But why do we build these installations for nonveter- 
ans; why do we help the colleges to take care of their increased en- 
rollment ? 
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Mr. Priwirs. 
Hampshire ! 

Mr. Corron. There was a war going on then. 

Mr. Tomas. Let me see if I can throw a little light here. 

When this thing was passed, instead of putting it in FHA, where 
it belongs, where they have the capacity to handle it, they were merely 
giving to the colleges and universities of the country the same rights 
and privileges that you give to private industry and private individ- 
uals to go in there and use Government credit to buy and build homes. 
Of course, they had in mind that perhaps the schools needed it at that 
time worse than at any other time because of the mass of veterans. 
Of course, the veteran population has fallen off 25, 30, or 40 percent, 
but it was to give the universities and colleges the same privilege as 
was given private industry and private individuals. 

Mr. Puiurs. I think the question is, Do we get our money back? 

Mr. Tiromas. They pay every penny back. 

Mr. Coie. We do get it back, ves. There is one thing about it— 
There is a distinction between this operation and FHA, because this 
educational loan is a direct loan by the Government. So it is a little 
different from FHA. 

Mr. Thomas. Of course, FHA is set up to handle it. 

Mr. Coir. No: they are not. 

Mr. Thomas. What is the difference between writing and guaran 
teeing a mortgage, and giving them the cash? 

Mr. Putsims. How much do you anticipate you are going to use 
in cash for loans this year? 

Mr. Sewarp. Our loan commitments for the current fiscal year will 
run up to the $100 million that has been released by the Bureau of 
the Budget. 

Mr. Jonas. On page 406 it says $150 million. 

Mr. Franvz. It is $150 million cumulatively through 1954, Mr. 
Jonas. 

Mr. Jonas. It is $150 million in 1953. 

Mr. Sewarp. No. That would carry through the fiscal year 1954. 
That will be the aggregate total. 

Mr. Puimurps. At the end of 1954, you will have $100 million of 
old and $50 million of new, or a net figure of approximately $150 
million ? 

Mr. Sewarp. That is right. 

Mr. Jonas. Outstanding in loans? 

Mr. Puiturps. Outstanding in loans, less what they have taken 
back. 

Mr. Tuomas. What about repayments; do you have any defaults? 

Mr. Sewarp. No, sir. 

Mr. Putmuirs. None at all? 

Mr. Sewarp. Not yet. 

Mr. Prius. Are all of the loans current? 

Mr. Spwarp. We have had no repayments due yet, Mr. Phillips. 

Mr. Tuomas. It is a 40-year loan, and the program is just 2 years 
old. 

Mr. Sewarp. Last year was the first year we could get started. 

Mr. THomas. They pay back in annual installments? 


For 





the same reason we give naval units to New 
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Mr. Sewarp. Yes, sir. The first installments will be coming due 
next year. 

Mr. FRANTZ. We have had small repayments, Norwich has paid 
off amount due on its loan. 

Mr. Puiairs. Do you really think you have to go into $100 million 
next year ¢ 

Mr. Sewarp. By the end of fiscal 1953 we will be in for $100 million, 
We expect to add another $50 million to that for fiscal 1954. In 
other words, by the end of 1954 we will have committed in this pro- 


eram $150 million. 
LIST OF INSTITUTIONS THAT HAVE APPLIED FOR LOANS 


Mr. Jonas. Mr. Chairman, do you have any interest in having a 
list of institutions that have applied for these loans? 

Mr. Puriurrs. I have no objection to it. Let us have a list at the 
proper place in the testimony of the number of institutions which 
have applied for them and the number of institutions which already 
have them. 

Mr. Sewarp. All right, sir. 

(The information requested is as follows: ) 


Status of applications Juled, ‘ollege housing program, Feb 


Preliml- 
nary 
spproval 
with 
reservatior 


Withdrawn, 
deferred, 
rescinded 


1 $125, 000 


1, 619, 000 


490, 000 

1, 500, 000 

nn0 

112, 000 
O00 
ih) 
000 
mn 

. 000 

000 
OE 


000, 000 : 
5, 000 
000 
650, 000 
i ological Semina 
» State College 425, 000 
niversityv of Idaho , 150, 000 
Knox College 900 
Illinois Institute of Technology . 000 
Monmouth College ; 
Illinois Institute of Technology , 280, 000 
Southern Tilinois University 000 
‘ollege 000 
Lewis College of Science and 245, 000 


300, 000 


Technology 
North Central College 350, 000 | 





Status of applications filed, college 


Indiana 


Kansas 


Kentucky 


Louisiana 


Maryland 
Massachusetts 


Michigan 


Mississippi 
Missouri 


Montana 
Nebraska 


New Jersey 
New Mexico 


New York 


North Carolina 
North Dakota 


Ohio 


Oregon 
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Institution 


Franklin College 
Butler University 
Anderson College and Theological 

Seminary 
Indiana University 

do 

Valparaiso University 
Drake University 
Morningside College 
lowa Wesleyan College 
Simpson College 
University of Wichita 
Kansas State College 
Kansas State Teachers College 
Ottawa University 
Kansas Wesleyan University 
Sterling College 
Georgetown College 
University of Kentucky 
Eastern Kentucky State College 
University of Kentucky 
Kentucky Weslevan College 
Southeastern Louisiana College 
Tulane University 
Centenary College of Louisiana 
Johns Hopkins University 
University of Maryland 
Mount Ida, Inc 
Tufts College 


Northern Michigan College of Ed- 


ucation 
University of Detroit 


Lawrence Institute of Technology 


Mississippi Southern College 
University of Kansas City 

St. Louis University 

Central Missouri State College 
University of Missouri 
Montana State University 
Montana State College 
University of Nebraska 
McCook Junior College 
Hastings College 

Fairleigh Dickinson College 
Eastern New Mexico University 


New Mexico College of Agricul- 


ture and Mechanic Arts 
do 

Rensselaer Polytechnic Institute 
syracuse University 
St. Lawrence University 
Cornell University 
Clarkson College of Technology 
Hartwick Colleg 
St. Bonaventure University 
Alfred University 
Keuka College 
Elon College 
North Dakota Agricultural Col- 

ORE 


| Central State College 


Wittenberg College 

Wilmington College 

Western Reserve University 

University of Dayton 

Antioch College 

Bowling Green State University 

Xavier University 

Wilberforce University 

Kenyon College 

Ohio Wesleyan University 

Ohio Northern University 

Western Consolidated 
Theological Seminary 

Marylhurst College 

Lewis and Clark College 

Reed College 


Baptist 


See footnotes at end of table, p. 1978 


Approved 


$890, 000 
550, 000 


, 755, 000 


632, 000 


, 065, 000 


480, 000 


875, 000 
900, 000 


750, 000 
1, 125, 000 
, 000, 000 


880, 000 
2, 750, 000 
800, 000 


1, 320, 000 


approval 


servation 
of funds 


housing program, Feb. 28, 1953—Continued 


Prelimi- 


nary Withdrawn, 


deferred, 
rescinded 


Under 
with review 


$800, 


3, 600, 000 


$200, 000 
100, 500 
250, 000 


800, 000 


900, 
2, 080, 100 


1, 630, 


185, 000 
450, 000 
700, 000 


300, 000 


, 900, 000 


150, 000 


000 
000 
, 000 


n { 


200, 


500, 000 
80, 000 


350, 0% 


390, 000 
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Status of applications filed, college housing program, Feb. 28, 1958—Continued 


Prelimi- 

nary 

approval Under 
with review 


Withdrawn, 
deferred, 
rescinded 


Approved 


$400, 00 
O00 
O00 
, 000 
000 
OOO 
000, OOO 
355, 000 
1, 060, 000 
. 000 
, 000 


O00 


2), O00 
000 
», OOO 
000 
000 
400, OOK 
500 
1, 250, 000 

1, 000, 000 

160, 000 

$80, 000 
150, 000 


200. OOO 
1, 167, 390 


000, 000 
1, 500, 000 


£50, 000 


000 
000 


600, 000 ‘ 


000 


1, 034, 000 
O00 
000 
350, 000 
, 000 
O00 
5, 000 
O00 O00 
ooo 
O00 
000 ke 
500, 000 
000 
ooo 
000 


Onn) 
000 

1, 250, 000 
125, 000 


46,181,000 | 42,844,179 | 23, 931, 000 23, 310, 289 


ter approval. Applicant to finance construction with 
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Mr. Frantz. There is one comment that applies to both the Alaskan 
and college programs—that is, that on the basis of the collateral sup- 
porting those loans and the interest rates charged for the money, we 
estimate that both programs will be in a surplus position by next 
year after provision for loan reserves. Accordingly the appropriation 
language now submitted in the budget has been redrafted to provide 
that the administrative expenses of both of those programs will be 
paid from earnings rather than from appropriated funds as in the 
past. 

Mr. Puitires. You mean in 1954 they will be paid from earnings ¢ 

Mr. Franrz. During 1954; yes, sir. 

Mr. PHivuips. You mean in Alaska housing ¢ 

Mr. Franz. Both Alaska and college housing. 

Mr. Puiwies. They will be paid out of money that will be collected 
in the program ? 

Mr. Frantz. That isright. But that has not been true in the past. 

Mr. Tuomas. Why weaken the Government’s position? In the col- 
lege program, you let the college pay all that administrative cost, did 
you not’ You are diluting the Government's security when you do 
that. 

Mr. Frantz. No,sir. There will be adequate reserves. 


Hawauan Hovusine 


Mr. Anpbrews. Do you have a Hawaiian housing program ¢ 

Mr. Frrzpatricx. Yes. FHA has an office over there, and we have 
a substantial program in Hawaii of about 3,000 to 4,000 units a year. 

Mr. Putirs. Where does that appear in this justification 4 

Mr. Frrapatrrick. It is not a special program; it is part of the 
regular FHA operation. There has also been a defense housing 
program of about 1,000 units. 

Mr. Anprews. Why was it necessary to have an Alaskan housing 
program by special authorization ? 

Mr. Frrzparrick. The two principal reasons are that there is very 
little private building enterprise in Alaska and very little private 
financing in Alaska. That is not true of Hawaii. You have a well 
established building industry and have a large number of lending 
institutions which do participate in financing residential construction, 
which you do not have in Alaska. 

Mr. Anprews. How long has FHA been operating in Hawaii—from 
the beginning of the program ? 

Mr. Frrzparrick. I do not know whether it has been operating 
from the beginning or not, but for a substantial period of time. 

Mr. Putuies. I think it is very interesting to note that it would 
be very well for you to look up and put in the record at this point 
the date of the first expenditure of money on any part of the Hawaiian 
program. 

Mr. Anprews. For FHA, that is. 

Mr. Puitiirs. For either one. 

Mr. Anprews. What about Puerto Rico? 

Mr. Firzparrickx. The same situation is true of Puerto Rico. There 
is no special program there. 
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Mr. Anprews. They operate the same in Puerto Rico as they do 
in Hawaii? 

Mr. Frrzpatrick. And you also have a number of continental build- 
ers who operate in Puerto Rico as well as on the mainland. 

Mr. Anprews. I just wondered Why the difference between Hawaii 
and Alaska, why you needed special legislation for Alaska and not 
for Hawaii. 

(The information requested follows :) 


Project mortgages insured, 1985-52, Honolulu, T 
Project mortgages Sec. 207 
Units 


Units Amount | Units | Amount 


None None 


cogs 
fetes ‘ latino 
| 


247 | $1, 206, 300 | $1, 206, 

546 | 3, 144,300 | } 3, 144, 

45 325, 600 } | | 325, 

12 60, 500 | 60, 
“7 


= —} a 
tal , aK 7, 61 4, 736, 
construction 


28, 1953 


Home mortgages insured by years 1935-52, Honolulu, T. H. 


Home mortgages, Home mortgages, Home mortgages, 
total new existing 


Cases Amount ases Amount Cases A mount 


$72, 900 § $53, 500 5 $19, 400 
880, 870 j 688, 440 66 192, 380 
615, 300 12! 478, 700 43 136, 600 

, 502, 200 241 }, 110, 490 104 391, 800 

, 572, 300 292 , 241, 900 83 330, 400 

, 521, 100 203 1, 255, 900 67 265, 200 

, 197, 600 2 979, 9OU 44 217, 700 
233, 700 54,1) 39 179, 600 
254, 100 3 167, 100 19 87, 000 

, 182, On0 , 117, 800 12 64, 200 
288, 400. 52 271, 900 4 16, 509 
336, 270 : 20, 700 44 315, 570 

1, 267, 900 ¢ 926, 800 43 | 341, 100 
5, 123, 300 < 4, 400 169 1, 538, 900 
10, 049, 450 54S 5, 367, 50) 460 4, 681, 950 
9, 843, 000 , 399, 000 451 | 4, 444, 000 
15, 660, 250 133, 150 641 6, 527, 100 
17, 924, 450 1, 619, 750 572 6, 394, 700 


69, 525, 090 5, 45% 43, 470, 990 2, 866 26, 054, 100 












LO81 
Loans ror Prerasricatep Housine 
Mr. Puitures. Now let us run hastily through prefabricated housing, 


and we will insert page E-13 in the record at this point. 
(The matter above referred to is a8 follows :) 





Loans for prefabricated housing—Program highlights 





{Dollars in millions] 









| 
Actual, Estimate, | Estimate, Revised, 
| 1952 1953 1954 1054 
vasha ai 

| 
New loan commitments $3.8 $17.0 $15.3 
Loan disbursements 8.6 13.9 18.6 $4.0 
Loan repayments 6.6 21.2 20. 8 4.9 
Cancellation of Treasury borrowings on realized losses 


| 3. 4 | 4.6 4.6 


Outstanding loan balances 10.3 





24 



















' = | Actual, Estimate, | Estimate, Revised, 
Administrative expenses | 1952 1953 1954 1954 
Man-years- ._.. = i ‘ 31.2 | 27.5 35. 0 23.0 










$212, 405 | 
35, 086 | 


Staff expenses 
Services by other agencies 





$187, 000 245, 000 $162, 000 
55, 000 | 













Wh scctabencedbthssiecestbtcbdedaciad 247, 491 | 242, 000 | 245, 000 162, 000 





Mr. Putures. Mr. Morse, how soon are we going to get to the point 
where the pre fab housing industry can just take this over for them- 
selves? Have not we helped them enough so far? 

Mr. Morse. Our authority expires on : June 30. 

Mr. Franz. June 30 is the shortest answer to your question, Mr. 
Chairman. : 

Mr. Puitures. That is a satisfactory answer. In other words, you 
would not object if we limited your joan authority and expenditure 
authority to whatever you need between now and June 30? 

Mr. Franrz. You have already done that. 

Mr. Morse. Not the loan authority. 

Mr. Pures. Not the loan authority, but we have on your expendi- 
tures. In other words, do you think you are going to spend $245,000 
this vear? You have now reduced it to $162,000 in fiseal 1954 on a 
program which expires on June 30 of this year. 

Mr. Frantz. Yes; we do. Frankly, in spite of the small number 
of those loans, because of the complexity of the loan instruments 
themselves and the form of security and the difficulty in servicing 
those that are alive and completing liquidation of those that have de- 
faulted, we think that is necessary. 

Mr. Frrzrarrick. Let me say this: I think it is perfectly fair to say 
our cost of servicing prefab loans is high—there is not any question 
of that—but we got ‘the most of those loans in the program from the 
RFC, which had 31 loan offices scattered throughout the country. 

Mr. Pues. I think that should be emphasized, that you got this 
by transfer from RFC. And when was that? 

Mr. Morse. September 7, 1950. 
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Mr. Frrzparrick. And whereas they had people who could service 
that loan on the spot, we do not. We have to run it out of the Wash- 
ington office, and it does run to a high figure. 

Mr. Prius. That all sounds very well, but you only had 21 of 
those prefab loans to begin with, and ‘by next year it will be down to 
19. And do you mean to tell me it is going to cost $162,000 to service 
19 or fewer loans? 

Mr. Frantz. We estimate there will be undisbursed commitments 
of about $10 million at the beginning of next year. Many of those 
loan contracts provide that with 1 respect to each disbursement of 
funds—— 

Mr. Puiiiies. How much did you say there was going to be? 

Mr. Frantz. $10 million. 

Mr. Pures. $12,525,000 is what I have. 

Mr. Frantz. We have gone over this program and revised the 
estimates. 

Mr. Puituirs. You also said with some pride to our investigators 
that these loans are all in a sound financial condition. 

Mr. Frirzparricx. I think we were speaking there of loans which we 
have made since the program was transferred to us. We have three 
defaulted ones that were transferred. We are in process of liquidat- 
ing those, and we did take a loss on the loans transferred. Congress did 
ask us to liquidate those loans, and we have set up a reserve on our 
books which we estimate is adequate to cover the loss sustained on 
loans we got by transfer, including the three in default. 

Mr. Puituirs. Why could not you collect back these loans and get 
out of this business, get them refinanced and forget about this business ? 

Mr. Morse. Some loans are being liquidated, ‘and that is being done. 

Mr. Puitures. At the rate it costs to service them, would it not. be 
cheaper to give a little discount and get out of the business ? 

Mr. Morse. We are collecting 5-percent interest, and we will collect 
enough to take care of our costs. I do not think we would be justified 
in selling at a discount. 

Mr. Prius. Do you know of any bank that lends money that has 
that high a servicing charge on its loans? 

Mr. Morse. This is the interest rate. 

Mr. Puituirs. This is not the servicing charge? 

Mr. Morse. No. 

Mr. Purmurrs. You are asking $162,000 to service not over 19 loans 
with a total face value of $10 million. Do you know of any bank that 
has that high a charge for servicing its loans? 

Mr. Morse. Some of these loans are revolving loans. For instance, 
one recently paid off by a southern company was a loan of $6 million; 
yet. as a result of the revolving features they used over $23 million. 
So the balances you see here are confusing. 

Mr. Putuirs. The balance as of now ? 

Mr. Morse. As of now or at any one specific time. We have on the 
books a loan where the transferred amount | is x lagt tye $4.5 million and 
they have revolved that over less than 3 years to the extent of over 
$23 million. 

Mr. Proiirs. What I am trying to find out is why it takes a man and 

half to service a loan; why it takes 35 men to service 20 loans. 
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Mr. Morse. Because these are loans that are secured by relatively 
short term paper and with respect to the $80,000 disbursed in the year 
we have new loans coming in. There is a constant substitution and 
repayment within the revolving features of the loan. 

Mr. Puiiures. Mr. Cole, that isin your department. You served for 
many years as a member of the Banking and Currency Committee. 

Mr. Morse. I do not think you will find that for the volume of busi- 
ness we handle we are out of line in our costs or even as high as the 
average mortgage company. 

Mr. Putuures. The question before this subcommittee in very simple 
language is whether we have to continue this operation for the benefit 
of the prefab housing industry. It seems to me in reading the record 
that we might confine our obligations to collecting the outstanding 
loans and getting out of the business. 

Mr. Core. Did you catch that we are not continuing it? 

Mr. Prius. We are not continuing it ? 

Mr. Frantz. No, sir. 

Mr. Morse. Our authority expires on June 30, 1953. 

Mr. Frantz. The budget as originally submitted contemplated the 
restoration of the lending authority. That recommendation is with- 
drawn in the revised budget, which assumes that after June 30 there 
will be no further lending authority, and it is entirely a liquidating 
activity—collecting what is due the Government and getting out of the 
business. 

LANGUAGE CHANGES 
Mr, Puitiies. You ask for three language changes in the housing 
lodn program. We will insert page E-2, which specifically requests 
the changes under the heading of “Explanation of Language Changes,” 
(The matter above referred to is as follows :) 


EXPLANATION OF LANGUAGE CHANGES 


In addition to the change in the dollar amounts appearing in the authorization 
language, there are three significant changes: 

1. The language of the 1953 act covered only the prefabricated housing loan 
program, while the language proposed for 1954 includes administrative expenses 
for the Alaska and college-loan programs as well. During the fiscal year 1954, 
the two latter programs will have net earnings from operations, and accordingly 
it is recommended, with the approval of the Bureau of the Budget, that admin- 
istrative expenses be provided from income of the respective revolving funds 
rather than by appropriation from the Treasury. 

2. The authorization language for 1953 restricts the program of prefab loans 
te the authority provided in title V of the Defense Housing and Community 
Facilities and Services Act of 1951, Public Law 139. Inasmuch as this authority 
expires on June 30, 1953, it is believed desirable to restore the basic lending 
authority provided under Reorganization Plan No, 23 of 1950. The proposed 
authorization language accordingly would eliminate the restrictive proviso. 
This recommendation is discussed at greater length in connection with the pre- 
fabricated housing loan program. 

8. The authorization for the prefabricated housing loan program as it appears 
in the Independent Offices Appropriation Act, 1953, authorizes the Administrator 
to employ certain specialized services—legal services and services on a contraet 
or fee basis—outside the administrative expense limitation. It is recommended 
that this exclusion be extended to services performed by the Federal Reserve 
banks and similar fiscal agents. This recommendation is discussed in more 
detail in connection with the prefabricated housing loan program. 
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Mr. Putuuips. Does anyone want to say anything about these lan- 
guage changes before we take them up in the subcommittee ¢ 

Mr. Franvz. Would you like to have me make a brief explanatory 
statement ¢ 

Mr. Puiusirs. Yes. 

Mr. Franz. The changes result primarily from the change in fi- 
nancing administrative expenses which I referred to a moment F earlier. 
In effect, what they would do is to transfer the provision of adminis- 
trative-expense funds for the Alaska housing con college-housing pro- 
grams from the.appropriated fund, salaries, and expenses to the au- 
thorization to use income or receipts of the operation. Those items 
are carried in separate titles in the bill. That is the main change we 
propose. 

Mr. Puuuirs. In each of these cases? 

Mr. Franrz. That is right. The other change would have been the 
elimination of the restrictive proviso against additional loans in the 
prefabricated program. That recommendation is now withdrawn. 

Mr. Priiirs. However, as a practical matter, you would still bring 
back the authorization for expenditure to the Appropriations Com- 
mittee, because any amount you did not spend would actually be cov- 
ered into the Treasury to the benefit of the taxpayer? 

Mr. Frantz. Yes. The annual amount authorized to be spent would 
still be presented to the committee in the same way and in the same 
detail. The expenses would be met from income rather than appro- 
priated funds. 

Mr. Puinsirs. The clerk points out that I did not make it very clear 
in the record that on page 193 of the committee print of the bill -your 
request under “Slum clearance” was $20 million for next year; that 
you had $8 million for this year, and last year you requested $10 mil- 
lion and we allowed you $8 million, and this year you are requesting 
$20 million in the original request. How much have you reduced that 
in the revision of the budget ? 

Mr. Kerru. That remains the same. 

Mr. Puituirs. At $20 million ? 

Mr. Kerra. At $20 million. 





DrreENse Pustic Works LiquipATion 





Mr. Puitiirs. Now, on the liquidation of public works, which would 
be F-1 in the justifications “Maintenance and disposition of defense 
public works,” we will insert page F-1, and that indicates 93 projects 
that you expect to dispose of or that at least are awaiting liquidation 
or that will be liquidated on June 30, 1953. 

(The matter above referred to is as follows :) 

















LOSS 


Vaintenance and disposition of defense public works-—Program highlights, 


June 30, 1952 


[Dollars in thousands] 


Number of 


projects Cost 
riginal program - - 1, 572 $179, 181 
disposition completed: 
Sales S4Y 118, 041 
l'ransfers under Public Law 815, etc 252 29, 307 
Miscellaneous abandonments, etc 315 6, 615 
Subtotal... 1, 416 153, 963 
Disposition in process (unmatured sales contracts 63 11, 311 
On hand 
Reserved for other Federal agencies | 44 3, 849 
Reserved pending disposition of housing -.-- 22 1,775 
A vailable for disposition - - - sn 27 8, 283 
Subtotal__._- é ; ae 93 13, 907 
Actual Estimate Estimate 
1952 1953 1954 
Administrative expenses (paid from receipts): 
Man-years. _--- 15.6 10.5 9.0 
Staff expenses $106, 798 $69, 000 $60, 000 
Services by other agencies , 1, 200 
EE bends itincckabhaniaiedandpmmantenan none 107, 998 69, 000 60, 000 


Mr. Puiuiprs. The interesting thing to me is the statement on page 
F-2, which we will insert in the record at this point, that the 93 pro}- 
ects to be disposed of may be divided into 3 groups and that 44 
of those projects, located on or adjacent to military posts, are reserved 
for transfer to the Federal agency using the project. 

Mr. Sewarp. Yes, sir. 

(The matter above referred to is as follows:) 


MAINTENANCE AND DISPOSITION OF DEFENSE PUBLIC WorKS 


The program of maintenance and disposition of defense public works is one 
of the liquidating activities of the Office of the Administrator. The respon- 
sibility for maintenance and disposition of defense and war public works con- 
structed under the authority of the Lanham Act of 1940, as amended, was trans- 
ferred to the Housing and Home Finance Agency Administrator on May 24, 1950, 
by Reorganization Plan No. 17 of 1950. 

As shown in the program-highlights table, some 1,572 public-works projects 
costing over $179 million were constructed in the vicinity of various military 
establishments, industrial centers, and critical defense-housing areas from 1940 
through 1945. At the end of the fiscal year 1952, a total of 93 projects remained 
for disposition. 

The 93 projects to be disposed of may be divided into 3 groups: 

(a) Forty-four projects, principally located on or adjacent to military posts, 
are reserved for transfer to the Federal agency using the project. Submission 
to the Congress of proposed legislation to authorize these transfers has been 
recommended to the Bureau of the Budget. 

(b) Twenty-two projects serving public war-housing projects under Public 
Housing Administration jurisdiction have been deferred pending the disposition 
of housing. It is anticipated that the PHA will be designated disposal agent 
for most, if not all, of these projects, so that the disposition of ‘the project 
facilities may proceed simultaneously with the disposition of the housing projects. 

(c) Twenty-seven projects are available for disposal to local agencies. Seven 
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schools subject to transfer under Public Law 815 will be turned over to the 
local school boards as soon as problems connected with land titles are settled. 
The remaining 20 projects, principally sewer and water facilities, will be trans- 
ferred to local governments when and as satisfactory terms can be negotiated. 

Rental and operating receipts derived from administration and liquidation 
of this activity are credited to the account “Maintenance, etc., defense public 
works.” Receipts are available for expenses of maintenance and disposition 
including administrative expenses. From time to time, sizable amounts of cash 
representing net income have been turned into the Treasury. It is estimated 
that about $500,000 will be paid into the Treasury during the fiscal year 1954. 

Mr. Pures. Why do you not transfer them forthwith ? 

Mr. Srwarv. The Administrator has no authority to do that. Leg- 
islation pending in Congress sponsored by the interested agencies 
would authorize the Administrator to transfer to those agencies those 
projects. 

Mr. Puitiirs. You mean tosay you want to transfer them ? 

Mr. Sewarp. Yes, sir. 

Mr. Puiturrs. And the agencies want you to transfer them ? 

Mr. Sewarp. Yes, sir. 

Mr. Puiturps. And the ote reason you-do not is because there is a 
little delay on the legislative side of the Congress ¢ 

Mr. Sewarp. Yes, sir. 

Mr. Puituirs. Then you say 22 projects serving public war housing 
projects have been deferred aie the disposition of housing? 

Mr. Sewarp. Yes, sir. 

Mr. Puituies. And that it is anticipated that the PHA will be desig- 
nated disposal agent for most, if not all, of these projects. Why do 
not we just transfer them forthwith, like the others ¢ 

Mr. Sewarp. The transfer of those 22 projects to PHA is in process 
right now, the disposition to be at such time as they dispose of the 
housing with which those projects are connected. 

Mr. Puitutrs. Do they have the transfers worked out with the 
people willing to take them or the agencies who want them ? 

Mr. Sewarp. They would be disposed of as the housing is dis- 
posed of. 

Mr. Pures. By sale ¢ 

Mr. Sewarp. By sale or in whatever way the housing is offered for 
disposition. 

Mr. Putts. They may be given to educational institutions with 
a heavy discount, I suppose. 

Mr. Sewarp. I do not imagine they would be given to educational 
institutions, In these cases. 

Mr. Frrzrarrick. It would be by sale, relinquishment, or transfer, 
whichever one of the disposition provisions related to that particular 
housing projec t. 

Mr. Puituirs. Now, when you say these are to be transferred by 
PHA, I want to know just what you mean. Do you mean they are 
going to be disposed of by PHA under the terms of the act which sets 
up ce rtain categories / 

Mr. Frrzparrick. That is right. These are facilities which are an 
integral part of the housing projects: therefore, they have to be trans- 
ferred or disposed of w ith the housing. So they will be handed over 
to PHA and disposed of with the housing under whatever provision 
of the 1950 dispositi ion act applies to the pi irticular case. 

Mr. Puuuies. How long do you think that ought to take ? 
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Mr. Frrzparrick. Quite frankly, I am not familiar with the indi- 
vidual projects. If they were projects released from the disposition 
freeze, we would hope to get them this year. 

Mr. Puttues. In the next 3 months? 

Mr. Sewarp. As I say, it all depends on the situation. These are 
principally water and sewer jobs that serve these public-housing proj- 
ects. If we transferred them over to Public Housing, then Public 
Housing can dispose of these things when, as, and if they dispose of 
the public housing itself. 

Mr. Pures. You really have not been doing such a bad job, Mr. 
Seward. You had 1,572 projects? 

Mr. Sewarp. Yes, sir. 

Mr. Purirs. And you have gotten rid of all but 93? 

Mr. Sewarp. Yes, sir. 

Mr. Puiures. It seems a shame to let these little 93 hang around. 

Mr. Sewarp. I agree. If you have any suggestion to get rid of 
them, I will buy it. 

Mr. Franrz. The budget estimate here assumes—perhaps it does 
not say so clearly enough—that we will have been successful in getting 
rid of both groups A and B by the end of this fiscal year. 

Mr. Pures. Apparently out of the 93 you are reserving 44 in 
the hope that other Federal agencies will take them. 

Mr. Sewarp. That is correct. 

Mr. Puiniirs. And 22 more will be deferred pending the disposi- 
tion of the housing, and 27 are available for disposition in some other 
way. 

Mr. SewArp. Incidentally, that 27 in category C is down to 21 now. 


SALARIES AND EXPENSES 
HOUSING RESEARCH 


Mr. Corron. I just wanted to return briefly to this housing-research 
activity which every year I perhaps have given more attention than 
the amount involved deserves. 

Let us insert page B-30 of your justifications where you have out- 
lined the four aims and objects of your policy in regard to this housing 
research, 

(The information follows:) 


(a) To work as closely as possible with members of each major segment of 
the industry, as well as interested public and private organizations. This makes 
it possible to determine the nature of and isolate for positive action common 
problems limiting productivity or fostering waste and inefficiency, while, at the 
same time, drawing upon others who have undertaken their own investigations 
for resultant available information and data which would prove of value for 
application to overall problems of the industry. 

(b) To encourage and stimulate a continuous effort in the undertaking of 
broad-scope research activities, in addition to their normal investigations aimed 
at product development, by members of industry and in the laboratories of the 
Nation’s educational institutions. 

(c) To act as a clearinghouse where newly developed concepts and knowledge 
of building technology and economic phenomena may be impartially and objec- 
tively analyzed, tested and evaluated, refined, integrated with other similar 
information, and disseminated as widely as possible in a form in which they 
can be quickly and easily applied to the solution of the problems of the industry 

(d@) To undertake directly only such needed basic research in technologica? 
and economic fields as would result in the development or practical demonstra- 
tion of immediately useful improvements in technology or in understanding of 
the economics of housing production, where private, or other public, undertaking 
cof such investigations appeared impossible or unlikely. 
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Mr. Corron. The A, B, C, and D which fill two-thirds of that 
page, reduced to simple language, is this: The first three, A, B, and C, 
indicate that you work with and cooperate with the building industry 
and encourage research by the building industry, and you work with 
the colleges and laboratories and scientific insititutions and encourage 
them, and act as a clearinghouse to a certain degree in cataloging the 
people who are engaged in research. 

Is not that a fair statement; is not that a reasonable condensation ¢ 

Mr. Orenporrr. I would say that is a fair statement. 

Mr. Corron. “D” says that where necessary you undertake directly 
some basic research in technological and economic fields and put out 
the results of that research, but only in certain necessary cases. It 
that right? 

Mr. Orenporrr. Yes, sir. 


SURVEY OF HOUSING RESEARCH 


Mr. Corron. I have looked with some interest at this Survey of 
Housing Research in the United States, which has already been re- 
ferred to by the chairman, and I find running from page 19 through a 
good segment of the book, a classification, and on the first line is 
“Project description,” then “Organization,” and then “Publication 
information.” 

On page 143 I find an interesting project which I appropriately 
picked out because I can see a lot of sense in it. That is “Illumination 
and color influences,” and the project description says: 

Numerous projects covering a wide range of basic research in lighting, illumina- 
tion, color effect, and human reactions to light and color. 

Then in the second column are named about 11 universities and 
colleges—Brooklyn College, Cornell University, University of [llinois, 
Massachusetts Institute of Technology, and so forth—that apparently 
are engaged in that research, and then is named the Illuminating 
Engineering Society research funds as sponsoring some of those. 

That research, using that simply as one example of the research 
in those colleges and institutions on this subject, was not inaugurated 
by the Housing Authority; was it? 

Mr. OrenporrF. No, sir; it was not. 

Mr. Corron. That would be going on even if you were not in ex- 
istence or doing any of this research? 

Mr. OrenvorrF. That is correct. 

Mr. Corron. And all you have done in this instance is to catalog 
them in one place in this book? 

Mr. Orenvorrr. That was really the intent of this book. But this 
does not intend to set forth research that the Housing Agency is 
responsible for. 

Mr. Corron. I have not yet reached that point. That comes in D 
on page B-30. I am now just looking at your activities of coordinat- 
ing, cataloging, and encouraging, and that comes under this activity. 

Mr. Orenvorrr. I would say the primary purpose of this was to 
prevent the HHFA from duplicating any research that was going on 
and to assist the colleges themselves in not duplicating, as well as 
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aiding industry to know where research that might be of interest to 
them might be undertaken. 

Mr. Pumutrres. That is what I am interested in. 

Mr. Corron. What do you do with these colleges? Do you send 
a representative around as an agent to see what they are doing and 
then notify the colleges what all the rest of the colleges are doing 
in this field of illumination and color influences, or is there some more 
listing of that in this book which constitutes your coordinating and 
cataloging activities ? 

Mr. Orenvorrr. The document you have before you was prepared 
by the National Academy of Sciences under a contract with the Hous- 
ing and Home Finance Agency, and they had an advisory committes 
that was made up of representatives from colleges and universities 
and industry. They prepared a questionnaire which was sent out to 
the various colleges, universities, research laboratories, and trade asso- 
ciations. The results of those questionnaires have been compiled under 
various classifications, some of which you read this morning. 

Mr. Corron. I am trying to find out exactly what you constructively 
accomplished in this example I selected. I think I have selected a 
fair one. Here you have 11 colleges engaged in this research. Now, 
do you mean to tell me that the learned and able scientific men, fac salty 
and researchers, in these leading institutions, need any advice from 
the Government to protect them from duplicating research of each 
other? Do you not suppose the Massachusetts Institute of Technology 
knows what Cornell is doing? I am just taking them as one segment. 
Do you think you rendered any real service in helping these 11 insti- 
tutions to prevent duplication ? 

Mr. Orenvorrr. I believe we have. 

Mr. Corron. Do you really ? 

Mr. Orenporrr. I do, because this is the first time—we were quite 
close to this survey when it was being undertaken, and this is the first 
time a compilation of housing research has been made. And by the 
use of this questionnaire a lot of subjects that appeared to have no 
relation to housing research were revealed to have a very direct 
bearing. 

Mr. Corron. You are talking about housing research. I am just 
pinpointing in this matter a very interesting and I think a very con- 
structive thing. I think this matter of lighting and the effect of illu- 
mination on human reaction is excellent, but I just want to find out 
if you really feel it was necessary for your agency to step in here, 
otherwise Brooklyn College, Cornell University, University of Illi- 
nois. Massachusetts Institute of Technology, University of Michigan, 
Ohio State University, Southern Methodist University, University of 
Toronto, and Tufts College might have been duplicating the same 
research, and those men who are studying, who are eminent in this 
field, who presumably attend conferences and conventions and read 
xach other’s books on various subjects, would not know and there might 
be some duplication if your agency did not step in and catalog this? 

Mr. Orenporrr. Yes, sir. 

Mr. Puiturrs. The most interesting thing about that, it occurs to 
me, is that probably the greatest work in lighting has been done by 
the research men of the research institute known as NEL A. 

Mr. Corron. In what part of California is that? 
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Mr. Putuuirs. That is in Ohio—Cleveland, Ohio. And that is not 
even mentioned there. 

Mr. Orenporrr. I do not think all of the works of the large indus- 
trial laboratories are mentioned there. 

Mr. Puiurs. In the problem of practical lighting, you will admit 
that is about the No. 1 research laboratory 

Mr. OrenvorrF. Yes, sir. 

Mr. Corg. I think there is one other thing to be said about this. 
I talked to some members of industry not long ago, and they men- 
tioned this one thing in respect to cats aloging—that they felt it was 
important that there be a catalog of all scientific research studies 
in this field so that those in industry, and any ordinary builder, might 
then have one place to which they could go and find out what has been 
studied and what project has been carried through when they meet 
various problems. 

Mr. Puiuuies. But the most important work in the building industry 
in lighting is not even listed in that group. 

Mr. Cotxz. I would not care to argue with you. I might say this: 
I do not know who NELA is or whether in the catalog what they do 
is listed. Tam just speaking about the broad purpose. 

Mr. Putuuires. Well, that is the research laboratory of the whole 
lamp industry. 

Mr. OrenporFFr. There are several other laboratories besides NELA. 
But to answer your question, I believe you would find that was the 
actual condition—that men at MIT would be doing work in a field 
of research that was being followed very closely in Texas without 
their having knowledge of each other. 

Mr. Corron. If it was not for your catalog? 

Mr. Orenvorrr. I say this is the first work of that type. If some- 
one else had done it, it would not have been necessary for us to do it. 
But there was quite a general agreement in industry that this was 
a very important task. 

Mr. Corton. The second thing you go to is the matter of working 
with industry, and I notice under this same project, still using it as 
an example, reference is made to the Illuminating Engineering So- 
ciety research funds as the sponsor. Now, their funds are produced 
by some professional engineering org anizations; are they not? 

Mr. Orenvorrr. Those funds proba ibly would come from industry to 
that society that would be responsible for the research. 

Mr. Corron. As far as making known to industry, the builders, engi- 
neers, architects, the progress of the others’ research every where, all 
of them belong to professional organizations. I have seen reams and 
reams of reports that go to their members. Every Congressman has 
had letters and letters and letters without end from these professional 
organizations where they have been alerted to the progress in this 
field and that field and asking this very committee to give more money 
to scientific research foundations. Do you mean to tell me that these 
professional people, the architects and engineers, who are engaged 
in the private enterprise of building in this country really have to 
depend upon you as a gover nmental agency to keep them informed 
of their own professional advances ? 

Mr. Orenvorrr. Well, when you look at housing, there is a very 
small percentage of it that is actually designed by architects or engi- 
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neers, and the whole method of construction postwar has changed quite 
radically with new systems of construction and new materials. And 
with the terrific boom in housing, a lot of men were going into the 
contracting business with really little or no previous experience in 
building housing. It is really quite amazing to find out how unaware 
they are of the research that has been done. And we have looked upon 
this as a primary function of putting together in useful form even 
the research that has been done, eliminating variables. 

Let us take concrete floors, which are just coming into great use with 
the one-story house. You have one problem there » of moisture c oming 
up through the ground; you have another one of moisture within the 
house, condensation in the house itself; you have a problem of insula- 
tion; you have the matter of the strength of the concrete slab itself, 
just to name a group of variables. Research generally has been upon 
the heating characteristics of the slab, the insulation needed, ‘the 
strength, but very little on moisture penetration, and it is a matter of 
great controversy in industry at the moment. We are right at the 
center of it. 


STRESS DISTRIBUTION IN CONCKETE 


Mr. Corron. That is very interesting to me, because I was going to 
mention the subject of concrete structural members—Tests of Stress 
Distribution in Reinforced Concrete Beams, Columns, and Piers. 
And you have there, I think, the Reinforced Concrete Research Coun- 
cil as the sponsor and the Combined Bending and Axial Load in 
Reinforced Concrete Members under Rapid and Sustained Loads 
sponsored by Reinforced Concrete Research Council. And there is’a 
whole column of studies listed. 

What is this Reinforced Concrete Research Council; what organ- 
ization is that ¢ 

Mr. Orenvorrr. They are dealing mostly with the larger commer- 
cial structures and, of course, the information they have ‘there would 
be of value for apartment houses but is not the type of information 
that would be used in these smaller houses. And in general that is 
one of the reasons for housing research because all of the effort has 
been expended on large commercial structures, industrial st ructures, 
and because there are costs within those kinds of structures themselves 
that can sustain money being used for research. But in this housing 
program, you had small industrial units until very recent times, 
building very few houses a year, And none of them were able to con- 
tribute funds for the support of research. And it is in that light that 
this program, I think, was passed by the Congress looking forward 
to arousing an interest on the part of the home- building industry in 
research and maintaining a constant research process, 

Mr. Corron. Only 200 ‘of them so far in the countr y have been inter- 
ested enough to get this wealth of information out of this book. 

Mr. Orenvorrr. That was only released the first of the year, and we 
have had 2 months since then. 

Mr. Corron. Have you had any more? 

Mr. Orenvorrr. I think there would be substantially more than 
that. 

Mr. Corron. You have listed on page 168 about some of this re- 
search being taken over by the National Science Foundation that 








1002 


was created by Congress to c¢ ordinate and gel together and attend 
to the basic research of the Government. 

Mr. Orenvorrr. There is one thing. The most of this research is 

directed to applied research, and a very limited amount of it 
sic research. 
Mr. Pumas. You think the Science Foundation is going to de- 
vote itself almost entirely to basic research / 

Mr. Orenporrr. Yes. 

Mr. Corron. Have they checked with you on what you are doing? 

Mr. Orenporrr. Yes. We have submitted reports to them. 

Mr. Corron. On page 168 of this book you have a list of founda- 
tions, nonprofit agencies, reporting to housing research, like the Amer- 
ican Architectural Foundation, Inc., and the Battelle Memorial In- 
stitute. I have noticed that one referred to time and time again in the 
preceding pages. You have a list of probably a score of them. Then 
you have professional societies and trade associations reporting to 
housing research, as well as educational institutions on the most of 
several pages. 

Most of your work is coordinating these masses of information and 
putting it in a book so that people know to whom to write and get 
the information ? 

Mr. Orenporrr. That was the purpose of this manual here; at the 
same time to prevent us in the development of the program from 
duplicating any of that work. 

Mr. Corron. The research you engage in yourself—— 

Mr. Orenporrr. Excuse me. I would like to say as to the Battelle 
Foundation that someone has to pay for their research and sponsor 
it, and they are probably the outstanding research foundation on 
metals and the corrosion of metals. 

Mr. Corron. Do you not think the architects and engineers know 
about that institute ? 

Mr. OrenpvorFr. I am sure they do. 

Mr. Corron. Do you not think they have access to the informa- 
tion that institute has on many, many aspects of housing? 

Mr. Orenvorrr. Except one thing. This at least makes it more 
convenient for the architect and engineer to find out what he might 
iearn of specific interest to him. They are busy men, and often an 
architect or engineer is not really in touch with what is going on and 
does not know where he can go ‘for aid. I think this will be an aid 
to the architect in letting him ‘know. 


HOUSING ATTITUDES 


Mr. Corron. Then I find on page 147 where you get into this so- 
called housing attitudes. You have, as an example, Attitudes and 
Problems of the Rural Family as Compared With the Urban Family 
and a Measurement of Changes Between Two Generations. Then you 
give as information on that, Two Generations of Rural and Urban 
Women Appraise Marital Happiness and Sex Education: The Facts 
About Two Generations. Of what earthly use is that to people build- 
ing houses in this country, and how many of them use it? 

Mr. Orenpvorrr. Where is that research undertaken ? 

Mr. Corron. That is the Washington Agricultural Experiment 
Station, State College of Washington. 
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How much of this $950,000 do you use in hunting up what institu- 
tions are doing such research / 

Mr. Orenvorrr. I do not think we are responsib le for the research 
they have done. I suspect that is from the questionné uires we sent out 
with relation to that matter. That is a very minor part of the funds 
we expended. 

Mr. Corron. You have several pages of this stuff. Then you have 
Pp rojects on racial factors, Attitudes Toward Negroes in a Small Chi- 
cago Neighborhood. Interracial Contacts in an Integrated Housing 
Project During 1950-51 From the Negro Point of View—a dozen of 
those. Now, your agency surely ought not to use Federal money to 
encourage any kind of housing activ ities where racial discrimination is 
practiced. 

Mr. Orenvorrr. Again we have not sponsored that research. That 
is simply a record of what has been done. I think right at the moment 
you would find a great deal of interest on the part of home builders 
in this aspect, because they are becoming more and more market con- 
scious, and certainly some knowledge of racial attitudes will be very 
helpful. 

Mr. Corron. You think it is necessary for your research department 
to warn certain people buil ding houses th: at t hey may not be as valuable 
if built in one neighborhood as if built in another ? 

Mr. OrenvorrF. No, sir; Ido not. Ido not think our research does 
that. 

Mr. Puiuirs. What has that to do with the design, structure, and 
technical properties of housing or the material that goes into it? Do 
you mean to say that different types of people, you think, use different 
types of material / 

Mr. Orenporrr. I would say so; yes. 

Mr. Putts. Because the kind of house they desire is more de- 
sirable? 

Mr. Orenvorrr. Yes. Asa specific example, some people will accept 
a dining room in the kitchen; others wil] not; some accept the con- 
cept of planning for separate wall units that can be moved around so 
as to shift rooms as they desire; whereas others want to use regular 
partitions. 


RESEARCH IN THE AMOUNT OF OXYGEN CONSUMED IN HOUSEHOLD TASKS 


Mr. Corroy. So somebody has made a survey to see how much “oxy- 
gen is consumed in eight selected component activities in household 
tasks,” how much oxygen is consumed when they wash the dishes 
and sweep the floors? 

Mr. OrenporrFr. I know a little about that. That is to measure the 
degree of fatigue, the consumption of oxygen being a measure of 
fatigue, in doing various household tasks, 

Mr. Corron. The general public—take an ignorant Congressman 
like myself; if 1 am going to build something, surely I am not going 
to read a lot of stuff about how much oxygen is needed in a room 
where Siphon are washed, because I would not understand it. And if 
I amasmall town contractor, being a branch of the building industry, 
I would not understand it or have the time to bother. And if I am 
worth enough, which I am not, to have my house planned by a good 
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architectural firm, presumably they have access to this scientific in- 
formation without going into it very deeply. Is that not right? 

Mr. Orenvorrr, In special cases they are, but this type of informa- 
tion is gathered mostly for planning houses for people with heart 
disease, with arthritic conditions of various kinds, and so forth, where 
they ne ed special kinds of housing. 

Mr. Corron. Who is doing that? 

Mr. Orenvorrr. There are certain private builders who are building 
houses for special cases. 

Mr. Corton. If a man is specializing in that, if that is his business 
and he specializes in building houses for people afflicted with certain 
diseases, the chances are he “knows more about it than any depart- 
ment in Washington, and you cannot inform him in his own specialty. 

Mr. Orenvorrr. A lot of this research has never been published, 
prob: ab ly, as you know. 

Mr. Corron. And probably it should not be published, 

Mr. a npoRFF. Maybe so. But it does indicate that he can write 
and get this information if he is interested in that type of activity. 

Mr. Pups. Do not you really think the American Institute of 
Architects has most of that information ? 

Mr. Orenporrr. No, sir; I am quite certain it has not, because the 
American Institute of Architects have been quite active in coopera- 
tion and development of this research. 

Mr. Puiuirs. You mean they want to have the Government spend 
$34,000 for this. 

Mr. Orenvorrr. I think in most cases the average architect is doing 
an operational job, and he is very busy and, as indicated, there are 
just great quantities of this work being done, and it is so difficult for 
him to spend time to dig out where significant work in his case is being 
done, and this does provide a reference code. 


LIST OF HOUSING RESEARCH PUBLICATIONS 





Mr. Corron. I think, Mr. Chairman, if you think it won’t fill up 
too much of the recor d, I would like to have inserted at this point that 
list which I asked for earlier in the day, of the titles of the pamphlets 
put out by this housing research department and the total cost of 
publication of the pamphlets—I do not care to have them itemized— 
and the cost of the preparation of the pamphlets. 

Mr. Puiturrs. Do you mean the cost of printing and the cost of 
preparation ¢ 

ir. Corron. I think the cost of preparation is what we have in this 
research. 

Mr. Puituirs. The cost of printing is a rather easily determined 
item. The cost of preparation is the total cost we have given your 
department ever since it was created plus whatever you drew on other 
parts of the agency for. 

Mr. Corron. What we have had in other years—the most of that 
is paid out by contract with these educational institutions. 

Mr. Orenporrr. That is right. 

Mr. Corron. And the cost of the contracts is what I have in mind. 
And I gather you have 89 contract agreements totaling nearly $2.1 
million. 
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Mr. Orenvorrr, That is correct. They were awarded in 1950 and 
1951. 

Mr. Corron. That is in addition to the cost of maintaining your 
Division of Housing Research, for which you originally asked $950,000 
for next year but which has been reduced some. 

Mr. Orenvorrr. We were asking $800,000, of which $600,000 would 
be for the cost of maintaining the division, and $200,000 is for ad- 
ditional contract authorization. 

Mr. Corron. Is this the revised estimate ? 

Mr. Orenvorrr. Yes, sir. 

Mr. Corron. But in the original estimate you asked for how much ? 

Mr. Orenvorrr. We asked for $650,000 to run the operation. 

Mr. Corron. You were going down from $2.1 million 

Mr. Orenvorrr. No. That is already spent. That was appropri- 
ated for contract research in 1950 and 1951. We had no contract funds 
in 1953. 

Mr. Corron. This is the aggregate spent up to the end of fiscal year 
1953 ¢ 

Mr. Orenvorrr. Yes, sir. 

Mr, Corron. Over how many years? 

Mr. Orenvorrr. It was actually all committed in fiscal 1950 and 1951. 

Mr. Corron. And now you are still asking for some $200,000 more 
for those contracts to put out these pamphlets ? 

Mr. Orenporrr. To undertake research. 

Mr. Corron. Of which these pamphlets are a result? 

Mr. Orenvorrr. They are one part of the results. I think you have 
to look upon this research as not really ending when you get the con- 
tract results in and get out the publication, but I think you have to 
follow through and get the results into use if you want to get the benefit 
of research. We say that goes further than the process of getting 
out what you doina manual. If it is a code, if it is for an actual build- 
ing code, it has to be approached through standard setting and not the 
individual local codes; because it is no use to tell a builder “Here is 
a less expensive and more efficient way of doing the thing” and then 
find the local building codes won’t permit that. 

Mr. Corron. But this research actually is only a small spot, even 
if you spent that $200,000 or $2 million over the period on the things 
for which you spent it, compared with the money that is being spent 
every day spontaneously, without any encouragement from your agency 
or the Government, by educational institutions, by scientific founda- 
tions, and by professional organizations and cor porations throughout 
this country—private industry, private initiative—is not that right? 

Mr. Orenpvorrr. I think in this survey we have indicated how some 
of the research funds are spent, and while it is true they are large in 
total, a high percentage of it just goes to product de .velopment—the 
development of new materials—and very little to this concept of the 
dwelling as a whole—such as strength, and a lot of problems caused 
by vapor moisture in the house that rots out wood and destroys the 
paint surface on the house now that we have gone to very tightly 
constructed houses with a lot of ventilation. No one anticipated 
that kind of moisture buildup. 

Mr. Corron. And you think you are giving new and valuable 
information to the professional building ‘industry of the country? 
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Mr. Orenvorrr. I believe we are. We have many excerpts from 
professional and trade publications that have indicated this is news 
they seek. 

(The information requested is as follows :) 


Statement of HHF A distribution of re search publicat ons as of Jan. 26, 1958} 


Basic distri- 
bution by : 
, Sales by 
HHFA and | §ales by 
fill f rin- 
niling ¢ 
oe tendent of 
ipsequen ocuments 
requests for Documen 


information 


11, 50¢ 

ighborhoo 41, 160 

35, 170 

100 

> KY) 

10. 000 

4, GRO 
9.6 

15, 000 

1, OOF 
si 

10, 000 

&, 800 


100 
>», 651 
O00 
7. 000 
SOO 
600 
a) 


300 


” 


7, 1 


oo 
(Mf 
One 


7. 000 
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Statement of HHFA distribution of research publications as of Jan. 26, 1953' 
Continued 


Basic distri 

bution by Sal 

HHFA and = 
filling of 

subsequent 

request for 

information 


Dy 
Superin 
tendent of 
Documents 





No. 8: Condensation in Walls and Roofs (4th Report) 2, 100 
No. 9: Properties of Paper-Overlaid Veneer and Plywood 2, 061 
No. 10: Properties of Four Experimental Flush-Type Doors 2, 350 
No. 11: Experimental Wood-Base House Flooring Materials 2, 600 
No. 12: Condensation in Wood Frame Walls 2, 975 
No. 13: Masonry Chimneys for Houses. . 3, 320 | 27 
No. 14: Septic Tank Studies 2, GOL o= 
Housing Research Paper No. 15 (Fixture Unit Ratings as Used in Plumbing | 

System Design — " 2, 406 1, 247 
Housing Research Paper No. 16 (Moisture and the Durability of Wood- 

Frame Walls) - - - gudben dieinisine ngblaihapedaintetnedd 1,700 | 1, 507 
Housing Research Paper No. 17 (Financing House Con struction ‘n the | 

Northwest) 4, 300 | 369 
Housing Research Paper No. 18 (Septic Tanks—Their Use in Sewage Dis- | 

posal) 2, 400 | 17,049 
Housing Rese: arch Paper No. 19 (Snow Load Studies) 2, 925 | 1, 107 
Housing Research P <a No. 20 (The San Fran co Bay Area, Residential 

Mortgage M arket aie a a 2, 051 


Housing Research Paper No. 22 (Closing Costs and Settlement Payment 
in the Jacksonville, Florida, Mortgage Market, February 15-August 15, | 


1950) ” 2, 096 262 
IV. Reprint series, total___- 20, 470 | 102, 298 

No. 1: Craw! Spaces 1, 700 | 6, 194 
No. 2: Wood Roof Trusses for Small Dwellings 1, 750 13, 478 
No Basements Vv No B I ts fo Ouse 1, 600 11, 592 
No. 4: Insu Where and vw Muct i, 800 12, 329 
No Fuel Consumption in the Home 1, 500 10, 610 
No. 6: What To Do About Condensation 1, 67 14, 231 
No. 7: Concrete Masonry 1, 900 9, 589 
No. 8: Insulation of Concrete Floors in Dwellir 1, 700 6, 907 
No. 9: Application of the Floor Furnace in the Heating of Small Houses 1,750 2, 825 
No. 10: Economies of Row Houses for Rental Properties 1, 300 | 610 
No. 11: Prevention of Dan ipness in Basements. . 1, 625 | 474 
No. 12: Design for Livability . es i de 1, 200 8, 123 
No. 13: Greater Livability at Small Additional Cost ‘ 720 89 
No. 14: Prevention of Cold Weather Roof Leaks ‘ ; ‘ ‘ 250 4, 14¢ 
NotI Any figure offered as the cost of the publications listed above would be at best 


a very rough guess. This is true of each of the three elements of cost. 

1. Printing and duplication costs are available only for the current fiscal year. While 
printing charges could be obtained for prior years without difficulty, many publications 
have been issued exclusively or on early releases by duplication. In such instances analysis 
of consolidated vouchers for duplicating work would be difficult and time consuming 

2. While the cost of each research contract is known, the relation to publications would 
require careful analysis. From some contracts come one publication ; from others, several 
In other cases several contracts have contributed to one publication. The publications 
scheduled from a number of contracts are not complete to date 

8. The element of staff time and cost varies widely Some contracts have required 
close supervision, others not. Preparation for publication ranges from minor editorial 
work to the evaluation of raw data obtained on contract plus complete presentation, 
Other publications have resulted from staff projects alone, but the responsibilities of the 
research staff are not confined to publications, so that to charge all staff costs would be 
quite incorrect. 

Up to this time the Agency has considered that the benefits of cost analysis would not 
justify the considerable costs involved 





REORGANIZATION OF HOUSING AGENCIES 


Mr. Jonas. As I understand the purpose of Reorganization Plan 
No. 3, it was to eliminate a lot of overlapping and duplication with 
the idea of bringing some necessary economies into this whole field of 
housing. Is that a fair statement of the purpose of the plan? 

Mr. Cote. I think that was one purpose. 

Mr. Jonas. I also understand that the plan consolidated five sepa- 
rate agencies into one—the HOLGC, the Federal Savings and Loan 
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Insurance Corporation, and FHA, United States Housing Corpora- 
tion, Federal Home Loan Bank Board. 

Mr. Cote. That is right, in addition to— 

Mr. Purturrs. Were they actually institutions or were they func- 
tions? Were they actually separate agencies? How about the Insur- 
ance Corporation! Was it a separate agency ? 

Mr. Core. Yes. 

Mr. Firzpatrick. Actually the functions originally were in some 
15 different agencies which had been temporarily consolidated during 
the war. 

Mr. Jonas. They were all consolidated, and thereafter the work 
those agencies engaged in was merged into the work of your Agency, 
the Housing and Home Finance “Agency. Then the act provided 
there should be retained three constituent agencies under the central 
one; namely, Home Loan Bank Board, FH. {, and Public Housing 
Administration. All of the others were abolished. 

Mr. Frrzrarricx. No, sir. In the Home Loan Bank Board there 
remained the Home Owners’ Loan Corporation, and the Federal Sav- 
ings and Loan Insurance Corporation. 

Mr. Jonas. Section 9 says this [reading]: 

The Home Loan Bank Board, the Board of Directors of the Home Owners’ 
Loan Corporation, and the Board of Trustees of the Federal Savings and Loan 
Insurance Corporation, together with the officers and members of said Board, 
the Office of Federal Housing Administrator, and the Office of Administrator 
of the United States Housing Authority are abolished. 

Mr. Frrzparrick. The boards themselves and those offices were all 
abolished, and those functions which previously were in the respective 
agencies were placed in the Bank Board, the Commissioner of the 
Federal Housing Administration, and the Commissioner of the Pub- 
lic Housing Administration, where appropriate. 


NUMBER OF PERSONNEL IN HOUSING AGENCIES 


Mr. Jonas. Do you have any figures from which you can tell me 
how many fewer employees we have engaged in this work than we 
had before this consolidation ? 

Mr. Frantz. I might summarize very briefly how many people 
work for this Agency and its constituents now individually. The 
Housing and Home Finance Agency, as of December 1952, had 12,430. 

Mr. Jonas. How many are engaged in work for the Home Loan 
Bank Board? 

Mr. Frantz. Again all of these figures are as of December—433, 

Mr. Jonas. In FHA? 

Mr. Frantz. 5,440. 

Mr. Jonas. Public Housing Administration ? 

Mr. Frantz. 4,946. 

Mr. Jonas. Have you added them up? 

Mr. Frantz. There are two other items. The ‘Federal National 
Mortgage Association, 719, and the Office of the Administrator, other 
than the Federal National Mortgage Association, 888. Those should 
total 12,429. 

Now, shortly after the agency was initially established under the 
emergency powers—the e: arliest figure I have here is September 1942— 
the total was 16,878. The peak employment reached since that date 
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was in December 1946, when the total was 18,911. During that period 
the Expediter’s program under the Veterans’ Emergency Housing Act 
was in process, and the Office of Expediter was a part of the agency. 

Mr. Jonas. What was the date of that peak ? 

Mr. Frantz. December 1946. 

Mr. Jonas. That was before we got out of the war years. 

Mr. Frantz. That was during the postwar housing emergency. 

Mr. Jonas. Yes. 

Mr. Frantz. That is correct, sir. 

Mr. Jonas. What was the total when this reorganization plan went 
into effect in July of 1947 % 

Mr. Franvz. In round numbers, 14,530. I have the figures for June 
rather than July, but it is substantially the same. 

Mr. Jonas. June 1947? 

Mr. Frantz. Yes. 

Mr. Firzparrickx. And the low point was June of 1949, when there 
were 12,011. 

Mr. Franvz. That is correct. 

Let me make it clear, Mr. Jonas, that these figures are not directly 
comparable in terms of the programs and functions involved. Let's 
take the figure since December 1946. In January of 1947 the Expe- 
diter’s Office was set up as a separate agency by Executive order, and 
those programs were eliminated from this ‘Agency. Since that time 
there have been added to the programs and functions of the Agency 
the Federal National Mortgage Association, which was transferred 
to the Agency in 1950, by reorganization plan, and a series of new 
statutory programs in the Housing Acts of 1948, 1949, 1950, 1951, 
and 1952. 

There have been transferred in also roughly 1,300 to 1,400 employees 
who came into the Agency with functions which were moved by these 
reorganization plans. So, it is in relation to the authorization of 
those new activities, plus the transfer of the new organizations and 
people into the Agency, that the employment has dropped from a 
figure of 15,550 in early 1947 to its present level of about 12,500. 

Mr. Jonas. So, as a matter of actual fact, when you consider the 
restriction, as it were, in the actual activities of the present Agency, we 
have not brought about any substantial reduction in employment; 
have we? 

Mr. Franz. I think so, Mr. Jonas. 

To summarize very briefly, we have had about 1,400 employees added 
to the payroll by reorganization plan. We have had 4 or 5 major 
programs instituted and a handful of minor programs, and we have 
reduced employment in total in the Agency by about 3,000 since the 
plan became effective, which I think—granted there are many causes 
and ins and outs, but I think it is a substantial accomplishment in 
terms of economy. 

Mr. Jonas. Of course, the same thing could not be said with respect 
to spending of money, because that involves many other factors. 

Mr. Frantz. Many other factors; yes. 

Mr. Jonas. Wage increases and increased activities. But, from the 
actual standpoint “of the spending, I suppose we are spending more 
now than we were in 1946 on the program, and in 1947. 

Mr. Frantz. I have not made that comparison directly, but I doubt 
it very much, sir. 
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Mr. Frrzparrick. One reason would be the substantial higher level 
of activities in FNMA, which in 1946 was at a relatively low amount. 
I think it is indicative of the kinds of saving, however, that have been 
made. When FNMA was transferred to us, there were 31 agency 
offices in the field. Within approximately a year we have reduc ed the 
number of offices from 31 to 6, and we have reduced the level of ex- 
penditures for administrative purposes by approximately a third 
felov’ the level obtaining prior to the transfer, although our actual 
activities in purchases, sales, and servicing were higher than the period 
prior to transfer. 

Mr. Jonas. Mr. Frantz, you have been with the present agency since 
the reorganization ? 

Mr. Frantz. Yes, si 


REDUCTIONS IN STAFF THROUGH REORGANIZATION 


Mr. Jonas. Can you detail for me and for the record any groups— 
I do not mean individuals, but large groups—of employees that were 
discharged or released from the Government service as a result of the 
reorganization, and what fields that occurred in. 

The HOLC practically went out of existence? 

Mr. Frantz. HOLC was liquidated completely. There have been a 
series of major reductions in actual staff, Mr. Jonas. It is a little 
hard for me to reconstruct them sitting here at the table. I could out- 
line that very easily if you would care to have it. 

Mr. Jonas. We will not have time to go into it now. 

That is all I had in mind. 


INTERNATIONAL HOUSING ACTIVITIES STAFF 


Mr. Pruiurrs. I want to turn to page G-2, under the tab “Organiza- 
tion and Personal Services,” Mr. Cole. By turning back to B-7, I get 
a statement which I would like the reporter to put in the record, 
paragraph No. 5. 

(‘The paragraph referred to is as follows:) 


AGENCY-WIDE ProgRaAM COORDINATION AND SUPERVISION 


5. An international housing activities staff assists the Administrator by pro- 
viding information and service on housing matters for the State Department, in- 
ternational organizations and foreign governments. Over the past several years, 
there has been a substantial increase in the volume of requests for information 
concerning housing activities in foreign countries, and in the number of foreign 
trainees and government officials brought to this country by the various Federal 
Government exchange programs for the purpose of studying housing and town 
planning. This staff prepared and supervised training programs for 12 United 
Nations fellows during fiscal 1952, and provided general assistance in securing 
information on housing in this country to 65 foreign missions. 


Mr. Puiturrs. To recite this rather briefly, the international housing 
activity staff provides information and service on housing matters 
for the State Department, international organizations, and foreign 
governments. 


_ 


Now the extent of that for personnel alone is estimated for next 
year at $45,000, which is reduced in the budget to approximately 
941.000. 

Now I do not know just why we should go into the business of 
providing information abroad for the State Department or other 
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governments when they apparently pay no attention to it. If you 
have seen the outrageous building programs of the State Depart- 
ment and military abroad, you know what I mean. Some of those 
houses abroad cost several hundred thousand dollars. 

Mr. Franvrz. I am sure that is not the kind of information we have 
provided, Mr. Phillips. 

Mr. Puiauirs. Tell me what we need that section at 
you know anything about it, Mr. Cole ? 

Mr. Coiz. I know something about it. It is a delegated authority, 
Mr. Phillips. By that I mean it comes under another appropriation 
delegated to this agency. 

Mr. Frantz. Excuse me. 
program, Ma. Cole. 

Mr. Coxe. Is not that what we are talking about ? 

Mr. Puiurrs. I do not think it is. You probably get a reim- 
bursable sum from point 4. Is thai right? 

Mr. Franrz. Yes. 

Mr. Puimurrs. You were asking us for $45,000, and it has been 
reduced to about $41,000, for an activity which apparently involved 
advising the State Department and international organizations and 
foreign governments. It says: 


all for. Do 


I think you are talking about the point 4 


Over the past several years, there has been a substantial increase in the 
volume of requests for information concerning housing activities in foreign 
countries, and in the number of foreign and government officials 
brought to this country by the various Federal Government exchange programs 
for the purpose of studying housing and town planning. 

Now this staff of yours, Mr. Cole, prepared and supervised training 
programs for 12 United Nations fellows during fiscal 1952 and pro- 
vided general assistance in securing information on housing in this 
country to 65 foreign missions. 

I respectfully suggest if the United Nations wants that, they had 
better pay for it. Maybe we will put that on a reimbursable basis 
for next year. 


trainees 


PERSONNEL IN REGIONAL OFFICES 


At this point we will put table IV on page G—24 in the record, 
headed “Detail of Personal Services by Region.” 


Thank you, gentlemen. 
(The table referred to is as follows:) 


TABLI IV. Detail of pe rsonal se rvices, by region 


1, 1952 Estimate, 1943 


Region and location 


. New York 
Philadelphia 

. Atlanta 

. Chicago 

. Kansas City 

I. Fort Worth 

San Francisco 
Seattle 


Total 


1 Regions I and IT consolidated in Decer 


30608—53—pt. 3——38 


Man- Net 
) 


years sal 


Posi- |Man- 
iry tions | year 


Net Posi- 


Salary 


Man- 


tions | years 


Posi- 
tions 


Net 
salary 


$148, 004 
134, 670 
161, 010 
L5G. 097 
108, 406 
145, 845 
151, 058 
104, 9O2 


219 (180 1, 109, 992 


nber 1952 





Monpay, Marcn 23, 1953. 
HOME LOAN BANK BOARD 
WITNESSES 


WILLIAM K. DIVERS, CHAIRMAN, HOME LOAN BANK BOARD 

WILLIAM H. HUSBAND, GENERAL MANAGER, FEDERAL SAVINGS 
AND LOAN INSURANCE CORPORATION 

R. R. BURKLIN, DIRECTOR, DIVISION OF FEDERAL HOME LOAN 
BANK OPERATIONS, HOME LOAN BANK BOARD 

T. WADE HARRISON, GENERAL COUNSEL, HOME LOAN BANK BOARD 

THADDEUS CORCORAN, BUDGET OFFICER, HOME LOAN BANK 
BOARD 


SALARIES AND EXPENSES 


Amounts available for administrative expenses 


| 
1953 1954 
estimate | estimate 
Limitation or estimate 5 $725, 000 | $775, 000 
Reimbursements from other accounts ‘ | ) 50, 335 | 47, 000 


Total available for administrative expense 23, RAE 75, 335 822, 000 
Unexpended balance, estimated savings 
Administrative expenses incurred | 7, 607 t 822, 000 


Administrative expenses by activities 


1952 1953 1954 
actual estimate estimate 


Description 
Direct Administrative Expenses 


1. Executive direction and staff services $292, 432 $267, 2 $283, 923 
», Examination and supervision of Federal home loan banks 127, 785 127, 27 129, 723 
Supervision of Federal and State-chartered insured savings 
ind loan associations 125, 592 32, 144, 144 
Chartering of Federal savings and loan associations and 
branches thereof 33, 384 2.175 | 35, 667 
Fiscal and housekeeping services 179, 565 x 181, 543 


Total direct administrative expenses — 758, 75% 25, 775, 000 


Administrative Expenses Payable Out of Reimbursements 
From Other Accounts 


1. Executive direction and staff services B 7, 931 
3. Supervision of Federal and State-chartered insured savings | 
ind loan associations 4, 058 —— 7 
Fiscal and housekeeping services 44,791 2 39, 069 
Total administrative expenses payable out of reim- 
bursements from other accounts - 48, 849 50, 335 47,000 


Administrative expenses incurred c 807, 607 
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Accrued administrative expenses by objects 


Object classification 1952 actual 1953 estimate 





Summary of Personal Services 





rota] number of permanent positions 137 122 
Average number of all employees 124 21 
Average salaries and grades: 
General schedule grades: 
Average salary $5, 456 $5, 562 
Average grade GS-7.8 GS-7.8 
Personal service administrative expenses 
Permanent positions $702, 341 $703, 983 
Regular pay in excess of 52-week base 2, 689 2, 713 
Payment above basic rates 2, 035 
Total] personal service administrative expenses 707, 065 706, 696 
Direct Administrative Expenses 
01 Personal services $674, 405 $666, 531 
02 Travel 27, 632 22, 500 
(3 Transpo:tation of things 151 60 
04 Communication services 12, 155 13, 000 
(6 Printing and reproduction 2, 428 2, 500 
(7 Other cont:actual services 2, 79 2,049 
Services performed by other agencies QAQ 2. 510 
08 Supplies and materials 15, 490 
09 Equipment b 
15 Taxes and assessments 309 360 
Total direct administrative expenses 758, 758 725, 000 
Administrative Expenses Payable Out of Reimbursements From 
Other Accounts 
01 Personal services 32, 660 40, 165 
02 Travel 602 
03 Transportation of things 134 40 
07 Other contractual services 90 40) 
Services performed by other agencies 44 40) 
0&8 Supplies and materials 15, 319 10,010 
15 Taxes and assessments 40 
Total administrative expenses payable“out of reimburse- 
ments from other accounts 48, 849 50, 335 
Total accrued administrative expenses_ 807, 607 775, 335 


FEDERAL SAVINGS AND LOAN INSURANCE CORPORAT 


Amounts available for administrative expenses 


1952 actual | 1953 estimate 


Limitation or estimate $435, 000 $425, 000 
Unexpended balance, estimated savings —7, 027 
Administrative expenses incurred 427, 973 425, 000 


Administrative expenses by activities 


| 1952 actual | 1953 estimate 





1, Underwriting $78, 449 | $77, 738 
2. Prevention of default and payment of insurance 55, 274 | 
3. Analysis of operations a 134, 795 
4. Executive direction and fiscal and other administrative 
services 159, 455 163, 226 
Administrative expenses incurred 427, 973 425, 000 





1951 estimate 


413 
7.6 





$722, 141 
. 844 





724, 985 


$687, 540 
30, 000 
300 

13, 500 
2. 500 

» 730 


47, 000 


822, 000 


ION 


1954 estimate 


$455, 000 


455, 000 


1954 estimate 


$86, 642 
56, S88 
143, 508 


167, 962 


455, 000 
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alive expenses by objects 


1952 actual 1953 est 


] service ad 
I ianent positions 
Pa and tempora 
Regular pay in exce of 52-week 
Payment above basic rates 


Total personal service administrative expense 
Deduct portion not chargeable to administrative expenses 


> sonal l il Listy } expense. 3 376, 150 

02 Travel 3, 756 4,150 

03 Transportation of thing 50 

04 Co nunication se! 4 6, OOO 

05 Rents and utility S 7 27, 200 

06 Printing and reproductior } SOO 
07 Other contractual ser | 

General Accounting flice, f idit of account 3 5, 500 

Miscellaneous | § 2, 650 

and mater 972 2, 500 


xccrued admin \ x pense. 7, 973 425, 000 


Home Owners’ Loan CorporATION 


; available for nonadministrative expenses 


tual 1953 estimate 


$49, 661 
> expenses 7 j 49, 661 
— 24, 661 


ve expenses lI , olf 25, 000 


expenses by activities 


Descriptic 1952 actual 1953 estimate 


Direct Nonadministrative Expenses 
Final liquidation 


Nonadministrative Erpenses Payable Out of Reimbursements 
From Other Accounts 


Final liquidation - - ; oa 


Nonadministrative expenses incurred 





391, 000 
6, 500 
200 
500 

2, 500 

, 500 


000 
», 500 
3, 300 


455, 000 


1954 estimate 


$24, 661 


1454 estimate 


$24, 661 
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Vonadministrative expenses by objects 


Object classification 


sestimate 


1954 estimat 


il e 
Summary of Personal Services 
Total number of permanent positions 2 2 
Average number of all employees ; 2 2 
Average salaries and grades 
General schedule grades 
Average salary $5, 928 $3, 103 $3, 183 
A verage grad GS-8.9 Gs ( 3.8 
Personal service nonadministrative expenses 
Permanent positions $17, 238 $6, 126 $6, 365 
Regular pay in excess of 52-week base 12 24 28 
fotal personal service nonadministrative expenses 17, 250 6, 150 6, 390 
Direct Nonad ministrative Expenses 
Personal services 15, 074 6, 150 6, 390 
2 Travel 100 100 
03 Transportation of things 38 25 25 
04 Communication services a 25 25 
06 Printing und reproduction 2. 792 100) s00 
07 Other contractual services 3, 304 970 4, 926 
Services performed by other agencies 3, 859 700 700 
Home Loan Bank Board services 11, 535 12, 000 
0&8 Supplies and materials 100 100 100 
15 Taxes and assessments 62 95 95 
Total direct nonadministrative expenses 2 ) 25, 000 24, 661 
Vonadministrative -rpenses Payable Out of Reimbursements 
From Other Accounts 
01 Personal services 2, 176 
nadministrative expenses incurred 27, 515 25, 000 24, 661 


Mr. Puiuips. Mr. Divers, you are here today to discuss the budget 
request of the Home Loan Bank Board, and I think you have a state- 
ment. I was going to suggest you tell us how you came to become an 
agency and what your obligations are, very briefly. 


GENERAL STATEMENT 


Mr. Divers. I would like to do that. I have a prepared statement 
here that I would like to put in the record if I may. 

Mr. Pumps. Very well. 

(The statement submitted by Mr. Divers is as follows: ) 


Mr. Chairman and members of the committee, I appreciate the opportunity 
of appearing before you today to discuss our fiscal 1954 budget estimates. 

Our estimates are based, like those of previous years, on the policy that the 
Board, in carrying out its responsibilities, should do only what is essential and 
necessary in the interests of the Government and the people, and that it should 


be done in the most efficient and economical manner. They are presented in 
four parts, consisting of: 
Personnel Amount 
Ad istrative expense 
Ffome Loan Bank Board 128.7 $775, 000 
Federal Savings and Loan Insurance Corporation 70.4 | 455. 000 
I 199. 1 1. 2 0) 
Nor ' strative exper 
Examining Division HLBB 302. 0 2, 085, 000 
IOLC Liquidation Unit, HLBB 2. ( 24, 661 
t 104.0 2.109. 661 
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The figures reflect an increase in personnel of 5 man-years in the Board: 3.4 
man-years in the Federal Savings and Loan Insurance Corporation; 52 man- 
years in the Examining Division; and a decrease of 1 man-year in the HOLC 
Liquidation Unit, when compared with the last fiscal year (1952). In terms of 
dollars, the increases are primarily reflected in personal services. As the reasons 
for these increases in personnel are fully explained in the justifications already 
submitted to you, I will not take up your time by discussing them here except to 
point out that currently, because of budgetary limitations, we have a smaller staff 
in the Board, the Examining Division, and the Insurance Corporation than last 
year while, at the same time, our workload is greater. 

I would like, however, to outline briefly the increase in activity in the savings 
and loan business since my report to you last year; current trends; prospects 
for fiscal 1954; and the impact of such activity on the supervisory and other 
responsibilities of the Board and of the Federal Savings and Loan Insurance 
Corporation. 

Before making comparisons of the last fiscal year’s activities (1952) with those 
of the year before (1951), I would call your attention to the fact that fiscal 
1951 was a peak year in all phases of the Board’s activities. 


HOME LOAN BANK BOARD 


To begin with, membership in the Federal home loan bank system, at June 30 
last, reached 4,009, a net increase of 46 since June 30, 1951. Aggregate assets 
of member savings and loan associations amounted to $20 billion, an increase of 
$2.6 billion, or 15 percent, in the same period. 

Loans made by member associations in fiscal 1952, primarily for home-mortgage 
financing, amounted to $5.4 billion, an increase of $174 million, or 10 percent, 
over the previous year and represented approximately one-third of the Nation's 
residential financing. Net inflow of new savings amounted to $2.6 billion, an 
increase of $1.2 billion, or nearly 100 percent. It should be noted that the in- 
creases mentioned here, although relatively small in terms of percentages, are 
large in terms of increased workload because the base on which they are calcu- 
lated is very broad. 

In terms of Federal charters, there were 47 applications received in fiscal 
1952, an increase of 19, or 68 percent, over the previous year. The aggregate 
assets of the 1,564 Federal associations last June 30 were $10.7 billion, an increase 
of $1.7 billion, or 19 percent over the previous year. Applications for branches 
totaled 49, an increase of 24, or nearly 100 percent in the same period. 

The borrowing activities of the 11 regional banks, during fiscal 1952, reflected 
the increased savings of investors in savings and loan associations. For fiseal 
1952, the banks borrowed $554 million for terms of 1 year or less. Although 
this was a reduction of $496.5 million from the all-time peake figure established 
in the previous year, it exceeded the largest of the previous 5 years by $210.8 
million, or 61 percent. 

During fiscal 1952, the banks loaned $409.6 million to their member associa- 
tions. Although this total did not reach the peak figure set in 1951 by $281.1 
million, it exceeded any other previous year. Repayments, however, exceeded 
1951 by $255.7 million, or 80 percent, reducing the amount outstanding at June 
30 last to $652.7 million, or 20 percent less than in 1951. I might say here that, 
due to the current high level of activity in the home-mortgage field, bank loans 


outstanding at December 31 exceeded the $800 million mark—an all-time high. 
EXAMINING DIVISION 


The Examining Division, a staff unit of the Board, conducts supervisory ex- 
aminations of all associations insured by the Federal Savings and Loan Insur- 
ance Corporation. It also conducts eligibility and other examinations as re- 
quired. The costs of all such examinations are paid for by the associations 
examined. 

Early in 1951, in order to reduce the cost of supervisory examinations to 
insured associations while at the same time maintaining the standard and scope 
of examinations, the Board elected to examine all supervisory group I Federal 
associations—about 75 pereent of all Federal associations—every 15 months 
instead of every 12 months as was then the policy. 

It was while in the process of adjusting staffing needs to the requirements 
of the new policy that we began to fall behind in our examinations. This to- 
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gether with a too-conservative estimate of our needs in fiscal 1952 and in the 
current fiscal year are the primary reasons for examinations being in arrears. 

The rapid and substantial growth of the insured associations has added to 
the seriousness of the situation. The importance of keeping examinations up 
to date, especially now, cannot be overestimated. The current backlog of past- 
due examinations, estimated to reach 380 by June 30 next, is causing the Board 
some concern. I am aware that it is the sense of this committee that examina- 
tions be kept in a current status and you hxve so expressed this desire on 
different occasions. As a matter of fact, it was concern over past-due examina- 
tions that caused Congress to pass a law some years ago making these expenses 
nonadministrative. The circumstance which creates our problem and makes our 
position in the matter difficult, as far as taking any remedial action is concerned, 
is the application by Congress of a limitation on the amount proposed for oper- 
ating expenses. For fiscal 1952 and for the current fiscal year, a limitation was 
imposed by Congress. The amount authorized under the limitation each year 
was the amount requested. However, the existence of the limitation last year 
caused Examining Division expenses to become administrative in nature and, 
accordingly, subject to the general provisions of the act. These general provi- 
sions prohibit us from taking the necessary steps to adjust the situation—now, 
or at any time that the volume of work demands upward adjustment in our 
examining staff. This lack of flexibility will exist just as long as a limitation 
is applied to the expenses of the Division. 

As you know, gentlemen, the funds to defray the expenses of the Division are 
collected as fees from the institutions examined. If we do not make examina- 
tions, we cannot collect fees; thus, the imposition of a limitation does not even 
have the effect of savings funds for the Board—even though they are private 
funds. 

HOLC LIQUIDATION UNIT 


Although the overall volume of mail received for the first 6 months of the 
current fiscal year reflects a reduction of about 82 percent from the last 6 
months of the last fiscal year (1952), as outlined in our justification, only 10 
percent of this reduction is reflected in the correspondence category. This 
category accounts for 95 percent of the time consumed in handling all HOLC 
mail. The implications are—as we interpret them—that this correspondence 
will continue for years but perhaps not at the current level. 

The Board hopes to present proposed legislation to Congress, in the current 
session, for dissolution of the Corporation. We would like an expression of 
the committee, at this time, as to its wishes in the matter, as well as to the 
handling of this workload in fiscal 1955, 


FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 


Membership in the Insurance Corporation continuwes to increase at the high 
level experienced in the last few years. There was an increase of 153 (5 
percent) new members during the fiscal year ending last June 30, bringing the 
membership to 3,097. Aggregate assets of insured member associations reached 
$17.8 billion at June 30 last, an increase of $2.9 billion, or 19 percent, over 
the previous year. These assets account for 86 percent of the assets of all 
savings and loan associations, although membership represents only 52 percent. 

The number of insured investors, or savers, increased by 1,425,000 (16 percent) 
last year, reaching 10,127,000. Insured savings increased by $2.8 billion (22 
percent) in the same period. Average insured accounts reached $1,501, an 
increase of $76, or 5 percent. 

Aggregate reserves of insured member institutions last June were $1.2 billion, 
an increase of $190 million, or 18 percent. The reserve of the Insurance Cor- 
poration reached $112.9 million, an increase of more than $15 million over the 
previous year, or 15 percent. 

The potential liability of the Corporation last June was $15.6 billion, an in- 
crease of 19 percent since the previous year. There were no insurance losses 
during the year, no cash grants made, and no major problem cases. 


CURRENT TRENDS 


Current activity in the savings and loan business indicates a continuance of 
the high level attained all through fiscal 1952 and in the first 6 months of the 
current fiscal year. There is nothing to indicate any significant dropping off 
or lessening of activities in the foreseeable future. 
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The impact on the operations of the Board and the Insurance Corporation of 
this high level of activity is reflected in the existence of a workload backlog in 
some departments of both organizations. The backlog in the Board is mostly in 
the Legal Department and in the Supervisory Division. Employment in the 
Legal Department decreased from 19 man-years in fiscal 1950 to 14 employees at 
present on the payroll. The lack of sufticient personnel in the Legal Department 
slows up appreciably the work of other offices of the Board and of the Insurance 
Corporation For instance, the backlog in the Underwriting Division of the 
Insurance Corporation, which handles all applications for insurance of accounts, 
is contributed to by the delay in the processing of such applications through the 
Legal Department. Employment in the Supervisory Division decreased from 
21.3 man-years in fiscal 1950 to 20 employees currently on the payroll. The only 
reason the backlog in this Division is not, at the moment, of serious concern is 
because the big backlog in the Examining Division has held up reports which 
normally would be available for review and analysis 

In the Insurance Corporation the backlog is primarily in the Underwriting 
Division and in the Operating Analysis Division. Actual employment in the 
Underwriting Division decreased from 13.7 man-years in 1950 to 10 employees 
currently on the payroll At present, it takes twice as long as normally neces- 
sary to process an application to the point where insurance certificate can be 
issued. This delay is not easily explainable to applicant associations as they do 
not understand why we do not employ a full staff to do the job, especially as they 
pay the freight. The backlog in the Operating Analysis Division manifests itself 
by the issuance of reports and studies weeks, and in a few cases, months later 
than their importance demands. This situation makes it extremely difficult, 
at times, to make proper decisions and also makes the reports, by the time they 
are available, of substantially less current value. Actual employment in this 
Division decreased from 30.1 man-vears in fiscal 1950 to 27 employees now on 
the payroll. 

Our immediate problem is the elimination of these backlogs. This cannot be 
accomplished in the current fiscal year because of budgetary limitations. The 
current limitations have impaired our ability to carry out the responsibilities 
assigned to us by law. 

I might say here that, if we can be criticized for anything over the past few 
vears, it is for trying to operate efficiently on too economical a basis. We recog- 
nize that, in times like these, economy should and must be the objective. We 
endeavored to follow this principle, and I am afraid we did so a little toa 
closely—especially when it is realized (1) that the funds used in all our opera- 
tions are not tax dollars and (2) how insignificant such expenses are in relation 
to the importance of our activities to the Nation’s economy. 

Accordingly, our estimates for 194 provide for the elimination of all back- 
logs. the current handling of the constantly increasing workload, and the furnish- 

of prompt and efficient service to the savings and loan business. 

The following figures afford a review of the trend in employment and in the 
administrative expenses of the Board over the 10-year period beginning in 1945. 
They also reflect the relationship of such expenses, by years, to each million 
dollars of members’ assets. IT consider this a good yardstick by which to measure 
the economy of our operations 


I 
“r 
il 


| 
| Cost per $1 
A dministra- million of 
expenses members’ 
assets 
$299 R50 $103 
926, 700 7 
811, 800 4l 


‘" 
, OM 3 
5,000 


1952 pay increase apy 


I thank you, gentlemen, for the opportunity of making this statement. I 
shall be happy to attempt to answer any questions you may wish to ask. 
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DUTIES AND FUNCTIONS OF THE BOARD 


Mr. Divers. 1 would just like to say a little bit about what our 
duties and functions are and what we do do, if I may. 

Mr. Pirutiips. I think we should make it clear, particularly for 
the benefit of the newer members of the subcommittee, that you do 
not operate with appropriated funds, but you are asking us for 
authorization to go back to your members and assess them for the 
cost of your agency. 

Mr. Drivers. That is right. 

Mr. Puss. How much new money do you ask us for? 

Mr. Divers. We do not ask for any new money. As a matter of 
fact, it is working the other way so far as our organization is con- 
cerned: We are paying off capital that was put in originally by the 
Grovernment. 

Mr. Puinurps. You are as welcome as flowers in spring. 

Mr. Divers. The Federal Home Loan Bank Board was established 
as a reserve credit institution for savings and loan associations, build- 
ing and loan associations, cooperative banks, homestead associations, 
similar to the function that the Federal Reserve Bank exercises for 
commercial banks. It is a bipartisan board. 

Mr. Puiuirs. How many members ¢ 

Mr. Divers. Now of three members under the reorganization plan. 
Although originally it was five members. 

Mr. Puiuirs. How can a three-member board be bipartisan / 

Mr. Divers. Well, the reorganization plan provides that no more 
than two members shall be from the same political party. As I said, 
it was set up with capital provided by the Government in the amount 
of $125 million. That money has since been repaid to the Treasury 
with dividends, and since 1951 all of the capital stock is owned by 
the member institutions who subscribe to the stock as they become 
members, and in the bank system itself are $365 million of capital 
and surplus. 

There is no Government investment in the Federal Home Loan 
Bank System at the present time. 

Mr. Krurerr. What do you mean by paid back with dividends? 

Mr. Divers. I mean that the Government owned part of this stock 
and the savings and loans associations owned part of the stock, and 
the same rate of dividends was paid to both of them. 

Mr. Pnituirs. Approximately what were they / 

Mr. Drivers. It ran between 1 and 2 percent dividends per annum 
on the money. 

Mr. Kruncer. Two percent ? 

Mr. Puituirs. Between 1 and 2 percent. 

Mr. Drvers. Yes. 

Mr. Jonas. You meant plus dividends, did you not? 

Mr. Drivers. Yes, we returned the capital plus dividends. 

Mr. Putmurrs. And this is not a case the dividends were then ap- 
plied to the reduction of a loan principal, these were actual dividends? 

Mr. Divers. These were actual dividends. 

Mr. Jonas. Interest ¢ 

Mr. Drvers. It really represents the cost of money to the Govern 
ment; yes, sir. 
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Now in the case of the Federal Savings and Loan Insurance Corpo- 
ration, the three members of our Board also constitute the Board of 
Trustees of the Federal Savings and Loan Insurance Corporation. 

Mr. Putiures. Do you have the other members of your Board here 
today ? 

Mr. Drvers. No, sir. I was looking for Mr. Adams. He is not 
here. He is coming right in. Mr. Heisler is not here today. 

We also serve as the Board of Trustees of the Insurance Corpora- 
tion. The Insurance Corporation was originally started with a Gov- 
ernment investment of $100 million. 

Mr. Putiuies. Are the two boards identical / 

Mr. Divers. The two boards are identical. 

Mr. Pumurps. And the two administrative agencies are identical / 

Mr. Divers. No, the Insurance Corporation is a separate corpora- 
tion. 

Mr. Prinums. And separate employees ? 

Mr. Divers. Separate employees, except that the legal services, mes- 
senger services, housekeeping, personnel, auditing, things of that kind 
why, we have common services for the two of us. But they have their 
own limited staff of about 70 people in the Insurance Corporation, and 
their function is to insure the safety of accounts in savings and loans 
associations up to $10,000 per account, as the FDIC does for accounts 
in commercial banks. 

The process of getting the insurance is for a savings and loan as- 
sociation to file an application for insurance of accounts, and the ap- 
plication is examined. We may make an examination of the institu- 
tion. They come in and ask for insurance, and if they are admitted, 
they agree to live up to certain standards in the operation of their 
institution. 

I started to touch on this $100 million worth of capital which was 
provided by the Government. We pay into the Treasury the cost of 
that money each year, a figure that is fixed by the Treasurer of the 
United States, and that figure currently is 2 percent. 

Mr. Krurcer. Interest for the money ? 

Mr. Divers. Interest for the money; yes, sir. 

In addition to that, we have started to repay the $100 million by 
applying 50 percent of our net income each year to the retirement of 
the $100 million, and in the last 2 years we have paid out about $7 or $8 
inillion each year. So it is down now to $85 million, and we are repay- 
ing it in an orderly fashion of about $8 million a year. 

Mr. Krvrcer. In a period of how many years was this $8 million 
paid back? 

Mr. Divers. The $8 million was paid back each year since we spon- 
sored this legislation to have it repaid. It only started 2 years ago, 
und we paid about $8 million each year since then. So we are in the 
process of repaying it, and in the meantime we have paid the cost of 
the money to the Government. 

Mr. Jonas. What do you do with the trust funds? 

Mr. Divers. They are invested in Government obligations exclu- 
sively. It constitutes a reserve against losses because, in the event we 
turn into a downturn in an economic cycle, we may have to make certain 
losses good in these institutions. We have only had 1 loss in the last 
7 years and that was an institution in Chicago. 
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COMPARATIVE SUMMARY OF ADMINISTRATIVE EXPENSES 


Mr. Putiies. I think it will be good at this point to put in pages 17 
«nd 18 of the justifications, which give comparative summary of ex- 
penses for 1952, 1953, and 1954, both administrative expenses and the 
incidental or other expenses, as you call them. 
I did not want to interrupt you, but I wanted to get that ahead of 
your general discussion. 
Mr. Divers. That is all right, sir. 
(The justifications are as follows:) 


Comparative summary of administrative expenses, fiscal years 1952, 1953 and 1954 








Actual 1952 Estimate 1953 Estimate 1954 
Average Average Average 
number Amount number Amount number Amount 
Personal services | 
Office of the Chairman 3.0 $23, ORS 3.0 $94 249 3.0 $24, 249 
Otlices of Board Members 3.8 38, 258 4.0 40, 521 4.0) 40, 521 
Budget Office 2.0 11, 523 2.0 11, 645 2.0 11, 645 
Office of Information 1.2 9, 854 | 1.0 9, 195 2.0 12, 618 
Division of F. 8. & L. Operations 5.5 | 32,300 5.0 31, 370 6.0 34, 557 
Office of the Secretary | 36. 4 | st 35. 1 145, 541 35. 0 145, 308 
Office of the Auditor 8.9 < 9.0 63, 859 9.9 63, 859 
Personnel Department 1.0 24, 38 4.0) 24, 97¢ 3.0 14, 335 
Division of FHLB Operations 24.1 137, 792 24.0 138,814} 24.7 141, 111 
Supervisory Division | 19.3 23,430 | 20.0 130,049 | 22.1 137, 599 
Legal Department 15.7 96, 613 14.0 86, 477 17.9 99, 183 
Ss ail | 
Total personal services } 123.9 707, 065 121.1 706, 696 128.7 724, 985 
Other expenses: | 
Travel | 34 22, 500 30, 000 
Transportation of things a 5 100 300 
Communication services | 12, 155 | 13, 000 | 13, 500 
Printing and reproduction 2, 428 2, 500 | 2, 500 
Other contractual services | 2, 849 2, 089 2, 800 
Services performed by other agencies 3, 003 2, 550 3, 100 
Supplies and materials | 39, 107 25, 500 32, 000 
Equipment 12, 172 0 12, 415 
Taxes and assessments 309 | 400 400 
Total other expenses--___.......- | 100, 542 | 68, 639 97, 015 
| 
Total gross expenses Bo 807, 607 775, 335 822, 000 
Reimbursements from other accounts 48, 849 50, 335 47, 000 
Total expenses 758, 758 |... 725, 000 |... 775, 000 


PERSONAL SERVICES 


Mr. Divers. To go back to the question that Congressman Jonas 
asked the previous group, we have fewer employees now than we had 
in 1947, although the assets of our member institutions are twice what 
they were at that time. 

Mr. Puruirs. How many people have you employed now ? 

Mr. Divers. Well, we have got about 1: 90 in the Bank Board, about 
70 in the Federal Savings and Loan Insurance C orporation, and then 
we have about 240 out in the field, who are examiners who go from 
institution to institution and make an examination and an audit of 
the insured associations. 

As the chairman pointed out, none of these expenditures constitute 
any drain on the Treasury because our costs come from assessments 
against the Insurance Corporation, against the Federal Home Loan 
bank, and the institutions that are examined and pay the actual cost 
of those examinations. 
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Mr. Putauirs. Off the record. 
Dis ussion off the record. ) 

Mr. Printers. Mr. Dive rs, the question asked by Mr. Jonas—how 
does the total expenditure of $1,230,000 for administrative expenses 
and $2,109,661 for nonadministrative expenses estimated as your needs 
for 1954 compare with your projected expenditures for 1953 and your 
actual expenditures for 1952? 

Mr. Divers. Sir, it is up slightly, and as far as the authorizations 
for the so-called administrative expenses are concerned, it is up about 
$50,000 from the actual for 1952 and up about $80,000 from the esti 
mate for 1953. 

Mr. Jonas. Could we include that in three columns? 

Mr. Divers. You will find it on page 4 of the justifications. 

Mr. Prius. Yes; only that is only the administrative expenses. 

Mr. Divers. That is only the administrative expenses. For the « 
amining division, you will find it on page 45. 

Mr. Puiiures. Suppose at this point in the record vou do what Mr. 
Jonas is asking, make that little statement all together for the 3 years 
in 3 columns for all those items. 

Mr. Divers. I will be glad to do that, 

(The information is as follows:) 


L 


», OO) 


1, 150, 000 


1, 775, 000 
25, 000 


2 O85, 000 


24, 661 


4. 800, 000 7 > 109 661 


2, 950, 000 3, 339, 661 


Mr. Puiutrs. Tell us why you want more people to help you. 

Mr. Drvers. I think that if you will remember in 1945 we had 176 
employees in the Home Loan Bank Board and in 1952 we have 124 for 
the Bank Board operation, you find reduction of about 50 employees 
or 25 percent or more in that time, and I think you will see we made an 
effort at economy. 

The chairman was also here at the time that we liquidated the HOLCG, 
which had 22,000 employees at one time and is now down to about 2. 


LIQUIDATION OF HOLC 


Incidentally, Congressman, we have suggested a bill to Mr. Cole’s 
office which would abolish the corporate existence of HOLC and would 
after enactment allow an appropriate period for filing any unknown 
claims. I think everybody agrees it should be done, sir, and the only 
question is how. 

Mr. Putt.irs. Suppose we were to deny any money after a certain 
date for the further liquidation of the HOLC. What date would you 
like us to set? 
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Mr. Divers. Well, we have asked for, I think, $24,000 for next year, 
vhich is to be expended 

Mr. Puriurps. I was going to ask you why you were speaking of 
HOLC in the past tense. You just said a moment ago you liquidated 
the HOLC but are still asking for $24,000. 

Mr. Divers. We have disposed of all assets, and we still have a steady 
flow of correspondence, some from Congressmen’s offices, about claims, 
titles. Most of it is requests for duplicate satisfaction of mortgages, 
where the original satisfaction of mortgage was not filed by the mort- 
gagor when it was satisfied. 

Mr. Jonas. But you cannot supply them with those duplicates ¢ 

Mr. Divers. Well, we have. 

Mr. Jonas. Before I came up here, one of the last things I did in 
my little practice of law was to try to get hold of some records, and 
they told me they were stored way back in the rear of some warehouses 
and it would take a month to find them. 

Mr. Divers. They are in New York in the Archives Building, but 
we furnish them all the time. 

Mr. Corcoran. We do it all the time. 

Mr. Pures. How many people are you asking for to finish up 
this HOLC, while we have got on it? How many people are you 
asking for next year? 

Mr. Divers. Two. 

Mr. Puruies. $24,000. 

Mr. Divers. To cover the other expenses as well, yes, sir. 

Mr. Puriuies. And that is for a full year? 

Mr. Divers. Yes. I do not know whether it will be a full year or 
not because, if we get early action on the legislation we have pro- 
posed, it would provide for publication in the Federal Register of 
notice of the proposed dissolution of the Corporation. 

Mr. Puuuipes. That could be done before the 1st of July, could it 
not ¢ 

Mr. Divers. That is right, and we proposed the abolishment of it 
within 1 year from date of enactment of the law. 

Mr. Puiuies. That is rather a long time, is it not? 

Mr. Divers. Well 

Mr. Pui.ips. Suppose we gave you until January 1? 

Mr. Drvers. I think it would be immaterial so far as we are con- 
cerned, sir. The only thing we were thinking of was providing the 
public an opportunity to file claims if they had any. We do not know 
of any, but we felt we should publish notice and give them an oppor- 
tunity. 

Mr. Putuures. Do you not think 4 months is enough? 

Mr. Divers. Well, sure, there is very little difference between 

Mr. Pues. I suggest that the committee will consider limiting 
its funds to you to complete the liquidation of HOLC by November 1, 
with instructions and authorization to take whatever steps are nec- 
essary to liquidate HOLC by that date. 

Mr. Drivers. We may be able to put the proposed procedure right in 
a rider, something of that kind. We will be glad to furnish you a 
copy of the bill. 

Me. Puiniips. Will you do that? 

Mr. Divers. Surely. 





1114 


BACKLOG OF EXAMINATIONS OF INSTITUTIONS 


Mr. Divers. You asked me, sir, why we needed more money next 
year, and I would like to point out that the principal increase is for 
examiners, 

Mr. Puituirs. I was going to ask if you have a backlog of work. 

Mr. Divers. We do have. 

Mr. Puiuirs. Are you caught up on your work ¢ 

Mr. Divers. Not on the examiners, no, sir. The average time be- 
tween examinations now is around 17 months, and we ought to get 
that down to 15 months anyway. 

Mr. Puuuirs. Are examiners the only increase in personnel you 
are asking for ? 

Mr. Divers. That is all we are asking any increase for except two, 
I think, in the Underwriting Division of the Insurance Corporation 
where there is also a blacklog of examining applications for insurance. 

Mr. Puiwtes. How much of a backlog? 

Mr. Divers. Six weeks, I would say, something on that order. 

Mr. Huspanp. Yes. 

Mr. Puimutrs. Have you shifted any of your examiners in the 
banking to the examiners in insurance to pick up the backlog there? 

Mr. Hu sBAND. The examiners are under the chief examiner, not 
under the Corporation. 

Mr. Puiurrs. What I meant was, had you attempted to pick up 
one backlog by shifting people from one to the other? 

Mr. Huspanp. There is a backlog in both places. 

Mr. Pups. Three weeks is not a very big backlog. You can 
get along without more examiners on insurance if you get some more 
on the banks. 

Mr. Divers. The men who have done the examination on institutions 
have never done the other job. When these savings and loan associa- 
tions—they are funny in this respect: That some of them have waited 
15 or 20 years in order to get insurance of accounts for their members, 
and once they decide to get insurance of accounts, they want to get 
it right away. I would much prefer to be able to handle those as they 
come in, because as soon as we have a backlog of 6 weeks, for example, 
we begin to get inquiries about the status of these applications before 
they get into Washington, we get further inquiries after they get 
into Washington, we get telephone calls and letters. That almost 
doubles the work. It is much easier to handle them as they come in 
and get rid of them, instead of having to answer a lot of correspond- 
ence and te lephone calls about the status of them. 

Mr. Puitiips. We will put in pages 44 and 45, which have to do 
with the summary of administrative and nonadministrative expenses 
in the examining division, which we are talking about. 

(Pp. 44 and 45 are as follows: ) 
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Comparative summary of nonadministrative expenses, fiscal years 1952, 1953 and 1954 


. 
| Actual, 1952 Estimate, 1953 Estimate, 1954 


Average A verage A verage 
Num- Amount Num Amount Num Amount 
ber ber ber 


—_—_———_ 


Personal services 
Home office 


Field: 

Boston 

New York 

Pittsburgh 

Greensboro 

Cincinnati 

Indianapolis 

Chicago 

Des Moines 

Little Rock 

Topeka 

San Francisco 
Total, field 
Total, personai services 


Other expenses 
Travel 
Transportation of things 
Communication services 
Rents and utility services 
Printing and reproduction 
Other contractual services 
Home Loan Bank Board services 
Supplies and materials 
Equipment 
Taxes and assessments 
Total other expenses 75, 445 a 583, 152 
Total gross expenses 1, 741, 138 » aa, 2, 085, 000 
Reimbursements from other accounts 432 |. 0 
Total expenses._-_-._- 1, 740, 707 |_- 775, 2, 085, 000 


Mr. Prmures. Now here is the situation, Mr. Divers: Auditing is 
auditing, and examining is examining, and while they become special- 
ists in one line or the other, the fields are not foreign to each other. 

Mr. Divers. No, sir. 

Mr. Puriuirs. You’ve got quite a load of high-priced people es- 
pecially in the insurance examining. You have quite a lot of people 
up in the $8,000 a year division. I am not objecting to that, but I think 
you have a backlog. I think maybe we cut you a little short on it last 
year. But I question whether your load is always a steady load. Why 
cannot you arrange it so that an examiner could be shifted from one 
place to another ? 

Mr. Divers. I have suggested that. I have tried that and Mr. Hus- 
band has not been able to arrange it. 

Mr. Huspanp. There are two reasons: The underwriting work is 
not strictly examination work. When you apply for insurance there 
is a matter of legal] qualifications, plus appraisal problems, plus mort- 
gage lending problems. In other words, it is not bookkeeping or 
accounting work, it is passing upon the acceptance of that risk for 
insurance, 
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HIGH STANDARDS MAINTAINED BY HLBB 


Mr. Jonas. You do not actually ever turn down any institution that 
wants insurance, do you ? 

Mr. Huspanpn. Yes, sir. 

Divers. Yes, indeed. We do not want any bad apples in the 
barrel because there are certain standards that Congress has set up. 

Mr. Jonas. I mean, if they meet the standards, you do not turn them 
down. 

Mr. Husranp. If they meet the standards, we approve them. 

Mr. Krvrerr. At this point, I would like to ask, Do you not take in 
institutions operated under State charter ? 

Mr. Divers. Yes, sir. 

Mr. Krvuercer. The Federal Savings and Loan Association, you say, 
must be insured ? 

Mr. Divers. *The Federal must be insured, the State may become 
insured on application. We have about an equal number between 
the two of them. We have between 15 and 16 hundred Federal and 
between 15 and 16 hundred State chartered. 

Down in North Carolina, for example, my guess is the majority of 
them would be State chartered institutions. It is a State that is very 
active in savings and loan associations. 

Out in North Dakota I think they could do a little bit more, al- 
though they have got some good active associations out there in that 
State. Out in California they take everybody’s money. [Laughter. ] 

Mr. Jonas. Take the associations in my country. They pay more 
interest than the banks can pay on savings. They are getting all 
the money. 

Mr. Huspanp. The problem here is personnel, Congressman Phil- 
lips, is that our staff has been reduced from 96 to 66 over the past 
several years, and in the meantime our insurance liability has increased 
from about 6 billion up to 18 billion; 66 people to hold the line of 
$16 or $18 billion of risk is pretty slim. 

Mr. Jonas. Say that again. How many examiners? 

Mrs. Hussanp. We have total employees today of 66, which com- 
pares with 96 about 6 years ago. Now in the meantime our insurance 
liability has increased from about 6 or 7 billion up to 18 billion. We 
have cut our forces in the face of an increasing load until it has 
reached a point with us that unless we get a little relief—well, the 
responsibility is on your shoulders. 

Mr. Krurcer. The institutions which want to get into the Federal 
insurance should be examined. 


INCREASE IN NUMBER OF EXAMINERS 


Mr. Pumurrs. Mr. Husband, you say you are about 3 weeks back? 

Mr. Huspanp. Six weeks to 2 months. But we have been that 
way for the last 2 years. We have tried everything. 

Mr. Purmurrs. You have not increased any more in the last year 
than you did before. Is not there always going to be a certain amount 
of backlog? You cannot be always right up to date. So what is 
the real backlog over what the normal situation is? In other words, 
the backlog that you could control. 








-” 
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Mr. Huspanp. Normally, we are fairly current. In other words, 
if you cannot get to those cases for 2 months—— 

Mr. Pius. That is too long. But you could not get to it in 2 
days. 

Mr. Huspanpn. No; if you could get to it in about 2 weeks—— 

Mr. Puttires. In other words, a backlog of approximately 2 
weeks ? 

Mr. Huspanp. Yes. 

Mr. Puinires. And it has been pretty much that way for 2 years? 

Mr. Huspanp. For the last 3 years it has been that way—a 6 weeks’ 

»2 months’ backlog. 

Mr. Puinires. You ask for $27,000 additional money for additional 
examiners. How many additional examiners is that ¢ 

Mr. Huspanp. We ask for an overall additional increase of $30,- 
000, of which only $15,000 is for personnel. Right off the bat there 
is $5,000 for space over which we have no control. Our rent has been 
increased. We also pay for our rent. In other words, there is no 
money coming out of the Government itself. We collect premiums 
like any insurance company. We are collecting about $12 million 
a year premiums and asking to spend $455,000 to safeguard the risk 
that is assumed. Of the $80,000 increase, we are asking only $15,000 
for personnel. 

Mr. Puiurrs. What is the other 5 for? 

Mr. Huspsanp. $5,000 for the rent, which went up. 

Mr. Puiturpes. And the rest? 

Mr. Huspanp. The rest is for an increase in our audit costs from 
GAQ, over which we have no control; also $2,000 for review ap- 
praisals, so, if we have problem cases, we can get in there and protect 
the Government against loss. 

Mr. Jonas. I did not get that figure, Mr. Chairman—the percentage 
figure of cost. You are asking to spend how much money ? 

Mr. Huspanp. We are asking to spend $455,000 of our gross income 
of $17 million per year, none of which comes from the Government. 
Mr. Divers. Four percent of their income goes to their expenses, 

Mr. Jonas. You have nothing comparable? 

Mr. Divers. The FDIC is about the closest one. 

Mr. Pritires. Was it not you who provided a rather formidable- 
looking comparison between your expenses and those of the insurance 
companies in the United States ¢ 

Mr. Frantz. That was FHA. 

Mr. Huspanp. The expenses of insurance companies will be about 
t or 5 times our level. When you operate a corporation for 4 percent 
of your gross income, Congressman—— 

Mr. Puituips. Yes; that is not doing so badly. 

Now, coming over to the Deposit Corporation, how much of a back- 
log has that got? This is insurance. 

Mr. Husnanp. The FDIC, as you know, does not come over for 
your review, whereas we do. 

Mr. Prutirs. I mean the Bank Board. 

Mr. Divers. We are current on applications for membership. The 
only part of our operation that you might say is behind is the exami- 
nations of these insured institutions. We do not have enough exam- 
iners to get around. 


30608-—53— pt. 3 39 
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Mr. Puiirrs. And for that you want $50,000? 

Mr. Divers. For that we want more than that, sir. 

Mr. Prinutrs. The Examining Division is $50,000. 

Mr. Divers. The Examining Division wants an increase of about 
$300,000 over this vear. 

Mr. Puiurrs. Where did I get the figure of $50,000 ? 

Mr. Divers. That is for the Board itself. 

Mr. Puitires. Why do you want an increase of $50,000 for the 
Board? 

Mr. Divers. The increases are set out here. One of them is travel. 
We are asking for $7,500 more for travel for next year because we 
have not had enough money with which to do our job this year. 

Mr. Pumuirs. You mean, if you had more examiners, you would 
have to have more travel money ? 

Mr. Divers. That is separate and apart. That is in the Examining 
Division, and that is set up in here. 

Mr. Pures. The examiner’s travel money is charged separately ? 

Mr. Divers. The Examining Division. Of course, they are in travel 
status almost all the time because we station them in district offices 
around the country in the Federal home-loan bank offices, like at 
Greensboro, N. C., for example. That will be their headquarters, and 
then they will travel out of there. They are in travel status about 
11 months out of the year. 


PERSONAL SERVICES 


Mr. Puttutrs. You have already told me once, but how many addi- 
tional examiners do you want ? 

Mr. Divers. We are asking for 50 additional examiners. 

Mr. Putiures. How many do you have now? 

Mr. Divers. Around 200. 

Mr. Puiures. That is an increase of actually 25 percent over what 
you have now ? 

Mr. Divers. That is right, sir. 

Mr. Pures. If you did not have such good standing before this 
committee as a result of your previous reductions in personnel, I do 
not know how you would get along with us. 

Mr. Divers. May I say a word on that, sir? 

In 1942 there were 279 employees in the Examining Division of 
Home Loan Bank Board, and at that time the cost per million dollars 
of members’ assets to the members was $263 per million. At the 
present time we have about 240 employees, sir, which is 39 less then in 
1942, 10 years earlier. 

Mr. Putturrs. They should be more competent by now. 

Mr. Drivers. Well, they are not the same. That is where we have 
got a problem. We have got quite a turnover. We hire these men, 
train them well, and then the savings and loan associations come along 
and hire them as officers of those associations. I think that is good 
and healthy. I mean I am not opposed to that at all, because it is just 
part of the natural process. 

Mr. Jonas. Is it not true that the tenth time you examine an in- 
stitution you can do it with less trouble than the first time? 
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Mr. Drivers. You can, because they have the papers ready and the 
documents ready. They know what the examiner wants when he comes 
in. But we do have a turnover in the personnel of the examiners. 

Mr. Puiniirs. How much of a turnover have you? 

Mr. Divers. I think it was 14 percent last year. You see we hired 
these men at CAF-5 

Mr. Puitups. Tell me what that is in salary. 

Mr. Divers. That is around $3,600, something like that. 

The CLerk. $3,410 is base. 

Mr. Putuirs. $3,410 is base for CAF-5. How much do they go 
up to? Give me the top payments for an examiner. 

Mr. Divers. The top payment is from $8,360 to $9,360, but those are 
only for the district examiners who run the work in the field in the 
Federal home loan bank districts. 

Mr. Puitiies. What is tops for a working examiner ? 

Mr. Divers. Well, they all work, but those out on the road, it would 
be about $5,500. The average salary for the examining division, 1952 
actual, was $5,059. 

Mr. Jonas. What is the average age of those employees? Are they 
all young men ¢ 

Mr. Divers. No, sir. I think that the Home Loan—you see the 
Home Loan Bank Board had at one time 22,000 e mployees, and we are 
down now to less than 500 in all of our activities. And in the districts, 
the examiners, for example, are men of maturity who probably had 
10 or 15 years experience before they came in and have been in for 
15 or 20 years now. 

Mr, Puitirs. Mr. Husband, you ought not have any trouble getting 
examiners if Mr. Divers is only paying an average of $5,500; you 
are paying more than that average. 

Mr. Hussanp. Our average is less than that. 

Mr. Puiiuirs. You have more $8,000 men than he has. 

Mr. Huspanb. You average out the salaries, and our average salary 
is below a lot of other Government departments, but individual sala- 
ries look high because we only have 66 people. In other words, when 
you have 66 people, you can look in pretty closely, and when you look 
at an agency of 10,000 people, you cannot look into it too far. Our 
actual average annual salary is below many other agencies, and along 
with that the Government has a risk of some $18 billion to face, and 
you do not have that kind of contingent liability in most other cases. 

Mr. Divers. Let me say this: that all of our operations are super- 
visory. Wecharter, we regulate, we supervise the Federal home loan 
banks. We charter, we regulate, and we supervise the operations of 
almost 1,600 Federal savings and loan associations with billions and 
billions of dollars of assets. 

We also establish the policies for administration and see that the 
congressional standards are followed for the members of the insurance 
corporation. 

We do not have any program, we do not have any salesmen on the 
road, we do not put out any propaganda of any kind. What we do, 
our workload, is controlled by interest of the savings and loan busi- 
ness in what we have to offer. 

Mr. Purtures. How many public information people do you have? 

Mr. Divers. We have one man and one girl that we call the infor- 
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mation office, and it is primarily concerned with answering corre- 
spondence about the activities or about the insurance or membership 
in the bank system, or where they can get a loan on their home, or 
something lke that. 

Mr. Puuiirs. How many budget officers do you have? 

Mr. Corcoran. One and a girl. 

Mr. Divers. And he spends part of his time on HOLC. 

Mr. Puituires. Mr. Divers, we thank you very much. We will see 
you next year. 


Turspay, Marca 24, 1953. 
FEDERAL NATIONAL MORTGAGE ASSOCIATION 
WITNESSES 


ALBERT M. COLE, ADMINISTRATOR 

JOHN M. FRANTZ, DIRECTOR, BUDGET AND ORGANIZATION STAFF 

J. STANLEY BAUGHMAN, PRESIDENT, FEDERAL NATIONAL MORT- 
GAGE ASSOCIATION 

NEAL J. HARDY, ASSISTANT ADMINISTRATOR, DIVISION OF PLANS 
AND PROGRAMS 

WALTER L. GREENE, COMMISSIONER, FEDERAL HOUSING ADMINIS- 
TRATION 


SALARIES AND ExPEeNSES 


ts available f ] trative ai 
Amounts available for administrative expenses 


1952 actual | 1953 estimate | 1954 estimate 


Limitation or estimate ; | $3, 647, 600 $4, 189, 500 $4, 600, 000 
Unexpended balance, estimated saving 7 ; 194, 194 115, 000 


Total administrative expenses under limitation 3, 453, 406 4, 074, 500 4, 600, 000 


Administrative expenses not under limiation and under 
special limitation 5 151, 000 | 160, 000 
Unexpended balance, estimated savings 
Total administrative expenses not under limitation and 
under special iimitation 55, 842 151, 000 160, 000 


Distributed as follows | 
Foreign 27, 472 | 30, 000 | 35, 000 
Fees for contract legal and professional services 28, 370 | 121, 000 125, 000 


Administrative expenses incurred 3, 509, : 4, 225, 500 4, 760, 000 


Administrative expenses by activities 


Purchase, sale, and servicing of mortgages: 
CS, es gee p Sak te tim $3, 509, 248 
[PGS 6. co : 4, 225, 500 
1954___- peeps nue Manis 2 aac 4, 760, 000 








we 
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Accrued administrative expenses by objects 


Object classification 1952 actual | 1953 estimate | 1954 estimate 
Total number of positions . 1, 104 936 | 1, 086 
Average number of all employees 652 793 | 875 


Average salaries and grades } 
General schedule of grades 
A verage salary $4, 12 $4, 287 $4, 201 


A verage grade ; GS-5.4 GS-5.7 | GS-5.5 






1 Personal service administrative expenses: 








Permanent positions ‘ $2, 783, 451 $3, 398, 210 $3, 846, 180 
Part time and temporary ; 620 
Regular pay in excess of 52-week base 10, 705 13, O75 
Payment above basic rates RQ, » 46, 250 
Excess of annual leave earned over annual leave taken 106, 40, 765 | 
Total personal service administrative expenses 2, 990, 901 3, ] 3, 952, 155 
02 Travel 67,135 143, 620 
03 Transportation of things. ‘i 20, 910 | } 20, 000 
04 Communication services 56, 732 | | 74, 000 
05 Rents and utility services , 225, 298 301, 300 
06. Printing and reproduction ‘ . 22, 618 30, 500 
07 Other contractual services: 
General Accounting Office audit of accounts 26, 205 30, 000 30, 000 
Fees for contract legal and professional services 32, 724 124, 400 | 128, 000 
Miscellaneous contractual services- - 18, 492 | 22, 500 | 24, 950 
08 Supplies and materials 41, 268 50, 250 | 55, 475 
15 ‘Taxes and assessments ae . 6, 965 
Total accrued administrative expenses. 3, 509, 248 4, 225, 500 | 4, 760, 000 
— - =— —— =—==2 
Distributed as follows to: | 
Administrative expenses... = 3, 503, 981 4, 225, 500 | 4, 760, 000 
Capitalized expenditures....-- : | 5, 267 


Mr. Puituirs. We continue the hearings on the budget request of 
the Housing and Home Finance Agency for fiscal year 1954. When 
we recessed last evening, we still had FNMA, the Federal National 
Mortgage Association, the Federal housing and public housing. Mr. 
Baughman, do you have a statement ? 

Mr. Baveuman. Yes, sir, 


GENERAL STATEMENT 


Mr. Chairman, I appreciate this opportunity to speak briefly of 
some of the fundamental reasons which, in my opinion, justify the 
revised request made by the Federal National Mortgage Association, 
for administrative expenses for the fiscal year 1954. Under the Hous- 
ing Act of 1952, FNMA’s purchase authorization and commitment 
authority were increased by $900 million, for the purpose of enabling 
the Association to continue the purchase of mortgages covering pro- 
gramed defense housing (including atomic energy housing), Wherry 
Act militar y housing, and disaster housing. 

During the fiscal year 1954, the Association’s workload will be 
increased substanti: ally as follows: 

First : It is conservatively estimated that, under the Housing Act 
of 1952, the average number of mortgages in the Association’s port- 
folio will increase from 322,711 mortgages in fiscal year 1953 to 379,894 
mortgages in fise: val year 1954—representing an increase of 57,183 
mortgages or 17.7 percent. It is also estimated that at the end of 
fiscal year 1954, FNMA’s portfolio will consist of 405,430 mortgages 
valued at approximately $2.9 billion as compared with 356,000 mort- 
gages valued at approximately $2.5 billion at the end of fiscal year 
1953. Mr. Chairman, FNMA has always felt very keenly its respons- 
ibility to provide adequate protection for the Government’s invest- 
ment, and its main objective has been to prevent any loss or deteriora- 





tion of its portfolio so as not to impose any burden upon the ti ixpayer, 
Unlike the one-time operation incident to the purchase or sale of : 
mortgage, the maintenance of the Association’s portfolio nvelvie 
continuing and or activities in connection with maintaining 
its internal rec ords and, in addition, supervising, auditing and i inspect- 
ing the operations of ap proxim ately 1,100 organizations now actively 
servicing the Association’s mortgages. By reason of the expansion 
of its portfolio i in fiscal year 1954, the Association must also necessar ily 
expect a corresponding increase in the number of delin quencies and 
foreclosures which will further add to its mortgage servicing work- 
load. 

The Association’s budgetary request for administrative expenses 
(under limitation) for fiscal year 1954 was revised from $4,600,000 to 
$4,200,000 as a result of the reduction in the estimated workload for 

seal year 1954; however, this workload will still be greater than that 
for fiscal year 19535. The revised budgetary request of $4,200,000 
compares with $4,074,500, currently estimated for fiscal year 1953. 
Although the sum reque _ for administrative expenses for fiscal 
year 1954 is somewhat larger than the amount available for fiscal year 
1953, the amount for 1954 is relatively much less than that av: ailable 
for 1953, based upon a comp: irison of the Association’s mortgage port- 
folio for those 2 years. This is borne out by the following t: able which 
shows that the average number of mortgages in the portfolio for fiscal 
year 1954 will increase by 17.7 percent over fiscal year 1953, whereas 
the administrative expenses for the same period will increase by only 
3.1 percent. 


r¢ 
{ 
t 


Percent in- 
Fiseal year crease (+) 
estimate or de- 
1954 crease (—) 
1954 over 1953 


379, 894 17.7 
$4, 200, 000 3.1 


I might add that almost 70 percent of the Association’s adminis- 
trative expense is incurred in providing the necessary operating and 
administrative safeguards in maintaining its mortgage portfolio. 
Even with the reduced amount suggested in this request, I believe 
that FNMA can still perform this highly essential function in a 
reasonably efficient manner. 

Second. As to the Association’s mortgage-purchasing program, in 
view of the acute scarcity of mortgage credits with respect to military 
and critical-defense-area housing, the Association will be 1 ‘equired to 
purchase a large volume of such mortgages. In addition, the legis- 
lative history of the Housing Act of 1952 discloses that FNMA was 
expected by the Congress to provide support by purchasing GI mort- 
gages covering nondefense housing. In the circumstances, FNMA 
will be called upon to continue the purchase of mortgages in these 
categories at almost the same high level in fiscal year 1954, $636.5 
million, as in fiscal year 1953, $638.8 million. 

Third. In its mortgage-sales program the Association has con- 
stantly stressed the importance of i increasing sales from its mortgage 
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portfolio in order to permit the reduction of borrowings from the 
United States Treasury. In view of the present condition of the 
mortgage market, the Association will be required to intensify its 
present sales program if it is to increase its mortgage sales from an 
estimated $70 million in fiscal year 1953 to $150 million in fiscal year 
1954, 

In conclusion, may I again mention that the Association has been 
able to hold down its administrative expenses to an extremely low 
figure in view of the drastic economies in its administration which, 
this committee will rec all, were put into operation during the fiscal 
years 1951 and 1952 when the FNMA field offices were consolidated 
and reduced from 31 to 6 field offices, thereby effecting a sharp reduc- 
tion in the administrative expenses of the Association. Also, may 
I note for the record that these expenses are paid out of the corporate 
earnings of the Association and not from Treasury appropriations; 
and that this year the Association turned over, as a dividend, to the 
United States Treasury the sum of $31,500,000. 

Thank you. 

Mr. Prous. I wish, Mr. Cole, you or one of your men here would 
make a statement which would indicate just exactly the relationship of 
FNMA to the other sections like Public Housing and Federal Housing. 
it is entirely in the Office of the Administrator; is it not? 

Mr. Corr. Yes; that is right. It had been assigned to the Office of 
the Administrator. 

Mr. Puituires. And how it came to be created and how it came to be 
there and what is the relationship to these other agencies which are in 
your big agency. 

Mr. Coxe. I will ask Mr. Baughman to answer that. 

Mr. Bavenman. The Federal National Mortgage Association was 
chartered in 1938 and has been in continuous existence since that time. 
It was authorized to purchase insured and guaranteed mortgages and 
also authorized to sell the same. 

The Federal National Mortgage Association was transfe rred to the 
Housing and Home Finance Age ney under date of September 7, 1950, 
from the Reconstruction Finance Corporation. 

Mr. Putiies. By what authority ? 

Mr. Baveuman. Reorganization Plan No. 22 of 1950. 


TOTAL BORROWING AUTHORITY 


Mr. Puttiurrs. And what is your total authority in money? 

Mr. Bavenman. The total authorization is $3,650 million, of which 
no more than $2,750 million may be used for the purchase of non- 
defense mortgages. 

Mr. Puitutres. By elimination, does that mean you can use the bal- 
ance for defense mortgages without any further authority ? 

Mr. Baveuman. Yes, sir; the $900 million plus any portion of the 
nondefense fund, if necessary. 

Mr. Puitures. What is the present status of that fund? How much 
of it has been used? This is not an actual cash appropriation; this is 
a contingent obligation of the Federal Government which may not run 
over $3.6 billion ? 
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Mr. Baveuman. It is an authority to spend money to purchase 
mortgages, and there is no obligation whatever except in the way of 
commitments. 

Mr. Puiuipes. It is an actual obligation of cash with which to buy 
mortgages ¢ 

Mr. Bavcuman. It isa borrowing authorization. We do not oper- 
ate with large cash balances; we borrow as needs may arise. It is an 
authorization we have to expend money for purchasing mortgages. 

The only commitments the Federal National Mortgage Association 
has are the written commitments in existence, part of which were au 
thorized recently by Congress—Public Law 531 authorized FNMA to 
male commitments not in excess of $1,152 million for defense, mili- 
tary, and disaster housing. 

Mr. Purerires. Let me make that clear. Is that in addition to the 
$3.6 billion ? 

Mr. Baueuman. No, sir. 

Mr. Puiuuies. That is included in the $3.6 billion ? 

Mr. BauGuMaNn. Yes, sir. 

Mr. Core. May I add one thing? This is an authority for direct 
borrowing from the Treasury. 

Mr. Puiuips. That is just what I was going to ask. Is this the 
same authority we have had with the Housing Administration, that 
you go directly to the Treasury and get money ¢ 

Mr. BaucuMan. That is right. 

Mr. Pures. But this was not clear to me. It may have been 
to the other members. I did not realize your entire job was to buy 
mortgages; I thought you also had the authority in FNMA, in effect, 
to guarantee mortgages. 

Mr. BaveuMaNn. No, sil 

Mr. Pures. But it is an outright purchase function of the Gov- 
ernment, using money direct from the Treasury, not to exceed $3,650 
million ? 

Mr. BavucHMan. Yes, sir. 

Mr. Jonas. From whom do you buy these mortgages principally ? 

Mr. Baveuman. We buy mortgages from mortgagees, which may 
be a bank, a trust company, a mortgage company, a savings and loan 
association, or any financial institution which is dealing in mortgages. 

Mr. Jonas. Private institutions? 

Mr. BavcuMan. That is correct. The mortgages we are permitted 
to buy are insured and guaranteed mortgages only. 

Mr. Jonas. FHA insured and GI guaranteed mortgages? 

Mr. Baucuman. That is right. 

Mr. Putters. That is probably where I got the idea that was more 
closely related to your function. a do not buy the mortgage from 
the individual home owner: you buy from a builder, and usually 
you buy in bulk, so to speak ; you buy mortgages on a project involving 

1 large number of houses? 

Mr. Baveuman. We buy groups of single-family mortgages and we 
buy multiple-family mortgages—practically anything that qualifies 
for FHA insurance. We also buy defense housing mortgages which 
can be multiple-family or single-family. 

Mr. Yates. What determines whether you will buy a mortgage? 

Mr. Bavenman. We have certain statutory regulations. 
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Mr. Yares. I do not mean that. You have just stated you can only 
buy mortgages that are insured by the Federal Housing Administra- 
tion. It would seem to me, therefore, those would be mortgages 
which the mortgagee would not want to sell, because he would be 
assured of a return and payment of the mortgage at maturity. Why, 
then, would you have to buy them ? 

Mr. Baucuman. FNMA was originally established to encourage 
interest in various types of mortgages which FHA insured. It was 
back in 1938 when they wanted to support the insured mortgages. 
Some of the banks were reluctant at that time to take them. 

Mr. Puss. It is not clear to me why you did that. Here is a 
financing Institution, a private bank, that might well carry these 
mortgages. Now, how do you come to get them unless you are taking 
the poor risks or something like that ¢ 

Mr. Coir. It is not simply a question of the bank or lending institu- 
tion or mortgage banker wanting or not wanting to hold the mort- 
gages; it is more a question of the supply of money available. It was 
primarily a secondary mortgage market. 

Mr. Puitures. You would buy from banks ¢ 

Mr. Coz. We buy from banks, other lenders, and so forth. ‘They 
may not have sufficient mone y to m: ike the loans the *y want to make 
in volume ; so this was set up originally as a secondary-mortgage back- 
stop to make more money available to builders, mortgage people, in 
order to vet more housing. 

Mr. Puitzuips. To what extent does the need exist for it to do it? 

Mr. Coir. The only answer to that is the volume they are buying. 
There is a policy matter involved in that, and the question is how 
far the Government should go as a secondary mortgage market, and 
all that is tied up with the rate of interest, and so forth. 

Mr. Puttuirs. Does the rate of interest have any material effect on 
whether or not you buy them! I mean can they sell to you at whatever 
rate of interest those lending agencies might go out and get on some 
other loan on equally good property? What ‘interest: do you pay? 

Mr. BaucuMan. We buy merely insured and guaranteed mortgages 
which carry the prevailing rate of interest on those mortgages ; namely, 
GI 4 percent and FHA’s at 4 and 4.25. 

Mr. Tuomas. The basis of this whole thing is just one thing, and 
that is the interest rates; so that we had just as well get into it. 

Mr. Putuiirs. We are approaching it, but Iam still trying to figure 
out why, if these carry an interest rate of 4 percent, certainly lending 
institutions have loans and are borrowing money at less than 4 per- 
cent. So is it the percentage of money ‘that a lending agency may 
put into this type of paper? You resell your mortgages; do you not, 
Mr. Baughman ¢ 

Mr. BavucuMan. If we can; that is correct. 


AMOUNT OF MORTGAGES OWNED BY THE GOVERN MENT 


Mr. Puinurres. Now, why do not you resell more than you apparently 
have resold, if you presently have $3.6 billion of mortgages on hand, 
which I take it you do? 

Mr. Baucuman. No. 


Mr. Puiiiires. How much do you have? 
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Mr. Bauecuman. About $2.3 billion. 

Mr. Puituirs. If you have $2.3 billion presently on hand in mort- 
gages, why do not you sell them / 

Mr. Bavcuman. Because there is no market for them at that rate 
of raga 

. Putures. Lending institutions are lending money at less than 
4 pe recent; are they not? 

Mr. Yates. No. You mean to their usual customers? 

Mr. Puruuies. Yes. 

Mr. Cote. Not on housing. 

Mr. Yates. It depends on the institution, of course—the size of the 
institution—but your ordinary loans are paying 4 and 4.5 percent— 
ordinary commercial loans. 

Mr, PHIiirs, Certainly they cannot be loaning long-term on real 
estate at 4 percent. 

Mr. Yates, No. 

Mr. Pumures. That probably is your answer. But I still do not 
see why you do not sell more of your mortgages. Is that, as Mr. 
Thomas stated, a matter of interest. 

Mr. Coreg. It certainly is a consideration that is very fundamental. 
There is no question about that. 

Mr. Putituirs. Suppose you wanted to sell more or suppose Congress 
thought it desirable that you dispose of this and not carry it. Would 
you have to change the interest rate ? 

Mr. Cotz. The amount? 

Mr. Puituirs. Yes. 

Mr. Cotz, Again that isa matter of opinion. Let us put it this way: 
If it is a fact that FNMA has not sold their mortagages by reason 
of the interest situation then the question becomes what effective inter- 
est rate or yield is needed in order for them to sell their mortgages. 

I have heard a number of figures, one being that the VA should be 
increased to 4.25, and that would permit FNMA to sell a great pro- 
portion of their holdings. Some people contend, though, that some 
of the rates should be raised to 4.5. All of those matters are under 
consideration, as you know, by Congress, by the Senate committee—— 

Mr. Puiures. May I be perfectly clear on the record that it is the 
subcommittee that is asking the questions, as we are interested in 
finding out whether we can dispose of any part of this and what would 
be necessary todo it. Suppose, instead of raising the interest rate, you 
offered to sell the mortgage at a discount ? 

Mr. Baucuman. Of course, that is all you could do with the port- 
folio. You could not raise the interest rate on the paper, because it 
is a contract: all you could do would be to sell at a discount. 

Mr. Pureiies. Then by the discount you could make the interest 
rate approximately, say, 4.25. 

Now, I suggest to you, as a result of conversations I have had, it is 
the feeling of some people that you could dispose of these mortgages 
without any change in the interest rate. 

Mr. Baveuman. Of these mortgages? 
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EFFORTS TO SELL MORTGAGES 
‘ 


Mr. Puitures. Yes. How much of an effort have you made, Mr. 
Baughman, to dispose of these mortgages ? 

Mr. Baveuman. We are continually in the field contacting every 
financial institution of the United States trying to sell these mort- 
gages. 

Mr. Cortz. Do you mean at the present rate, without a discount, 
Mr. Chairman ? 

Mr. Puiures. Yes. Now, why do they say they won’t buy them? 


Do they say they are not good security ¢ 


Mr. Baveuman. There are many reasons. Some of them are able 
to negotiate enough business on mortgages at a higher rate of interest 
than the insured and guaranteed loans carry to meet the demands of 
their depositors; others have funds but are able to purchase mortgages 
at a discount. 

Mr. Puutuies. I understand you say these are the guaranteed mort- 
gages? 

Mr. Bavucuman. That is right. 

Mr. Pures. Those people, the banking institutions, who would 
buy one of your mortgages, would have a guaranteed mortgage up to 
90 percent ¢ 

Mr. Bavcuman. That is a certain percent. It is 50 and 60 percent 
on GI’s. 

Mr. Putuies. How much on the others? 

Mr. BaucuMan. They run up to 100 percent, though most are 80 
to 90, 

Mr. Puruurrs. What is that? 

Mr. BaucuMan. That is an FHA-insured loan. 

Mr. Jonas. He has not made clear whether FNMA is compelled 
to buy all mortgages that are tendered. 

Mr. Baucuman. FNMA is not legally obligated to buy mortgages, 
unless a commitment contract is entered into. 

Mr. Yates. What makes them buy mortgages, then? 

Mr. Bavueuman. The pur pose, as Mr. Cole has stated, was to stimu- 
late the local markets, the theory being that in certain areas of this 
country there is not sufficient money to finance construction and also 
carry on legitimate mortgage business in those areas. You also have 
parts of this country where you have very high interest rates in cer- 
tain States; and the GI and FHA interest rates do not compare, 
favorably, I think, with other mortgage loan rates generally in the 
Mountain States region. Your particular State, Mr. Phillips, Cali- 
fornia—I have heard several discussions of it; they feel that due to 
the influx of new families there and the rapid growth of your popu- 
lation that they do not have enough money to finance their home- 
building program, in your particular State. And I might say that 

California has had considerable help from the Fede “ral National Mort- 
gage Association. Out of that portfolio of $2.3 billion, I think the 
present outstanding amount of mortgages held ‘from that particular 
State is $363 million at the end of the year 1952. 

Mr. Puitiips. Let me ask this: Either by custom or law is the sale 
of the mortgages confined to the States in which they are located ? 

Mr. BaveuMan. No, sir. 
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Mr. Pures. I mean buying from you; if the purchaser agrees 
to buy from you. 

Mr. Bavuauman. The theory of FNMA is that in areas where there 

not any money we should buy mortgages in those areas to help out 
and get houses constructed and sell mortgages in some other areas 

nere they have a sul plus of cash. We might sell] in New York 

Mr. Piirs. Where there is a surplus of cash ? 

Mr. Bavenman. That is right. 

Mr. Prous. Do insurance companies buy them ? 

Mr. BauveuMman. Insurance companies used to be big buyers, but 
that has fallen off in the last few years. 

Mr. Puriturrs. Now, you ask for how much authorization for the 
pure hase of mortgages for next year? At one time you estimated 

$719 million. How much was your reduction? 

Mr. Baucaman. We estimate now $636 million. 

Mr. Puinuies. As a practical matter, then, if you sell some of the 
eXisting mortgages, you would not have to have any more money from 
aint 

Mr. Bavonman. That is correct, and we would like to do it. 

Mr. Jonas. Does not oo happen? X bank makes a loan to John 
Smith and it is insured by FHA; then X bank immediately turns 
around and sells that aisle ige to you, but X bank keeps part of the 
carrying charges that are paid to it, and it turns out that it makes 
money on the handling transaction: does it not ? 

Mr. Bavenman. Yes. It is entitled toa fee on a construction loan of 
up to 2.5 percent of the amount of the loan: whereas if they only make 
the permanent loan without furnishing construction money, then they 
get 1 percent. 

Mr. Jonas. Is the amount of service charges that banks can charge 
fixed ? 

Mr. BaucuMan. It is fixed by regulation. 

Mr. Purures. Actually this committee has the authority only over 
your administrative expenses. You could go out and spend $636 
million no matter what this committee thought about it. 

Mr. Corr. That is true. 

(Discussion off the record.) 


INTEREST RATES 


Mr. Tuomas. Mr. Chairman, I believe it would be helpful if you 
would cause to be inserted in the record at this point the rate of interest 
charged by FHA and that charged by the Veterans’ Administration 
and then follow that with a table of the prevailing interest rates by 
private mortgage companies, State by State—that is, approximately. 

Mr. Puiurs. Can you do that? 

Mr. BaveuMan. The only way you could do that would be to ask 
the institutions what they are charging. 

Mr. Tuomas. Well, you have a pretty good idea of the prevailing 
rate State by State for these conventional loans, and it would be well 
to put it in the record at this point. 

What is the prevailing rate for the Home Loan Bank Board? 

Mr. Corr. That would not be apropros; that would not be relative. 
They do not regulate it. 
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Mr. Tuomas. Well, you can strike a pretty good average. 
Mr. Cote. I think we can give you the results of an opinion. 
Mr. Tuomas. I just want your opinion on that. 

Mr. Puturs. Will you put that in the record at this point? 
Mr. Corr. Yes. 


(The information follows:) 


Prices of secs. 208 and 501 mortgages by se lected areas on Feb. 13, 1953 








| FHA 414 percent 2 VA 4 percent 501 
Agency City - ——————— 
j Range A verage Range Average 
Philadelphia_...........| New York City 100. 5 17. 5-99. 0 js, 9 
Newark 100. 5 97. 5-99.0 RY 
Philadelphia 100. 5 97. 5-99. 0 US 
Balti re 100.0 96. 0-99. 0 9g 
Richmond 100.0 95. 0-96. 0 OA 
Pittsburgh 0.0 06. 0-97. 0 U6 
Norfolk 100.0 95. 0-96. 0 WS 
Boston 100, 5 99.6 
New Haven 100, & 99. 0 
Washington 99, 9-100. 0 99.7 95. 0-99. 0 on. 9 
Average 100. 2 97.5 
Atlanta Miami 97. 5- 99.0 QR 05. 0-97.0 95.9 
Jacksonville 99. 0-100. 0 99.7 15. 5-97 06. 5 
Birminghar 99, 0-100. 0 yO. 5 92. 0-95. 0 93.8 
Me 19. 5-100.0 18 5. 0-97. 0 96. 1 
Na 09. 5-100. 0 99.8 95. 0-98. 0 96. 0 
Jac 99. 0-100. 0 19 97. 0-98. 5 97.7 
Atlanta 99.0- 99.5 99,3 95. 0-97.0 } 96.0 
Charlotte 98. O- 99.0 98. 5 94. 0-96. 0 95. 0 
A vera 10.3 5.9 
Chicago Chicago 100. 0 17. ( 
Detroit 99. 0- 99.5 99.3 95. 0-96. 0 95. 5 
) Clevel 99. 0-100. 0 19.5 96. 5-97. 0 06, 8 
Minneay] 99. 0-100. 0 99.5 95. 0-96. 0 ) 
Omana 99. 5-100. 0 VOR 94. 0-97. 0 , 
St. Loui 99 0 95. 0-96. 0 ie 
Kansas Cit 97. 0-100. 0 UR. 5 94. 0-96. 0 05.0 
, Des Moir YS 100. 0 99, 3 92. 0-98. 5 5.3 
Topek 100. 0 5.0 
, Louisville 98. 5-100. 0 gy. 3 95. 0-96. 0 ) 
A verage 10.4 ) 
Dallas Okla City 19.0 " 
Dallas 100. 96. 
Den 99 “ 
New Orleans i ) 
Little Rock (0) 97.0 
Average 7 ¢ ” 
Los Angeles Los Angeles 99.0 95. 0-96. 0 iy 
San Francis 98. 5-99. 0 98. 7 95, 0-96. 0 95. 5 
Salt Lake City ‘ 
| YS. 0-99. 0 : Yd. 0-46. O 
Phoenix 98, 0-99, 0 QR. F 95.3 
Average 98 05.3 
Seattle. Portland 98. 0-100. 0 ag 91. 0-98. 0 96. 0 
Seattle 99. 0-100. 0 99.3 5. 0-98. 0 97.0 
A verage 19 Of 
United State ive ge 10. € ¥ 
Offers 


? Not specified 
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Opinions from FHA insuring offices on average price bid in secondary market for 
section 203 4344 percent mortgages on new construction and ready for immediate 


| | Per $100 of Per $100 of 
od 7 Code 
Code loan amount _ | loan amount 


Large cities in State of— Large cities in State of— 
Alabama 99. 00-100. 00 35 New Jersey 100. 00-100 
Arizona 98. 50 ; New Mexico 100 
Arkansas 99. 00 37 New York 99. 00-100. 
California 98. 00-100. 00 3 North Carolina 100 
Colorado 99. 00 North Dakota 99 
Connecticut : 100. 00 1 Ohio 98. 50-99 
Delawar‘ 100. 00 y Oklahoma | 99. 00-100. 
District of lumbi 7 100. 00 3 Oregon 99 

50-99. 50 Pennsylvania 99. 00-101 
99. 00 Rhode Island (‘) 
98. 50 j South Carolina 99 
19 00-100. 00 7 South Dakota.- 100, 
97. 00-99. 00 lrennessee 99 
100. 00 49 Texas 99, 00-100 
100. 00 52 Utah 99 
99. 75 : Vermont-. ) 
99. On 5 Virginia 99. ! 
100. 00 56 Washington 99, 00-99, | 
99. 00-100. 00 57 West Virginia 99. 00-100 
100. 00 5 Wisconcin 100 
8, 00-99. 50 f W yoming v9 
100. 50 Alaska 
99. 00 7 Hawaii 
99. 00-100. 00 Puerto Rico. 
Montana 100. 00 l Canal Zone 
Nebraska 99. 00 Virgin Islands 
3 Nevada 100. 00 United States total 
34 New Hampshire 100. 00 


| 
| 


1 No secondary market activity-financing by local lenders. 


Mr. Parties. We will also put in these 2 pages of the revised 
budget request ‘‘Estimates of purchases, sales, repayments and other 
mortgage credits by types of mortgage” and the ‘ Administrative 
expenses by object class.” | . 
(The matter referred to is as follows:) 
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Estimates of purchases, sales, repayments, and other mortgage credits by types of 
mortgage for fiscal years 1953-54 


{Dollars in millions] 


Fiscal year 1953 Fiscal year 1954 


Printed budget Revised Printed budget Revised 


Num- Num Nun Num- 
ber of ,| ber of ber of ber of 
mort- Amount mort- Amount most Amount okey Amount 
gages gage gauges y 


Mortgages on hand, start of fiscal 
year 291, 066 $2, 068.0 291, 066) $2, 068 


Purchases during year: 
FHA, defense, military, and 
disaster », 537 204.3) 27,990 
FHA, nondefense 5,3 76.0 4, 530 
VA guaranteed 51, 213 409. 7 3, 868 


Total 82 141 690.0 


Sales during year 14, 001 100.0 
Repayments and other credits dur- 
ing year 3, 296 92.0 


Mortgages on hand end of fiscal year 
FHA insured 59, 548 455.4 


VA guaranteed 296, 362) 2, 110.6 


81, 638 


260 323, 792 


Total 355,910! 2. 566.0 962.0 405, 430) 2. O1¢ 
Undisbursed commitments 631.9 192 


Total available authorization 16. 1 


41 


Administrative expenses by object class 


Revised estimate 1954 


Posi- Man- 


tions | years 


Amount - i y Tan 


year 


Amount 


Personal services expense 
Washington office 
Field 


Net personal service 
expense 

rravel 
Transportation of things 
Communication services 
Rents and utility services 
Printing and reproduction 
Contractual services 
Supplies and materials 


Total administrative ex- 
penses 
Deduct: Administrative expenses 
not under limitation and under 
special limitation 51, 000 
Add: Estimated savings 5, 000 


Total administrative ex- 


penses under limitation 600. 000 
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MORTGAGE SALES, REPAYMENTS, AND OTHER CREDITS 


Mr. Puiturps. What I am trying to clear up in my mind is the type 
of mortgage vou are getting in. We had a good deal of experience : 
few years back, as vou remember, Mr. Baughman, with the HOLC 
tvpe of mortgage, and I observe on page 10 you talk about what 
appears to me to be a sort of swapping of mortgages—that is, the 
new purchase receipt plan, where the investor buying FNMA mort- 
rages is given the right to sell an equivalent amount of mortgages 
back toF NMA. That is right; is it not? 

Mr. BauGuMman. Yes, sir. The purchase receipt plan, which 
Was pul in last October, was recommended by builders who were 
unable to get financing. the purpose being by taking a seasoned 
mortgage from the FNMA portfolio, it possibly could be sold to 
a private investor and, in turn, they would get a purchase receipt 
which would enable them to sell to FNMA within a vear any mortgages 
they might originate on some new construction. 

Mr. Pariiurps. Then it is exactly what it seems like to me; in other 
words, you are swapping a seasoned mortgage for a brand-new 
mortgage 

Mr. BaucuMan. That is right 

Mr. Paiturps. And you expect to do that to the extent of $208 
million, apparently, according to page 11 of this, and I think maybe 
we had better put in the record the table at the top of page J—11. 

(The matter above referred to is as follows: ) 


TasLeE J-11 


Millions of dollar 


Mr. Potties. I have a question as to whether we are not getting 
into the same situation we got into with HOLC when we took all of the 
weak mortages out of the banks and then we struggled for the next 
15 vears or so to get something back on the mortgages and iron it out. 
Why are not we getting into that situation again? 

Mr. BauGuMman. I would not say we are getting weak mortgages. 
We are getting insured and guaranteed mortgages, insured by another 
section of the Government. And, of course, we look very carefully 
at the credit at the time we buy, too 

Mr. Puinturps. That is another thing. Every time you buy, then, 
vou have added to the administrative cost which you otherwise would 
not have. Do you not make a survey and appraisal? 
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DUPLICATION OF EFFORT WITH FHA 


Mr. BaugumMan. We buy nothing without an examination of the 
papers to see if they are good risks. We do make a quick survey of 
the credit rating to see if it is satisfactory. 

Mr. Jonas. You see, all that is done is FHA first before they insure 
the loan. Th: Government makes the money available and offers 
to insure these loans, and you make that survey and FHA makes i 
over again. Now, the Government has two agencies doing those same 
things. Does not that seem like duplication of effort? Why should 
not the Government go ahead and make the loans originally? 

Mr. Coir. Did | understand you to say the Government put up 
the money originally for FHA? 

Mr. Jonas. No. It puts up the money to run FHA, and the 
Government finally winds up owning a block of mortgages after 
voing through two or three operations. 

Mr. BauGumMan. Compared to the volume, you buy a very small 
portion of FHA-insured mortgages. 

Mr. Jonas. It sounds like a great number. 

Mr. BauGuMan. It does, but it is just Oo percent of the total mort 
rage debt of the country. 

Mr. Putuiies. Does it not lead to this: are not you buying mort- 
gages for 100 percent on the dollar of a type which probably would 
have to be sold at a discount if it were not for you, and you are swap- 
ping for them good, seasoned mortgages that you have investigated 
and put in your portfolio? 

Mr. BauGcuMan. Of course, we are getting par for what we sell 
sut what vou sav is true. 

Mr. Puiuurps. You are getting par for what you sell, but you have 
$2.3 billion which vou say you have not sold. 

Mr. BauGuMan. That is correct. 

Mr. Coxe. It is purely a policy question. 

Mr. Putturps. I do not know just how to reach it through the 
Subcommittee on Independent Offices, but I have an idea your 
administration will explore it. 

Mr. Coxe. | think it is a very important one. Your idea is correct. 

Mr. Puiturps. Of course, Mr. Jonas’ suggestion is that this could 
all be handled by Federal Housing or something like that. Why 
could not it very properly be turned over to the Home Loan Bank 
Board? Is it because you like their line of business or what? 

Mr. Cote. The question came up yesterday about the assigning of 
certain functions to one of the constituents, and somewhat in an 
offhand remark I said it was not the type of operation that the con- 
stituent agency was authorized to do. Again, it is a question of 
policy. It is not the type of operation that the Home Loan Bank 
Board is now set up to do. It would be a matter of organization and 
a change of the polic y. 


ADMINISTRATIVE EXPENSES 


Mr. Puituips. Getting down perhaps | o what is more directly of 
interest to this committee, you are asking in the original budget for 
$4,760,000 for administrative expenses and an additional $13,700,000 
for service fees. How much have you changed that in the revision? 


R0608 ao pt 3 0) 
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Mr. BaucuMan. We have reduced administrative expenses after 
adjustment of this program, and what we feel our needs are, down to 
$4.2 million. 

Mr. Puiturps. You reduced it to $4.3 million, and then you have a 
reduction of $160,000, making a net of $4.2 million. 


COST OF SERVICING MORTGAGES 


Now, suppose you do some of these things we are talking about, 
including exploring and perhaps adjusting this idea of swapping good 
mortgages for those that could not be sold without a discount and sell 
off more of the portfolio you have accumulated of these other mort- 
gages. Why would not that estimate of $18,456,000, unless changed 
by your revision, be materially reduced? You must have to service 
these mortgages you have. Can you estimate how much it costs on 
an average to service these mortgages in your portfolio? 

Mr. Baucuman. We pay half a point servicing fee. That is the 
figure being paid for servicing throughout the country. 

Mr. Jonas. They are serviced by banks throughout the country? 

Mr. BaueuMan. That is right. 

Mr. Puiturps. You hire the banks to service them? 

Mr. BauecumMan. When FNMA started, the operation was not ex- 
tensive. All mortgagees who sold mortgages to FNMA were obligated 
to service the mortgages. 

The mortgages were scattered and by requiring financial institutions 
to service the mortgages it resulted in the least expensive method of 
servicing. These servicers in turn made efforts to sell the mortgages 
to private financial institutions and thereby make the FNMA 
funds revolve. 

Mr. Putiurps. But they do not revolve. 

Mr. Baucuman. No; on account of certain conditions today, 
largely in the mortgage market. 

Mr. Puriurps. Largely the interest? 

Mr. Bauecuman. That is right. 

Mr. Putuurps. You have just told Mr. Jonas that the banks did the 
servicing of these mortgages, but you ask for 527 man-years and $2.1 
million for auditing, field cashiers, administration and fiscal services, 
in addition to $13.7 million for servicing fees. 

Mr. BaueuMan. Correct. 

Mr. Puiturps. That is money to me. 

Mr. BauGHuMAN. We have to keep control of this investment. We 
buy and sell mortgages with that money. 

Mr. Puiturps. Then the banks cannot be doing the work for you; 
if you check the thousand or more recipients of these servicing fees, 
it seems to me you are checking the checkers there. 

Mr. BauauMan. We are keeping control of our investment. 

Mr. Puiurps. That is a nice sounding phrase, but it could involve 
duplication of work; could it not? 

Mr. BaveuMan. Yes; it could involve duplication of work. 

Mr. Cor. The question is whether it does. I think it should be 
examined very carefully as to whether it does. I see two areas there. 
One is the servicing in the field; one is auditing, accounting, and so 
forth in the agency itself. There ‘could be, as Mr. Baughman s suggests, 
a duplication of effort, and I think it should be examined from that 
point of view, and I intend to do so. 
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Mr. Puiturps. That is satisfactory, because it does seem to me 
if you are checking people who in turn are checking something else, 
there is a field there for correction. 

Mr. Tuomas. There is one thing certain about this. That figure 
of $13.7 million would rise overnight to $20 million if the Government 
attempted to service these mortgages; instead of paying half of 1 
percent, it would cost you much more. 

Mr. Coxe. That is what I was pointing out, that they are two 
separate operations. One is a question of how much has defaulted, 
and one is in the field of making the actual collection, and in my 
opinion they must have accounting facilities to determine whether 
or not it has been done. 

Mr. BaucuMan. That is nothing unusual. All of the insurance 
companies, all of the banks that have mortgages do exactly the same 
thing we are doing. 

If we wanted to service direct—I want to put this on the record, 
because that is probably what you are thinking about—we have made 
an examination of that, and there are 3 or 4 factors you should con- 
sider. No. 1, you would have to increase our budget by about $5 
million to do this job; No. 2, you would have to put 1,000 people on 
the Federal payroll; No. 3, you would do away with the servicing 
of these 1,100 banks, institutions, mortgage companies, throughout the 
land. 

Mr. Puaruuipes. There has been no suggestion whatever made by 
this committee that you are doing all this work. We are just trying 
to find out whether you are doing work which is done by mortgagees. 

Mr. BaucuMan. That has not really come out, anyway. 

Mr. Puiiurps. My next question would be how much of those same 
records which you keep are kept by FHA? 

Mr. Baueuman. None at all. We do not duplicate them. We have 
all of the collateral papers in connection with the loan that we must 
maintain; we collect all of the money. It is not so much the servicing 
as it is the actual contacting of the borrower. Foreclosures are all 
approved by our organization, and we in turn direct the operation if we 
find he is not following up on delinquencies, and so forth. We check 
up on that work. 

Mr. Corton. Are the mortgage papers, the actual final documents, 
kept here or in the field? 

Mr. Bauacuman. They are kept in our field offices. 


TEST CASE ON COMPARATIVE COSTS OF DIFFERENT METHODS OF 
FORECLOSURE 


Mr. Puiuurps. This question from one of our investigators is not 
entirely clear to me: which would be more economical to the Govern- 
ment, to acquire title in case of FHA default rather than transfer the 
mortgage directly to FHA at a 1-percent charge? What is the policy 
now? 

Mr. BaucuMan. We have been foreclosing and then transferring 
to FHA. I am running a test case the other way right now so as to 
have both sides of the picture to find if it is cheaper for the Federal 
National Mortgage Association to foreclose the loan themselves and 
transfer to FHA than to assign to FHA and pay one point for the 
assignment to FHA. 
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Mr. Jonas. Are all of the mortgages you buy nonrecourse paper? 

Mr. BauGHMAN. Without recourse. 

Mr. Jonas. All of them? 

Mr. BauGuman. Yes, sit 

Mr. Jonas. You do not buy any for which you can go back on the 
seller? . 

Mr. BaucuMman. In our purchase agreement, we have what we 
call a seller’s agreement, an agreement between ourselves and the 
seller, whereby if for any reason there is anything wrong with the 
title within a reasonable time—I think 90 days or something like 
that—we can go back on him. And if he makes any false statements 
of any kind, we can always go back. 

Mr. Jonas. That is not recourse. I am talking about in case of 
default. 

Mr. BauGHMAN. In case of default, no 

Mr. Jonas. You buy no paper on which you have recourse on the 
seller if the mortgagee does not pay? 

Mr. BauGuMan. No. 

Mr. Puruures. Let me follow up what I said a moment ago about 
this question of the General Accounting Office. Evidently it thinks 
your present policy is not as good as it would be if vou simovly trans- 
ferred right away to FHA in this foreclusure operation. What would 
the change be? 

Mr. BaucuMan. Of course, their position, if | understand it cor- 
rectly, is that the overall cost to the Government may be less. As 
far as FNMA is concerned, it is cheaper to foreclose. 

Mr. Puitures. Apparently the GAO thinks FHA is more familiar 
with the technicalities of foreclosure and it would be cheaper to the 
Government, 

Mr. Baucuman. | do not quite agree with the GAO, because we 
have been over to FHA and they suggested to us not to change the 
procedure because they have to go through the Department of Justice 
on their foreclosures and they think it is going to be a long-drawn-out 
job. 1 do not know what the answer is going to be to it. 

Mr. Puinurps. But you are working it out? 

Mr. BauGHMAN. We are trying it on 2 cases, 1 one way and 1 the 
other 

Mr. Paruures. Are there any questions? 


FEASIBILITY OF MERGING FNMA WITH FHA 


Mr. Jonas. I think it is already in the record, but I would like to 
know, for the purpose of the question I am going to ask, what is the 
total administrative cost of FE NMA—that is, the overhead cost. 

Mr. BAUGHMAN, $4.2 million. 

Mr. Jonas. Do you know what it is for FHA? 

Mr. Frantz. The budget request for 1954 is $5.6 million for 
administrative expenses 

Mr. Jonas. Now, could not both of those agencies somehow be 
merged and eliminate at least half of this administrative cost, 
because every mortgage you buy has been handled first by FHA and 
checked, examined, and approved by FHA? 

Mr. Franrz. No. The majority of the mortgages purchased in 
recent months actually have never been to FHA 
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that has a Government guaranty is back of it, and it has been handled 
by some Government agency, either the Veterans’ Administration or 
some department of the Government. Every one of those loans has 
been carefully screened; all of the borrowers have been checked, 
credit reports obtained, title examined; the papers have been handled 
by numerous lawyers, and all of the technicalities have been cleared 
up. The FHA and the Veterans’ Administration have to go through 
that whole process. Then you turn around and buy those mortgages 
from the bank that furnished the money, and in doing so a tremendous 
overhead of administrative cost is incurred. 

It seems to me that by a reorganization inside the department this 
activity could be brought under one head and about half of the 
administrative cost eliminated. 

Mr. Coir. Let me answer that. I am beginning a study of this 
entire housing problem looking toward the idea of coordinating and 
really bringing together some of these activities. I hope to come up 
with a program which will make sense, but I want to point out to vou 
frankly that it is not just a matter of whether or not we can say that 
X agencies should be put together. There are some other problems 
involved. But I want to assure you, as far as I am concerned, that « 
long as I am Administrator that is my plan—to attempt to find a 
posals and programs which will eliminate duplication and overlapping 
of effort. 

I am very much concerned about it and would be glad to work 
with this committee on it. 

Mr. Jonas. The point is particularly pertinent where you have 
one of those FHA-insured mortgages that has to be foreclosed. 
There should be a reassignment of the function of dealing with fore- 
closed mortgages, and it looks like one establishment ought to be able 
to handle the entire program. 

Mr. Puiuurrs. I note here that detailed mortgage cards are kept 
by both of these servicing institutions, that is, by the servicing 
institution and by FNMA. Is not that what Mr. Jonas asked 
the same work is being done in both? 

Mr. Bavcuman. That is true. Ledger cards are being kept by 
both agencies. And there has been some consideration by a great 
many mortgage companies of the elimination of that in one office. 
Some people have eliminated them by what they call a single-debit 
system. We have been studying that and are still studying it. We 
know about it. On the other hand, it is a question of whether we 
can eliminate our portion of the records yet. 

Mr. Puiuurps. Let us put it the other way. Suppose you say you 
are the one to keep the records to gage what is safe and eliminate the 
other. It should be apparent that T do not like duplication in Govern- 
ment work. Now, could we save half of the cost of the present system 
if we eliminated one set or the other? 

Mr. BaucuMan. Of course, that is what we are studying and trying 
to find out—what is the most economical way of going about it. 

Mr. Jonas. What percentage of the applications to sell you mort- 
gages do you turn down? 

Mr. Bavucuman. Presently I would say it is running somewhere 
around 20 percent of the submissions that are returned. 

Mr. Jonas. What accounts for the most of the rejections? 


Mr. Jonas. Well, they have been on the GI mortgages. I mean 
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Mr. BaucuMan. It may be the requests may not be properly pre- 
pared. I would say it was mostly legal objections—about 13 percent. 

Mr. Jonas. Does that occur in FHA paper or GI paper? 

Mr. BaucuMan. I would say both. We only buy 10 percent of 
FHA of the amount we buy of GI. 

Mr. Jonas. Does not FHA check the same things you do fo 
correctness? 

Mr. BaucuMan. In order that you may be advised properly, FHA 
takes no interest in the title whatever. That is entirely up to the 
mortgagee to get a good title. 

Mr. Jonas. I have handled some FHA paper personally myself, 
and I have had plenty of trouble getting it passed. 

Mr. BauGcuMan. If you have to foreclose and turn the property 
over— 

Mr. Jones. I mean getting it insured originally. 

Mr. Greene. In regard to the title on our one- to four-family 
mortgages, we do not check the title. If there is any difficulty, and 
the property is foreclosed, the mortgagee must give us good title before 
we have to pay in debentures. In respect to project mortgages, we 
do examine the title before we insure the mortgage. 

Mr. Purxurpes. Does that straighten you out? 

Mr. Jonas. It leaves me more confused than ever. You mean you 
insure these mortgages without even examining the title or having a 
certificate of title? 

Mr. Greene. That is right. We take no responsibility for the 
title. That is left to the mortgagee. 

I have our General Counsel here who can fully explain that part a 
little better. 

Mr. Franrz. The issuance is conditioned on the submission of a 
good title at the time a claim on it is made. 

Mr. Jonas. I thought that would be true. I do not think FHA 
would indiscriminately insure titles without even having checked them 


COST OF SERVICING MORTGAGES DIRECT 


" Mr. Puiturps. Just one more question on that point. You have 
said now several times that a study is under way. Is it not an actual 
fact that you have been advised for a long time by GAO and have 
been aware for a long time that a saving up to $500,000 was possible, 
and now FNMA is just getting around to making an exploratory 
study? 

Mr. BauecuMan. I have known all along that vou could save money 
by direct servicing. That is what GAO is talking about. That is 
what they recommended. The rest are policy matters which have 
been submitted to our Board, saa the Board has them under con- 
sideration—whether or not they want to put these additional people 
on the payroll, whether or not they want to do away with this servic- 
ing of these mortgages throughout the country, which involves a 
policy matter, and I think that is what is being given consideration. 

Mr. Puiures. How much do you anticipate you can save by a 
change of that method? 

Mr. Bauauman. By direct servicing, I would say we ought to save 
this year probably $6 million. 
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Mr. Puitures. GAO thinks it would be about 8 or 9 milion dollars. 

Mr. BaucuMan. What year are they talking about? 

Mr. Puiuuips. I would not know. You think you can save $6 
million under the current budget? 

Mr. BaveuMan. That is 1953. If you are talking about 1954, it 
will be a bigger mortgage portfolio. 

Mr. Puivuips. Then we have there a possible saving of 8 or 9 million 
dollars by just that one change in your operations? 

Mr. Baucuan. It is pretty difficult to say. It would mean the 
hiring of a lot of people and setting up a big staff, and if we are able 
to sell the portfolio, then we have people on our hands and the problem 
of getting rid of them again. 


FIELD OFFICES 


Mr. Jonas. How many regional offices does FNMA operate? 

Mr. BaucuMan. It has six field offices. 

Mr. Jonas. How many does FHA operate? 

Mr. Frantz. There are 73 State and district insuring offices. 

Mr. Jonas. Is each of the six offices located in a city where there 
is an FHA regional office? 

Mr. BaucuMan. I would say so; yes, sir. 


INTEREST RATES ON MORTGAGES 


Mr. Tuomas. Mr. Chairman, I think you have gone into it very 
thoroughly, but I would like to explore one or two points a little 
further, dealing with the interest rates and your reorganization. 

I think you are seeking about $13.2 million this year for your 
service charges, or $13.7 million. 

Mr. Baucuman. That is correct. 

Mr. Tuomas. If you go to servicing those mortgages, regardless of 
what the General Accounting Office thinks, if you do not spend $20 
million a year, I will be terribly surprised. In the first place, you are 
going to build up an army of 1,200 or 1,500 folks and give them civil- 
service status, and they are going to work 5 days a week, and then they 
are going to have 30 days annual leave and 15 days sick leave and all 
of the other holidays and, when you get through, private industry is 
going to do it at least 50-percent cheaper than you are going to do it. 
Now, do not kid yourself that you are going to save 8 or 9 million 
dollars or any $6 million, either. We have often thought in here about 
the duplication between the insuring agency and FHA that goes out 
and does the original spadework and the purchasing agency. But 
you had better give it long and serious thought before you go to 
commingling them. 

That is a pretty bad idea to get the Government service to be in 
charge of the business, and that is what you are doing; that is about 
what you would be doing. Whether they do the purchasing is some- 
thing else. There are two separate and distinct things. 

By getting back to the interest rate; what is the statutory interest 
rate charged by the Veterans’ Administration? 

Mr. BaueuMan. The statutory rate? 

Mr. Tuomas. Yes. 
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Mr. Coxe. That rate is now 4 percent 

Mr. Tuomas. And what is the FHA rate? 

Mr. Coie. Four and a quarter percent. 

Mr. Harpy. Four and a quarter to four and 

Mr. THomas. What would you say is the prevailing interest rate in 
the State of California, the State of New Hampshire, and the State of 
Texas? 

Mr. BauGuMan. Again, Mr. Thomas, it would be a guess. 

Mr. THomas. Well, you = make a pretty good guess. You can 
come up within one-fourth of 1 percent, can you not? You have been 
dealing with this for a long time, and you have a pretty good idea. 

Mr. Baveuman. I would say the conventional rate in California is 
) percent 

Mr. Thomas. What is it in the State of New Hampshire? 

Mr. Baucuman. I do not know 

Mr. THomas. They have so much money up there that they should 
have cheap money? 

Mr. Corron. We have as many rates as there are banks and 
hor Towers 

Mr. THomas. What would you sav would be the average, Mr. 
Baughman? Can you give us a good horseback opinion of what the 
interest rate —— be in New Hampshire? 

Mr. BaucuMan. I really do not know. 

Mr. THOMAs. What is it in Texas? 

Mr. BaucuMman. I would say 5 percent. 

Mr. THomas. What is the average the Home Loan Bank Board 
gets in Texas and in California and in New York? What woud be 
vour best guess of the rate? 

Mr. BaveGuman. I think vou will find the people making loans 
would not be in a position to say, Mr. Thomas. 

Mr. THomas. I do not expect it to be accurate, Mr. Baughman, 
and I am just asking vou for vour horseback opinion. What is the 
“hog round”’ interest rate in those States? 

Mr. Baucuman. I really do not know. 

Mr. Tuomas. Is it in excess of 4 percent for veterans, in excess 
of 4.2 for the FHA funds? The theory of your operation is that 
these are going to be secured mortgages, and you pick up this paper 
when and if the private enterprises and mortgage companies do not 
buy it; is that not correct? 

Mr. Baucuman. That is correct. 

Mr. Tuomas. There would not be any occasion for FNMA to be 
in existence, except on a very limited scale, if this paper was going 
at a prevailing rate of interest, and if there were plenty of mortgage 
money available? 

Mr. BauGuman. I would say the need for FNMA would be a great 
deal less than it is now if the interest rate was higher than it is today. 

Mr. Tuomas. As the matter stands today, the veterans constitute 
a good many of the borrowers of people who do business with FHA 
without the assistance of FNMA, with the interest rate at 4 percent 
to veterans and a 4% percent for FHA. The situation is simply this: 
That you pick up that paper yourself so that the veterans and other 
homeseekers can secure help until the money market is more favorable. 
Is that not about the situation? 

Mr. BauauMan. That is generally true, yes. 
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DISCOUNT RATES FOR MORTGAGES 


Mr. Tuomas. But is it generally true? Do they not discount that 
paper another 2 percent or 3 percent in excess of the interest rate 
So, the rate is not 4% percent but about 4% percent? Most paper is 
being discounted today. Who pays that discount? The veteran 
pays it when he gets it from the Veterans’ Administration. He pays 
that discount rate, does he not, the home purchaser? 

Mr. BauGuman. I would say, indirectly, he would be the one who 
buys; he pays it in the price of the property 

Mr. Tuomas. How would you eliminate the chance of the discount 
by those who pay it now? 

Mr. BauGuMan. Well, of course, an increase in the interest rate 
would probably eliminate that. 

Mr. Tuomas. It would, would it not? 

Mr. Bavauman. I would say probably; I still say probably. 

Mr. THomas. What does it figure out for the veteran after he pays 
4 percent interest and then discounts it another 4 percent? What is 
the usual discount they are paying? You are dealing with this subject 
every day; you are familiar with it. What is the discount? 


RELATIONSHIP BETWEEN INTEREST AND DISCOUNT RATES 


Mr. Baucuman. Well, the only information is purely from one of 
survey. The discount ranges, I should say, from 2 up to 5 points, 
In some unusual cases it may be slightly in excess of that. 

Mr. Putuuips. Five percent, you mean? 

Mr. Baucuman. Yes. 

Mr. Tuomas. Two to five percent discount on that paper. 

Mr. Puriures. That is on a 100 basis. 

Mr. Tuomas. What increase in the interest rate to the mortgage 
company would be required before this discount would stop and 
private lending agencies would come in and pick up this paper, and 
perhaps your workload as well as the load on the taxpayer’s back 
would be greatly diminished? 

Mr. Bauaguman. Well, I think some say that every one-fourth 
point in interest rate is sufficient to overcome a 2 percent discount; 
it is somewhere in that neighborhood. 

Mr. Tuomas. What would be your judgment as to the imerease 
that would be necessary to free this mortgage money of this dis 
count; do you think one-quarter of 1 percent would do the job? 

Mr. BaucuMan. I really do not know. 

Mr. Tuomas. Mr. Baughman, you are dealing with this subject 
all the time, and have been dealing with it for a long time. We are 
just asking for your opinion. You do not mind giving us that, do 
you? 

Mr. BauGuMan. My opinion would be that it would probably take 
more than one-fourth point. 

Mr. THomas. How much more? 

Mr. BauauMan. Another quarter. 

Mr. Tuomas. Three-eighths would not do it? 

Mr. BauGuMan. Possibly. 

Mr. Tuomas. Do you think that three-eighths would do it? 

Mr. Baveuman. It would help; possibly it would; I do not think 
anyone knows the answer. 
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Mr. Tuomas. What was the original authorization when you started 
out in 1938? 

Mr. Baveuman, I think it was— 

Mr. TuHomas. Less than a billion dollars? 

Mr. Baveuman. Oh, ves. 

Mr. Tuomas. It has been hiked to $3.6 billion? 

Mr. Baveuman. That is right. 

Mr. Tuomas. And how near are you to the limit now? 

Mr. BavGumMan. We are a billion dollars away from it. 

Mr. THomas. You just got recent authorization. 

Mr. BavuauMan. That is correct. 

Mr. Puriures. And what is your total now? 

Mr. Bavueuman. We have $3.6 billion. 

Mr. Puiiurps. $3.6 is the total. 

Mr. BaueuMan. That is correct; the total authorization. 

Mr. Yates. It had been 2.3 for some time? 

Mr. BauGHMAN. Then we have commitments for another $300 
million. That leaves us about $1 billion free funds now. 

Mr. Tuomas. In all fairness it ought to be pointed out that almost 
26 percent or 27 percent of the total authorization is going into areas 
where you buy national defense paper, where private enterprise could 
hardly afford to go in on an interest rate of that kind. 

Mr. BaucuMan. That is correct. Forty percent of our budgetary 
request for next year, this particular year, is for defense, military, 
and disaster loans. 


MARKET FOR VETERANS LOANS 


Mr. Tromas. What part of the current mortgages executed by 
veterans are moving without any delay? We hear from veterans all 
the time recently to say they cannot do business with FNMA and 
private mortgage buyers will not pick up this paper, and as a result 
where houses are available to them, they are not in financial position 
to make the payments, so they cannot get the house. What part of 
this is veteran paper that you are currently picking up? 

Mr. BavauMan. The latest figure indicates that we are purchasing 
about 13 percent of the mortgages that are guaranteed by the Veterans’ 
Administration. 

Mr. Tuomas. What becomes of the other 87 percent? 

Mr. BauGuMan., It is being absorbed by private institutions, either 
at par or at a discount, discount possibly. 

Mr. Tuomas. You do not know of any that has been taken at par, 
do you? 

Mr. BaucuMan. I would say there are a great many banking 
institutions that are making loans at par to veterans, to their own 
customers. 

Mr. THomas. What part of the 80 percent, 87 percent, would that 
be? 

Mr. Baveuman. I do not know. 

Mr. THomas. What is your best guess? 

Mr. BauGcuMan. I would say somewhere—that is a hard question to 
ask a man—I do not know. I would say a considerable portion; 
I would say better than 50 percent. 

Mr. Tuomas. You think half of that? 











1143 


Mr. BauGuMan. Better than 50 percent 

Mr. Tuomas. How much? 

Mr. BaucuMman. Well, better than 50 percent of it. 

Mr. Tuomas. It depends upon the local money market, and it 
varies between States. It depends upon the particular locality as to 
what the discount and the amount is. 

Mr. BauGuMaNn. Yes. 

Mr. Thomas. But I am just wondering if the figure of 50 percent is 
not a little high. 

Mr. Bauauman. There are many institutions that take care of their 
‘ustomers, their own people, and that is the reason why I placed it at 
that amount. I may be wrong. I have no way of knowing. You 
isked for an opinion, and that is what I gave you. 

Mr. Tuomas. No other questions, Mr. Chairman. 


MORTGAGE FUNDS AVAILABLE TO FNMA 


Mr. Puiuurps. I think to support and follow up the questions of 
Mr. Thomas that we ought to put in the record pages J—5 and J-6 
immediately following the questions of Mr. Thomas, which give the 
history of the authorization of FNMA. 

(The statements referred to follow:) 


TaBLE J—5.—Dzigest of major legislation authorizing operations of FNMA 


Public law | Effect 


Public Law 479 (73d Cong.), 1934_...- | FNMA organized in 1938 uncer provisions of title III of the 
National Housing Act to provide secondary market for 
mortgages insured by FHA under title II of that a 

Added title VI to the National Housing Act providi 
FHA insurance of defense housing m 


Public Law 24 (77th Cong.), 1941 
| terms and for purchase of suct 
| 





Title VI mortgages remained e] 
provisions were further liberalized and extended in 1916 
to veterans’ emergency housing 












Public Law 864 (80th Cong.), 1948. _...| Extended secondary market authorization of FNMA to in- 
clude purchase of VA guaranteed (GI) loans 
Public Law 52 (Sist Cong.), 1949.........--- Alaska Housing Act auth« d FNMA to purchase FHA- 
insured mortgages on property in Alaska and to make 
| direct loans for the construction or permanent financing 
of such predominantly residential development 
Public Law 176 (81st Cong.), 1949............| Increased to $1,500,000,000 the F NMA authorization to pur- 


chase FHA titles II'and VI insured and VA guaranteed 


mortgages (G1 loans 


Public!Law 211 (8ist Cong.), 1949....- ; Authorized FNMA purchase mortgages insured by FHA 

, under the new provisions for military housing; authority 
later extended to atomic ener housing 

Public Law 387 (8ist Cong.), 1949......-- Increased FNMA purchase authorization to $2,509,000,000 
ind liberalize GlI-loan purchases 

Public Law 475 (81st Cong.), 1950_.-- Increased F NMA purchase authorization to $2,750,000,000 
and removed authority to make advance commitments 
to purchase mortgages. Made FHA-insured mortgages 


on Cooperative Housing eligible for purchase 
Public Law 139 (82d Cong.) 1951 and Public | Permitted FNMA to make up to $252,000,000 advance 


Law 309 (82d Cong.), 1952 | commitments, to purchase ¢ ble mortgages on pro- 
gramed housing in critical defense housing areas and in 
major disaster areas and on FHA title VIII housing for 


personne] essential to operation of the military depart- 
ments or the Atomic Energy Commission 

Public Law 243 (82d Cong.), 1951.......-- FNMA authorized to make advance commitments to 
purchase not to exceed $30,000,000 of FHA insured co- 
operative-housing mortgages 

Public Law 531 (82d Cong.), 1952... Increased FNMA purchase authorization to $3,650,000,000 
and increased by $900,000,000 the authorization to make 
advance commitments to purchase mort *s on defense, 
disaster, and military housing. Eligibility for purchase 
by FNMA was further restricted for mortgages on other 
types of housing and authority to purchase them was 
limited to $2,750,000,000 outstanding at any one time. 
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NUMBER OF MORTGAGES IN DEFAULT 


Mr. Yarres. What is the number of defaults in mortgages owned 
by the FNMA this year, as compared to last year? 

Mr. BauGuMan. It is less than last vear. I can give you the 
percentage. It is 1.4 percent; and I would say it is down more than a 
point from last vear. 

Mr. Yares. How much now? 

Mr. BavuGuman. The percentage in default is 1.4 percent at the 
present time. At the close of the vear, December 31, I would say 
it had dropped about a point. 

Mr. THomas. From last vear? 

Mr. BaucuMan. Yes. 

Mr. Yates. Is the number of defaults decreasing? 

Mr. BauGHMan. Yes. 

Mr. Yares. When you say 1.4 percent, do you mean the number of 
mortgages or is that on the dollar value? 

Mr. BauauMan. I would say the number of mortgages. 

Mr. Yares. What do you do when a mortgage is in default; retain 
a lawver and foreclose? 

Mr. Baucuman. Of course, we try to correct the default. You 
are talking about when it cannot be cured? 

Mr. Yares. I was trying to find out what happened when a default 
occurred. 

Mr. BuaGuMan. It is put in the hands of the service agency, and 
a& serviceman contacts these people in an endeavor to work out a 
proper solution to get it current. If that cannot be done, then of 
course there is no other remedy, no solution other than the case of fore- 
closure, which is recommended, and we approve, and notify the 
borrower that we are about to foreclose, and if he does not respond 
and come in with a settlement of the account, we refer the matter to 
a local attormey. 

Mr. Yares. You say the number of defaults is 1.4 percent. What 
percentage of those are foreclosed? And how many mortgages are 
represented by that 1.4 percent? 

Mr. Bauauman. I would say three-tenths of 1 percent are fore- 
closed. 

Mr. Yares. And how many mortgages are represented in the 1.4 
percent, and how many mortgages do you own, does FNMA own? 

Mr. BauGuMan. Three hundred and twenty-one thousand—some- 
where in that neighborhood. 

Mr. Yares. And the number that would be foreclosed would be 
about what? 

Mr. Baucuman. Something like 800. 

Mr. Yares. Can you say whether the mortgages that are in default 
are those which were purchased recently, or were those which were 
purchased some time ago? 

Mr. Bavauman. I would say that they are mostly the older ones; 
they are not the new. 

Mr. Yates. More of the older ones than of the newer ones? 

Mr. BauauMan. Yes, that is correct. 

Mr. Yates. The reason I ask the question is that on page J—10 of 
the justification— 
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Mr. BavcuMan. There is one exception, I think, which may prob- 
ably develop in connection with the defense areas, where it might 
change that picture somewhat. 

Mr. Yates. The reason for my question is because on page J-10 
of the justification you say: 

The great bulk of FNMA’s portfolio has been purchased in the last 3 years. 
As regular payments are made on the mortgages over a period of time, they be- 
ome more attractive investments 

That was the basis for my question. I wondered whether that was 
something that had developed recently, and what had been your recent 
purchases, or whether that had been based on your experience of pre- 
vious years. 

Mr. BaucuMan. Well, when you say recent, I assumed you meant 
in the last 6 months. 

Mr. Yarus. Yes. 

Mr. BaucHMAN. And I would say beyond the 6 months 

Mr. Yares. But generally these mortgages are held for some time, 
and you say as regular payments are made on them they become 
more attractive investments than you buy recently. Otherwise, there 
would be no reason for the budget statement I just read. 

Mr. Baucuman. The theory of the statement on J—10 would be 
that they had been making payments over a period of years and 
thereby creating a good record of payments. 

Mr. Yares. Then the answer to my question is yes, is it not? 

Mr. BaucuMan. Well, there are other factors that enter into the 
salability of a mortgage: location, type of property, and so on. 

Mr. Yares. But the fact still remains that the answer has to be 
ves if the statement on page J—10 stands, does it not? 

Mr. BavcuMan. Generally speaking, that is correct 

Mr. Yates. If that be so, is not that the best argument against 
continuing the purchase receipt plan? Why should the Government 
continue to buy the receipt plan, and undertake these loans that are 
not all cood? 

Mr: Baucuman. The purchase receipt plan is being tried in an 
effort to develop some plan for this revolving fund. The purchase 
receipt plan was done to interest builders; it is only an experiment. 

Mr. Yates. How does it work; when was it put into operation? 

Mr. BauGHMAN. It was put into operation on October 1, 1952, and 
we have had some sales as a result of it. 

Mr. Yares. You feel that it has worked out well? 

Mr. Bauauman. I would say there are other factors that deter any 
real success, and that is that in connection with the purchase receipt 
plan one of the requirements is that we can only buy 50 percent of the 
VA mortgages that originated subsequent to February 29, so anybody 
getting a purchase receipt—it does not mean FNMA can purchase 
100 percent of the mortgages originated by the holder of receipt they 
are only assured of selling 50 percent to FNMA. It does not cover all 
groups of purchases. 

Mr. Yarres. What is the purpose of that rule or regulation? 

Mr. BauGuMaAN. The law restricts us to purchasing 50 percent of the 
FHA and VA mortgages originating subsequent to February 29, 1952 
The purpose of the law was to limit the exposure of FNMA for the 
purchase of mortgages, 





PERCENTAGE OF GOVERNMENT-INSURED MORTGAGES 


Mr. Yares. What percentage of the mortgages that are made are 
Government insured for homes? 

Mr. Baueuman. I think that runs somewhere between 30 and 35 
percent. I believe that is about right. 

Mr. Tuomas. That is about right. 

Mr. Yares. Is the trend away from Government-insured mortgages 
increasing? 

Mr. BauGHMAN. Yes, it is. Within the last few years where the 
interest has increased, the trend would be slightly away from it. 

Mr. Yates. Who is the biggest customer of FNMA? 

Mr. Bauaguman. Who are the biggest customers? 

Mr. Yates. Yes. 

Mr. BaucuMan. The largest servicer has been T. J. Bettes, of 
Houston, Tex. And the next biggest probably would be the Investors 
Syndicate, of Minneapolis, which has offices all over the United States. 
Then we have several other large services scattered throughout the 
country. 

Mr. Yates. I am surprised you do not have most of your largest 
ones among the insurance companies. 

Mr. BaucuMan. The insurance companies do not service; we sell 
mortgages, and they are in the market to buy, but they do not sell. 

Mr. Yarres. Maybe I misunderstood you. 

Mr. Puitures. He asked who are the biggest purchasers. 

Mr. BavuGHMAN. Yes. 

Mr. Yarres. Who was the biggest customer? 

Mr. BaucuMaAN. The biggest customer is perhaps the New York 
Life Insurance, for about $140 million. That was some years ago- 
2 years ago. 

We were about to close a deal with the Metropolitan Life Insurance 
for $100 million—we were about to, when the Government withdrew 
its support from the bond market in March 1951. The sale trans- 
action, of course, was net completed. 

And otherwise, we are now selling more or less local to institutions, 
because—they may have some difficulty under local situations in 
creating new investments—but we feel there is need of developing sales 
to local institutions. 

Mr. Yarrs. Are you finding increased difficulty in the disposition 
of your loans? 

Mr. BaucuMan. We would like to sell a whole lot more than we 
have been selling, but I think we have been doing fairly well consider- 
ing the fact that we must sell them at par. This is a very difficult 
assignment. 

SERVICING OF LOANS 


Mr. Yates. How much do you propose in this budget for service 
fees for the next year? 

Mr. BauGHMAN. $13.7 million. 

Mr. Yarss. Is that an increase over 1953? 

Mr. BauGuMaN. It increases with the size of the portfolio. We are 
paying one-half point. 

Mr. Puruuies. About 13.25 million. 
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Mr. Yates. What is the rate of pay; can you give us the rate of pay 
for servicing your loans? 

Mr. BauauMan. One-half point. 

Mr. Puiuuips. One-half point. 

Mr. Baucuman. Yes. And I might say that has been checked just 
recently. We made a little survey of insurance, banks, and local 
people in an effort to find out whether or not the rate was still prevail- 
ing, and it is. It still is in existence, and practically everybody pays 
it. There are a few exce ptions, where the *\ pe L\ less, because of some 
particular discount that is made in connection w ith the purchase of 
the mortgage, but ordinarily the fee is one-half of one point. 

Mr. Yares. Would it be better, in your opinion, to have the 
service done by an agency like the FHA, rather than a banking 
institution? 

Mr. Baueuman. The FHA is not equipped to service, so far as ] 
know. 

Mr. Yates. I was under the impression that it had such a setup. 

Mr. BauGuMan. They are here, and can answer. 

Mr. Yates. Are they equipped to do a service job? 

Mr. Tuomas. They do not service on loans. 

Mr. PuHrIuurps. Mr. ( Greene, Commissioner of the Federal Housing 
Administration, is here. Would vou like to comment on that? 

Mr. Greene. Of course we do not hold loans for sale. We do 
have some mortgages of our own, which we service directly, but there 
is no quantity of them. 

Generally, in answer to your question, we feel that the local servicing 
is much better than centralized servicing, and we insist upon the 
approved mortgagee lending institutions, who are doing business 
with us, having local service rather than national service. But for 
the small amount of loans that we own ourselves, we service them 
out of the Washington office. 

Mr. Yates. How do you pick your institutions for servicing your 
loans? 

Mr. BaucuMan. Well, we have certain requirements; in the servic- 
ing of an FHA mortgage, they must be mortgagees approved by the 
FHA. In servicing VA mortgages, they must have a net worth of 
$50,000 and be able to do the servicing required and have a staff 
equipped to service the local area. 

Mr. Yares. With regard to your answer a few moments ago, where 
you were talking about investments, where you dealt with companies 
which do service their own community. 

Mr. BAuGHMAN. Those were the big sellers of mortgages. 

Mr. Yares. In other words, in the cities in which they operate they 
are engaged in servicing, as well? 

Mr. BaucuMaNn. That is correct. 

Mr. Yates. You do not limit it to 1 or 2 firms in 1 community? 

Mr. Baveuman. No. 

Mr. Yares. You spread it out as much as you can? 

Mr. BauGHMAN. We do not make any effort to spread it out. 
Anybody who can qualify can service loans. We endeavor to have 
firms that are large enough to provide this service and to meet the 
other requirements. 


Mr. Jonas. This servicing totals $13.7 million for the new year; 
the service fee here is a net loss to the Government, is it not? 
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Mr. Puirirps. It is a service cost; that is the cost to the Govern- 
ment, 

Mr. Baucuman. That is true. He said a net loss 

Mr. Puivurps. It isnot reimbursable. 

Mr. Jonas. [tis a total loss. 

Mr. BauGuMan. It is the expense of operation, but it must be 
remembered that we made $28 million, or did last year, $28.5 million 
over and above what was paid the Treasury for interest. We turned 
back last vear $31.5 million to the Government as profits, 

Mr. Jonas. How did vou make the profits? 

Mr. BauGuMoan. It is the difference between income from the 
investments, the mortgages, plus any commitment fees, and the 
expenses, including interest on the debt to the Treasury, the service 
charges, and the administrative expenses—I think that generally 
covers it 

Mr. Puitures. What vou mean is it is a profit over and above the 
cost of vour operation 

Mr. BauGHMAN. That is correct. 

Mr. Jonas. Do you pay the Treasury any interest? 

Mr. BauGuMan. Yes 

Mr. Jonas. At what rate? 

Mr. BauGHMAN. The rate now is 2 percent. We pay the prevailing 
rate, whatever it costs them. We actually returned, I figured up, 
3.4 percent to the Treasury for the use of the money for the last year 
I made an estimate 

Mr. Jonas. But the only place you can make money is on the 
mterest differential; is it? You do not buy at a discount; do you? 

Mr. Baveuman. That is correct; we do not buy at a discount. 

Mr. Jonas. You buy the mortgage from the bank at par. 

Mr. BauGuMman. That ts correct. 

Mr JON AS. And you vet no discount. 

Mr. BaveuMan. That ts correct. 

Mr. Yares. Can anybody buy a mortgage; can the ordinary person 
ro to FNMA and buy a mortgage? 

Mr. Baueuman. If they purchase FHA mortgages, they must be 
approved FHA mortgagees. If they purchase VA mortgages, they 
must have ability and facilities to service the mortgages properly. 

Mir. Yares. You mean the ordinary investor who wants to buy a 
mortgage vou hold in the portfolio? 

Mr. BauGHMAN. We do not sell to individuals; we deal with firms. 
They can go to the institution if they want to. 

Mr. Yares. Maybe I did not make myself clear. Suppose Joe 
Doakes wants to buy one of the mortgages, and you are trying to sell! 
mortgages, provided he ean buy it. 

Mr. Baucuman. Of course, if he satisfies FHA. If he did not, he 
would not be an approved mortgagee 

Mr. Puriurpes. That is a policy matter. 

Mr. BaucuMaNn. Provided they can meet the servicing require- 
ments. 

Mr. Yarrs. But suppose he is able to buy the mortgage and service 
it himself. 

Mr. Puruures. These are insured mortgages; is that right? 

Mr. Baucuman. Insured, ves. 
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Mr. Pumps. That is why. They are dealing with insured mort- 
gages that run from 20 to 25 years, and they are trying to keep them 
from coming back against the Government. 

I thmk vour point is well taken, Mr. Yates, about their not selling 
to individual investors, but it is a matter of policy and not a matter 
of law. 

(Off the record discussion. ) 

Mr. Yares. In other words, could you not keep a record of all the 
sales that you make to a mortgagee, so that when an insurance company 
bays a block of mortgages from FN MA you know where the mortgages 
are? That is the poimt. 

Mr. Bauacuman. Well, I do not think that is the entire point. I 
think the idea is to put them in hands where they are going to be 
able to give the service in line with what the FHA or the VA expects 
in the way of service. 

Mr. Puiuures. The theory is that if you sell to banks or banking 
institutions they have a few people who can keep in touch with the 
mortgagee. 

Mr. BauaGHMan. Yes. 

Mr. Puruires. They perform certain services, but it is the policy of 
FNMA not to sell to individuals. 

Mr. Yates. | am trying to find out the reason for that policy, Mr. 
Chairman. The only reason that has been given to me thus far is 
that the Government wants to know where the potential liabyity 
exists, and in the event an insurance company buys a block of FNMA 
mortgages, then that means that the insurance company could not 
sell to an individual investor because of the existing policy. 

Mr. Puiturps. Do the insurance companies ever resell mortgages 
after they have purchased them from you? They could do it legally? 

Mr. Baveuman. Legally they could. 

Mr. Puiuures. But the sy do not? 

Mr. Yares. If they could legally, why can you not do it? 

Mr. Bavcuman. We can legally. 

Mr. Yarres. You can? 

Mr. BaucuMan. Yes. It is purely a matter of policy 

(Off the record discussion. ) 

Mr. Puruuies. In your other expenses you have asked, generally 
speaking, for a little less, based on what you would consider normal 
increases, but I call your attention to two items: In 1952 you asked 
for $138,000 for travel, apparently, but you only used $67,000. 

In 1953 you asked in the budget for $184,000 in one, and in another 
for $117,000, and you have only used $31,000 during the first 6 
months, yet you still come up with a request for $143,620. 

Mr. Bauauman. I think that has been reduced to $120,000. 

Mr. Puiturps. You would not be very badly hurt if we should 
further reduce that amount, particularly in view of the fact that you 
have not used what we gave you for the last 5 years. 

Mr. Baucuman. That is correct. 

Mr. Puiiurps. You just want to be a little on the safe side, so in 

case you did want to go somewhere you would like to have the money 

Mr. Baverman. I would like to say in that connection, that while 
we have only used $31,000 for travel during the first 6 months, our 
heaviest expense is in the second 6-month period, because that is the 
period during which we audit more services. 
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Mr. Puruurps. That may be true, but the facts are that based 
over the past 3 years there has been within this same area more 
allowed than has been used. 

How about fees for contracts, legal and professional services, for 
which you are asking, I gather, $128,000, or whatever it may bi—I 
do not have the revised figure. In 1952 you asked for $21,000, and 
it overran, and you are asking to use $33,000 in 1953 activities. You 
got $22,000, and you used some $2,000 for the first 6 months, so you 
would not very badly hurt with a little reduction there. 

Mr. BaucuMan. That relates to an unknown factor of litigation, 
and when you are protecting yourself against a lawsuit you do not 
know how much will be needed. 

Mr. Putuurps. | think you will find this committee can help you 
out of any unknown factor facing you. We will be around here until 
July and will be back in January. 


FEES CHARGED VETERANS IN PLACING A LOAN 


Mr. Corron. Mr Baughman, this question has probably been 
asked, but I want to straighten it out in my own mind, because of 
of the interest the public has, particularly for GI’s. 

We realize the GI is getting a benefit of your rate of interest; and 
of the service charge, that is something the GI pays for before he 
gets to you. Can you give me a résumé of what that amounts to? 

Mr. Baucuman. I do not have the details before me, but there is a 
schedule of charges that are permitted by the Veterans’ Administra- 
tion. They sent out a memorandum, including a schedule of the 
charges, from the Veterans’ Administration. 

Mr. Bovard, of the Federal Housing, probably can answer that. 

Mr. Bovarp. There is an established schedule for fees that are in 
effect in each Veterans’ Administration office, which are based on 
the prevailing charges for home loans. The regulations provide that 
these charges cannot be exceeded, and some schedules are even more 
than the charges made. 

Mr. Corron. Can you tell us at this point, without necessarily 
mentioning the amount of the fees, what those fees are for? 

Mr. Bovarp. You mean those covered by schedule only? 

Mr. Corron. Yes. 

Mr. Bovarp. There is a charge for recording the mortgage, a 
charge for title expense, title examination, a closing charge, and where 
there is a hazard insurance policy, the insurance charge. 

Mr. Corron. What about the appraisal fee? 

Mr. Bovarp. And the appraisal fee. All of those items would go 
to make up the closing charge. In the FHA we permit the mortgagee 
to charge an initial service, to cover a number of items, of 2.5 percent 
of the amount of the loan. That is the maximum, if it is a construction 
loan, and it is 1 percent if it is a loan made after completion of the 
house. 

Mr. Corron. Where the ordinary local bank makes a direct private 
loan, there might very well be a charge to the borrower for a title 
search, but not for hazard insurance, or for some of the other services. 
Am I correct? 

Mr. Bovarp. That is correct. I think they charge a flat fee, out of 
which they take care of the appraisal cost. 
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Mr. Corron. In the country bank with which I was connected 
before I came to Congress, the appraisal was part of the service that 
was rendered by the bank. We did charge them for a title search, 
if my memory is correct; but will you furnish for the record at this 
point, if you can conveniently do so, the fees and the proportion of 
| each fee charged to the GI borrower in various processes before you 
, get to FNMA? 

Mr. Frantz. You have in mind the ceilings that are set on these 


f +9 
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Mr. Puruuies. What the veteran has to pay. We are talking now 
about FNMA mortgages and loans guaranteed by the Veterans’ 
Administration. 

(The information requested follows:) 


In November of 1949 the VA issued schedules governing the fees and charges 
payable by GI borrowers financing the purchase or construction of homes with 
VA guaranteed home loans. These schedules are uniform except for such local 
modification as may be necessary because of local practices concerning title 
examination, title insurance, escrow or other procedure involved in closing loans. 
Basically, these schedules allow lenaers to charge reasonable and customary sums 
actually paid out for any of the following items properly chargeable to the 
norrower: 

1. Fee of VA appraiser and of compliance inspectors designated by the VA. 
Recording fees and taxes paid to public officials. 
Credit reports. 

4. That portion of taxes, assessments, and other similar items for the cur- 
rent vear chargeable to the borrower and his initial deposit (lump-sum pay- 
ment) for the tax and insuranee aceount. 

5. Hazard insurance. 

6. Survey. 

7. ‘litle examination and title insurance, etc., if any. 

In addition to the foregoing items the lender may charge 1 percent of the loan 
amount, or $50, whichever is greater, provided that such charge shall be in lieu 
of all other charges relating to costs of origination, including such items as the 
following: 

1. Lender’s appraisal. 

2. Lender’s inspections; except in VA guaranteed construction loan cases. 

3. Loan closing or settlement. 

4. Attorney’s services other than for title work. 

5. Preparing loan papers or conveyancing. 

6. Photograph. 

7. Postage and other mailing charges, stationery and other overhead. 

8. Amortization schedules, pass books, and membership or entrance fees. 

9. Escrow fees or charges. 

10. Notary fees. 

11. Commitment fees of FNMA and preparation and recording of mortgage 
to that association. 

12. Trustee’s fees or charges. 

13. Loan application or processing fees. 

14. Any other fees, charges, commissions, or expenses. 

In the case of VA guaranteed construction loans to GI borrowers the lender 
electing te charge the 1 percent flat charge described in the preceding paragraph 
may make a customary and reasonable charge (not exceeding 2 percent of the 
loan amount in any area) for supervision and inspection of construction during 
the course of construction provided that where the veteran is required to pay 
the cost of VA fee inspections such cost must be deducted from the supervision 
and inspection charge made by the lender. 

In July of 1950, the VA, pursuant to the directive of Congress in section 504 of 
the Housing Act of 1950 (Public Law 475, 81st Cong.) issued schedules governing 
the fees and charges payable by builders on interim conventional (non-FHA or 
VA guaranteed or insured) loans to finance the construction of dwelling units 
proposed to be sold to GI borrowers with the assistance of VA guaranteed 
financing. These schedules provide for the following: 

1. Interest charged on the construction loan to the builder or contractor 
may not exceed 5 percent simple interest per annum on funds actually dis- 
bursed to or on behalf of the builder or contractor. 


2 
3. 








2. To cover costs of supervision, making periodic advances, the clearance 
of liens and other overhead costs involved in construction financing, lenders 
may charge the builder or contractor not to exceed 2% percent (or anv lesser 
local maximum) of the total sum of construction funds actually disbursed 
to or on behalf of the builder or contractor. i 

3. In addition to the above charges the lender may charge amounts actually 
paid for technical services and miscellaneous expenses within those categories 
authorized for GI loans; e. g., recording fees and taxes, credit reports, hazard 
insurance, survey, title examination and title insurance. 

The VA regulations on fees and charges require the builder obtaining the 
‘onventiona: construction loan and/or the lender making such loan to the builder 
to certify to the VA that no charges in excess of those authorized by the applicable 
VA schedule have been or will be paid by such builder or have been or will be 
collected by the lender. In addition, the VA regulations require the lender 
making the “permanent’’ GI loan to the borrower to certify that it has not imposed 
and wil] not impose against the veteran or the nuilder or other seller of the prop- 
erty any fees or charges in excess of those allowed in the applicable VA schedule 
governing charges on VA guarenteed loans. 

Since section 504 of the Housing Act of 1950 only authorizes and directs the 
VA to control charges of the lender against the veteran borrower and against the 
builder or other seller the VA regulations and fee schedules do not preclude the 
lender making the GI loan from collecting a charge from the real estate broker 
who collected a commission from the builder or seller for effecting a sale of the 
property. However, VA recognizes such a charge to the broker as proper only 
where there has been a bona fide transaction and the commission charged the 
builder has not been in excess of that which is legal and customary locally. 


Mr. Puiturps. Are there any further questions? If not, we thank 
you, gentlemen. We will see you next year. 


Turspay, Marca 24, 1953. 


FEDERAL HOUSING ADMINISTRATION 


WITNESSES 


WALTER L. GREENE, COMMISSIONER 

BURTON C. BOVARD, GENERAL COUNSEL 

LESTER H. THOMPSON, COMPTROLLER 

ALLAN F. THORNTON, DIRECTOR, RESEARCH AND STATISTICS 
JOHN D. BURROWS, BUDGET OFFICER 

HORACE B. BAZAN, DEPUTY DIRECTOR, BUDGET DIVISION 


SALARIES AND EXPENSES 


Amounts available for administrative expenses 


1952 actual | 1953 estimate | 1954 estimate 


| 
| 
| 
} 
| 
| 


Limitation or estimate $5, 290, 600 $4, 885, 000 | $5, 900, 000 
Reimbursements from other accounts 170, 168 145, 000 134, 500 


Total available for administrative expenses 5, 460, 768 5, 030, 000 | 6, 034, 500 
Unobligated balance, estimated savings 95, 083 


Administrative expenses incurred 5, 365, 685 5, 030, 000 6, 034, 500 
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Administrative expenses by activities 


Description 1952 actual 1953 estimate 


Direct administrative expenses 


1. Executive direction. .- $96, 300 $71, 700 
rogram direction 1, 500, 000 1, 435, 601 
Staff and administrative 3 3, 599, 217 3, 377, 700 
Total direct administrative expenses 5, 195, 517 4, 885, 000 


1dministrative expenses payable out of reimbursements from 
other accounts 
1. Executive direction » = 
Program direction 19 
Staff and administrative 149 


&, 000 


137, 000 





Potal administrative expenses payable out of reimburse- 


ments from other accounts 170, 168 145, 000 
Administrative expenses incurred ; 5, 365, 685 5, 030, 000 
eee enerinthh arene aD setae " 


Object ela fication 1952 actual 1953 estimate 


strative personal services 


Summary of admir 
al number of permanent positions 1, 002 92" 
erage number of all employees 22 849 


Average salaries and grades 


General schedule grade 


Average salary $4, 750 $4, 848 
Average grade GS-6. 3 GS-6. 4 |} 
Crafts, protective, and custodial grades 
A verage salary $3. O11 
Average grade CPC-3. 6 
Ungraded positions: Average salary $15, 000 $15, 000 


Personal service administrative expense 


Permanent positions $4, 309. 516 $4, 097, 655 
Regular pay in excess of 52-week base 16, 000 14, 500 
Payment above basic rates 38, 111 5, 000 

rotal personal service administrative expense 4, 363, 627 4, 117, 155 


Direct administrative expenses 


01 Personal services - 4, 292, 906 4,071, 155 
02 Travel 174, 853 146, 125 
03 Transportation of things 6, 037 5, 775 
04 Communications services ie 44, 517 40, 145 
05 Rents and utility services 469, 773 452, 575 
06 Printing and reproduction 78, 285 56, 000 
07 Other contractual services 77, 725 72, 225 
08 Supplies and materials 43, 702 35, 000 
13 Refunds, awards and indemnities 3, 544 1,000 | 
15 Taxes and assessments 4,175 5, 000 
Total direct administrative expenses 5, 195, 517 4, 885, 000 
Administrative expenses payable out of reimbursements from 
other accounts } 
01 Personal services 70, 721 46, 000 | 
02 Travel ‘ | 217 
03 Transportation of things 389 
04 Communication services | 94, 937 96, 400 
05 Rents and utility services 2, 642 2, 600 
08 Supplies and materials... Moa 1, 262 
Total administrative expenses payable out of reim- 
bursements from other accounts... “a , 170, 168 145, 000 
Administrative expenses incurred 5, 365, 685 5, 030, 000 


1954 es 
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6, 034 


$4, 
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Amounts available for nonadministrative expenses 


1952 actual | 1953 estimate | 1954 estimate 


Limitation or estimate $26, 232, 500 $28, 870, 000 $28, 050, O06 
Reimbursements from other accounts 209, 652 89, 000 
Total available for nonadministrative expenses 26, 442, 152 28, 959, 000 28, 050, 000 
Unobligated balance, estimated saving : —826, 424 1, 770, 000 
Nonadministrative expenses incurred 25, 615, 728 27, 189, 000 | 28, 050, 000 


Nonadminisirative expenses by activities 














Description 1952 actual | 1953 estimate | 1954 estimate 
Direct nonadministrative erpenses 
1. Repair and improvement loan insurance $2, 141, 733 $2, 500, 000 $2, 400, 000 
2. Mortgage insurance, titles I and II 18, 515, 946 | 20, 808, 000 23, 702, 000 
Special-incentive and yield insurance, titles VI and VII 3, 147, 814 461, 000 | 332, 000 
4. Military and defense housing, titles VIII and IX 1, 600, 583 4, 059, 000 1, 616, 000 
otal direct nonadministrative expenses — 25, 406, 076 27, 100, 000 28, 050, 000 
Nonad ministrative erpenses payable out of reimbursements from } 
other accounts | 
| 
5. Defense production activities 209, 652 89, 000 
Nonadministrative expenses incurred 25, 615, 728 27, 189, 000 | 28, 050, 000 
Nonadministrative expenses by objects 
Object classification 1952 actual | 1953 estimate | 1954 estimate 
Summary of persc | services 
Total number of permanent positions eBilacct 5, 104 5, O41 | 5, 137 
Average number of all employees 4, 569 4,818 | 4979 
Average salaries and grades 
General] schedule grades 
Average salary __- jeamepe _ $4, 739 $4, 780 $4, 777 
Average grade _. : i G5-7.0 G38-7.0 GS-7.0 
Persona] service nonadministrative expenses 
Permanent positions te $21, 947, 954 $23, 107, 430 $23, 797, 400 
Part-time and temporary positions 44, 800 | 44, 800 
Regular pay in excess of 52-week base 3 82, 100 87,300 | 90, 100 
Payment above basic rates > > 86, 022 96, 000 | 86, 000 
Total personal service nonadministrative expenses. - .. 22, 138, 631 23, 335, 530 | 24, 018, 300 
Direct nonad ministrative expenses 
01 Personal services |} 23, 247, 530 24, 018, 300 
02 Travel 1, 656, 000 | 1, 772, 900 
03 Transportation of things 82, 700 | 85, 800 
04 Communication services 293, 800 | 293, 000 
05 Rents and utility services 1,115, 170 1, 149, 600 
06 Printing and reproduction | 305, 000 | 316, 500 
07 Other contractual services 63, 400 | 65, 800 
08 Supplies and materials 176, 900 183, 500 
09 Equipment 134, 000 135, 000 
13 Refunds, awards, and indemnities 1, 200 1, 200 
15 Taxes and assessments 24, 300 28, 400 
Total direct nonadministrative expenses - - 25, 406, 076 27, 100, 000 
Nonadministrative expenses payable out of reimbursements | 


from other accounts 





01 Personal services 204, 328 88, 000 

02 Travel 3, 321 1,000 

03 Transportation of things 679 d 
04 Communication services 945 | 

05 Rents and utility services ; 195 | ] 


08 Supplies and material 184 





Total nonadministrative expenses payable out of re- 
imbursements from other accounts 


r 209, 652 89, 000 eu 
Nonadministrative expenses incurred 25, 615, 728 27, 189, 000 | 28, 050, 000 
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Mr. Puriures. We have before us the Federal Housing Adminis- 
tration, with Mr. Walter L. Greene, Commissioner, accompanied by 
\ir. Bovard, Mr. Thompson, Mr. Thornton, Mr. Burrows, and Mr. 
sazan. 

Do you have a preliminary statement you would like to make before 
we take up the items in the budget? 

Mr. GREENE. Yes. 

Mr. Puiuures. We will continue until 12, and then come back at 
1:30. We will be glad to hear you. 

Mr. Greene. Thank you, Mr. Chairman, and members of the 
committee; I appreciate this opportunity to discuss our 1954 budget 
with you. 

The FHA budget is a balanced budget. 

Mr. Tuomas. A balanced budget with outstanding liabilities ex- 
ceeding your assets hanging over you. 

Mr. Greene. With ample reserves. 

Mr. Pmu.ips. Suppose we iet Mr. Greene complete his preliminary 
statement before we take up with questions. 


GENERAL STATEMENT 


Mr. Greene. Fee and premium income is estimated at more than 
$137 million, expense at a little less than $34 million. This results 
in an expense-to-income ratio of 24.7 percent. If you will refer to 
exhibit A, attached to the statement before you, you will see how this 
compares with the experience of the 10 largest casualty stock insur- 
ance companies. The average ratio for these companies ranges from 
37 percent to 39 percent in the postwar years. Individual companies 
range from a low of 34 percent to a high of 42 percent. 

The FHA ratio of 24.7 percent is unusually low. 

Mr. Puiurps. What has that to do with your business? 

Mr. Greene. We were asked by the Senate Committee to try to 
develop this information, and we did it rather than bringing it up 
later. 

Now, if you will look at exhibit B, it shows that the 1954 field budget 
is based upon a reduction in unit cost of processing from $42.78 in 
1952 to $37.69. This represents a saving of more than $3.4 million 
for the workload estimated in 1954. 

The most serious problem which confronts us is the detrimental 
effect of the successive cuts in our administrative budget over the 
last 3 years. Exhibit C will show you what has taken place. Our 
insurance in force has been constantly increasing while our admuini- 
strative staff has been repeatedly cut. Today the insurance out- 
standing amounts to about $16 billion, and our administrative force 
has been reduced to a little over 800 employees. 

This has resulted in piling up backlogs of day-to-day work to an 
almost unmanageable extent and, more important, it produces a 
gradual deterioration of essential internal controls. 

It has meant a serious curtailment in auditing functions and 
examinations of our field offices and of lending institutions. 

I earnestly appeal to you gentlement to give this matter your 
special consideration. 

I am confident that Congress does not want the Federal Housing 
Administration to be limited to the extent that we are physically 
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unable to exercise proper internal controls necessary for the protection 
of our insurance funds. We want to run a good Administration, one 
that Congress can be proud of, and I am sure that is what you gentle- 
men want, too. 

The FHA budget, as submitted, is designed to produce more than 
$100 million of income over and above expenses. 

Notwithstanding the fact that our estimates for the past 3 years 
have been cut, we would, of course, expect your committee to make 
further cuts in any expenditure which, in your informed judgment, 
was not necessary to our effective operations. 

On the other hand, we are obliged to point out that any blanket cut 
made in the budget estimate of the FHA, solely to accord with your 
program to balance the Federal budget, will not accomplish the pur- 
pose intended. Actually, such a cut will effectuate an amplified 
reduction of FHA’s income and result in actually the opposite effect 
on the Federal budget which you gentlemen desire. 

Mr. Puriurps. Mr. Greene, I would like to point out three things 
before we recess: First, you said the FHA budget is a balanced 
budget. 

Second, that your figure of 31.5 percent is carried on a very different 
basis that the figures applic ‘able to the largest of these companies. 

Third, that you have in the chart that you have furnished, done 
something we call in the profession heresy—this is the statistical chart. 
You have used a different scale for two charts, trying to make it 
look less. That is heresy in the profession which you and I follow. 

Mr. Greene. I would like to comment on that, Mr. Chairman, 
by saying that I agree with you thoroughly with respect to the chart. 
There is nothing T dislike any more than a chart which does not 
give proper information as it relates to all the different scales. 

The point we are trying to emphasize here is that as our business 
increases we increase our insurance in force, and it has to be serviced. 
During the same period of time we show a reduction in the adminis- 
trative personnel. I regret that the chart is drawn up in that way. 

Mr. Puiures. I think we might well put in the record that as to 
the figures for the Federal Housing Administration, dealing with 
ratio to premium, there is in effect no comparison between the type 
of business done by the Federal Housing Administration in its busi- 
ness, and that done by insurance companies you have listed down here 
in exhibit A, covering all types of insurance. They are very unrelated, 
and further, their operation is of a very different type, without the 
Government standing back of it. 

Mr. Greene. I agree, Mr. Chairman; it is difficult to get any basic 
comparison for the FHA unit operating costs, because there is hardly 
any similar operation. 

We have inserted this primarily because some of the committees have 
requested the information and we thought we would put it in to start 
with. 

Mr. Puruurps. That disposes of two questions. 

I might add that we have already received the statement as to the 
statutory authority for the Federal Housing Administration. We 
might have a statement concerning the background of what you are 
actually doing. 

We have two new members on the committee, Mr. Jonas and 
Mr. Krueger, and I might say for Mr. Cotton’s and my own benefit, 
that we will be glad to review it. 
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REVIEW OF ACTIVITIES OF THE FHA 


Mr. Greene. The FHA, of course, is an insurance operation. 

Mr. Puiuurres. Yes. 

Mr. Greene. We do not make any loans. We insure various 
types of loans. We began with the program under title I for repair 
and modernization insurance, and we insure lending institutions 
against loss on loans they might make under our regulations. Our 
other insurance operations are essentially mortgage insurance, where 
we insure individual mortgages. 


YIELD INSURANCE 


Except for one operation that we have had for 5 years, called 
vield insurance, in which we are supposed to insure investors a certain 
yield on his investment in a residential property. 

Mr. Puitures. Has any member of the committee ever heard that; 
do you know arfything about that? 

Mr. Corron. What did you say it was called? 

Mr. Greene. Yield insurance, which grew out of the thought that 
some of the large insurance companies, endowed colleges, might like 
to make a direct investment of their funds in residential buildings 
and apartment houses, but where no loan would be involved, where 
they invest a part of their funds 

Mr. Corron. You mean to say that the Congress passed an act 
insuring yields of that sort? 

Mr. Greene. Congress passed an act giving, in section 701 of the 
National Housing Act, authority whereby we would guarantee the 
insurance of a certain yield on investments. 

Mr. Yares. What is that act? 

Mr. Greene. That is title VII of the National Housing Act. 

Mr. Yates. What vear is that, 1949? 

Mr. Greene, I believe it was 1948. 

Mr. Corron. You say that extended to educational institutions as 
one class of people contemplated who wanted to make investments? 

Mr. Greene, College endowment funds, which they might want to 
invest. 

Mr. Puiturrs. Investment trusts? 

Mr. Greene. Investment trusts. 

Mr. Corron. Are you actually doing that; have you had any 
requests? 

Mr. GreEeNE. We have had no applications. 

Mr. Corron. How many man-hours are employed directly in this 
activity, since you have had no applications? 

Mr. Greene. The expense has not been great. Of course, we did 
have to prepare forms and write rules and regulations, but the expense 
has not been great. 

Mr. Puituirs. Is there anyone on the payroll assigned to that 
particular activity? 

Mr. Greene. That activity is assigned to what we call the Rental 
Housing Division, but they have the regular rental housing program. 
There is no one especially assigned to that particular work. In other 
words, if that should be dropped, it would not result in dropping any 
employee as such. However, there is some activity involved in the 
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program, because we do get inquiries, which we must answer, and we 
have a certain amount of expense that goes along with it. 

I am advised that we have charged $40,000 to the expense under 
that operation to date. 

Now, may I add just one more thing before you recess for lunch? 

Mr. Puiuurps. Certainly. 


SECTION 609 INSURANCE 


Mr. GreENE. We have one other type of insurance, and that is 
under section 609, where we are authorized to insure a loan for the 
purpose of manufacturing prefabricated housing. 

Mr. Puiuures. Will you tell us about that? 

Mr. Greene. That loan is also practically inactive at the present 
time. We had a few applications. 

Mr. Puruuies. How did you get into that, since the Office of the 
Administrator has a section devoted to promoting the manufacture of 
prefabricated housing, in which he has some 19 people. 

Mr. GREENE. They took over the prefabrication operation that was 
formerly in the RFC in 1950, and ours was the result of an act of 
Congress in about 1945 or 1946, I believe. We have handled very 
little business under it. We have had 10 manufacturers’ loans alto- 
gether. I believe we have one currently. 

Mr. Puinurrs. Among these 10 loans you have been duplicating 
the same things as to 19 manufacturers that are being encouraged 
under the supervision of the Office of the Administrator? 

Mr. Greene. I do not believe there is more than 1 or 2 duplicated 
in that list. 

Mr. Puiiures. You mean in addition to the 19 they have there are 
some 7 or 8 additional manufacturers that are insured by you? 

Mr. Greene. We did have; the loans are cleared up now. 

Mr. Puiuures. You have only one loan. 


Mr. Greene. We have now a request for one loan only pending at 
the present time. 

Mr. Puiiips. We will resume the hearing at 1:30. 

Mr. Puiuurres. Before recess we were listening to Mr. Greene make 
a general statement regarding the request for fiscal year 1954 for the 
budget of the Federal Housing Administration, one of the constituent 
agencies of the Housing and Home Finance Age ney. 


INCREASE IN INTEREST RATE ON DEBENTURES 


Before we came back into session, you made a statement, Mr. 
Greene, regarding the change in the interest rate on debentures. Do 
you want to put that on the record? 

Mr. Greene. Yes. I could do that, because it was effective 
yesterday and is being announced today. What we have done, is tc 
amend the rules and regulations to provide that on all insurance con- 
tracts entered into as of yesterday and subsequent thereto the interest 
rate on the debentures for a term of over 10 years will be 2.75 percent 
instead of 2.5 percent. 
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Mr. Puruips. What effect will that have on your business? 

Mr. Greene. It will overcome one of the objections that the mort- 
ragees have recently been announcing with respect to the interest 
rate or the net yield on those debentures. They feel they were not 
salable at par, and they felt inasmuch as we were paying our claims 
n debentures they should have debentures that were salable at par 

f they wanted to convert them into cash. 

Mr. Puruiies. My question is a rather simple one. Will that 
increase or decrease your work? It should decrease it. Am I right? 
Or will it have no effect? 

Mr. Greene. It could have a slight effect upon our volume of 
applications received. It might increase. 

Mr. Puriurps. That would be one area in which you could have a 
change. 

Mr. Greene. That is right. 


ADMINISTRATIVE EXPENSES 


Mr. Puiuutps. We will place in the record the page headed ‘‘Admin- 
istrative Expenses” in the revised budget for the Federal Housing 
Administration and also the following page entitled “Schedule of 
Administrative Expenses,’”’ breaking it down by personal services 
and other objects. 

(The matter above referred to is as follows:) 


Administrative expenses, fiscal year 1954—Explanation of increase over 1953 
administrative expense limitation 
Reduction 


estimate estimate 


| Original | Revised 


Backlog of 1953 work carried into 1954 - 302, 000 | 302, 000 

Prevention of further backlogs in 1954 ad . 302, 000 174, 000 | 128, 000 
Increase in 1954 accounting work over 1953 _ - - - 75, 000 75, 000 
Deferred audits and examinations of financial institutions | 97, 000 77, 000 | 20, 000 
Restoration of operating controls 204, 000 137, 000 67, 000 


Increase in prorata share of rent and switchboard expense... 35, 000 | 25, 000 | 10, 000 


| 
1953 limitation oe aon | $4, 885, 000 $4, 885, 000 
| 


Total 1954 estimate. aie eat 5, 900, 000 5, 600, 000 } 300, 000 


IMPLICATIONS OF REVISION FOR FISCAL 1955 BUDGET 


Backlog of 1954 work to be carried into 1955_~ —_ _- $203, 000 
Rae and examinations of financial institutions deferre d to NN Fos cst 20, 000 
223, 000 

67, 000 


Total expense deferred to 1955_------ -- ‘ , 290, 000 
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Schedule of administrative expenses 


Fiseal year 1953 Fiscal year 1954 


Revised esti- Original esti- Revised esti- 
mate mate mate 


v Av- 
rage rag erage 
Amou “m- |Amount| em- |Amount| em- | Amount 
ploy ploy- ploy ploy- 
ment ment ment ment 


$75, 72 
285, 195 
263, 320 
79, 045 
772, 150 
, 965 
00 

, 230 
050 
YoU 
995 

9, 865 


l leave ) 55 5, 000 a) 5. 000 


Overtime and holiday pay l ~ 850 20 89, 000 

Nightwork differential 5 AO) 500 
€ 20) 

5, 000 18, 000 


4,094. 100.1, 050 904, 875 


140, 000 196. 500 
ling 7 3,000 7,140 
} services 5 40. 000 43, 344 
ices 452, 575 470, 000 525, 260 


luctior 5 30. 000 RS, 740 


ft} 


it ity Ser 
g and repro¢ 
mtractual service 25 75, 900 78, 660 
26, 000 49, GRO 
1. 000 


Supplies and materials 


rds. ete 


1d assessments 5 5. 000 5, 500 
other object 13, 845 790, 900 995, 125 925 
tal, administrative expense 5 5. 000 5, 900. 000 5 000 


Federal Housing Administration, Budget Division, Mar. 19, 1953 
REPAIR AND IMPROVEMENT LOANS INSURED BY FHA 


Mr. Puiturps. Now, you are entirely an insurance agency; title I 
of your objective is the insurance of loans? 

Mr. Greene. Title I has 2 types of insurance—class 1 and clags 2, 
modernization and repair loans where we insure the lending institution 
up to 10 percent of their total business done. 

Mr. Puriurps. Somewhere I had a note of what you expected that 
to be next year, and it is a large amount both in dollars and the 
amount of notes you are supervising. 

Mr. Bazan. There are 2.2 million individual notes for insurance. 

Mr. Puiuurps. 2:2 million notes for this type of work? 

Mr. Bazan. That is right. 

Mr. Greene. It is $1,306,800,000. Those loans are small loans. 
They average, I believe, currently around $650 face amount. 

Mr. Puiuurps. You gave an average of between $650 and $675. 
That is a very small loan. It is an unsecured loan? 
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Mr. Greene. In most cases it is an unsecured loan. The lending 
institution may take security if they desire. We do not require it; 

Mr. Putiurres. What type of security do they take—second paper? 

Mr. Greene. They can take a chattel mortgage or any type of 
paper they would like to have. 

Mr. Puriiurps. How long do we expect to be in this business? 

Mr. Greene. Personally, I think the Government should stay in 
this business, because it provides at a reasonable interest rate for the 
repair and maintenance of our inventory of existing houses. 

Mr. Paiiuips. What is the interest rate? 

Mr. Greener. The loans are made at a discount of $5 per hundred. 
In simple interest, that would work out about 9.7 percent, out of 
which they pay a premium which leaves a net of about 8 percent to 
the lending institution, which is somewhat less than conventional 
consumer credit loans. 

Mr. Patuuips. Do vou not have a rather high delinquency? 

Mr. GREENRF. We think it is not high. I would be glad to give 
vou the figures for the record. 

Mr. Bazan. Those are the notes in process of collection now. 
They represent an accumulation of notes that have been assigned to 
us in connection with claims over some period of time. They are 
what we are now working on and expect to work on next year. We 
have collected, as a rule, a little better than 50 cents on the dollar on 
those notes. 

Mr. Parties. You say these notes were turned over to you 
How were the notes turned over to you? 

Mr. Bazan. Those are the ones that went bad at different times 
by lending institutions and then were turned over to us in connection 
with claims. 

Mr. Paruurps. Are those all in connection with title I loans? 

Mr. Bazan. Yes, sir. 

Mr. Greene. When we pay a claim under title I, modernization, 
we pick up the note and continue collection of that note, and our 
recoveries on those notes have been almost 50 percent up to the 
present time. 

\Ir. Paitires. You have over a half-million-dollar item for locating 
skips under the collection staff. Adding the field to that, you have 
$1,142,195 for the process of collection. 

Mr. Burrows. We expect to collect $8.2 million in that year. 

Mr. Puiuurps. What is the face value on which you are going to get 
$8.2 million? 

Mr. Burrows. The average number of notes under collection 
estimated for 1954 is 146,000, and I think the average amount would 
be somewhere around $300 to $325. 

Mr. Patiiires. What does that mean in total? 

Mr. Burrows. About $45 million. 

Mr. Putiurrs. Roughly, we have about $45 million in this group; 
we will collect about $8 million of them this year at a cost of $1,142,000? 

Mr. Greene. That is right. 

Mr. Putuures. Of the $45 million, how much do you expect to 
collect eventually before you have to write the balance off? 

Mr. Greene. That is the 50-percent item. 

Mr. Puitures. And you have administrative costs in the title | 
group of $150,000 and nonadministrative costs of over $1 million. 


> 
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The nonadministrative costs, apparently, include the liquidation 
section, because the figures are the same. 

Mr. Bazan. The collection effort is about double the amount of 
administrative cost of collecting on these notes. 

Mr. Puiuurps. If you have that large a staff collecting notes, how 
can you spend $154,000 m re for the administration section of that 
particular function? 

Mr. Greene. That is for the administration of the whole program. 

Mr. Puitures. No. That is just the collection. 

Mr. GREENE. No, sir. It includes collection; it includes super- 
vision of the section. 

Mr. Puitups. I think this committee might ask how long this is 
going to keep up. ‘This was supposed to be an emergency program. 

Mr. Greene. It was originally designed as an emergency program 
in 1934 primarily to try to get people reemployed, for the reason that 
it was very difficult in those days to cut down on the unemployment, 
and they felt if they could get those little jobs started, it would employ 
people. It did it. We created better housing committees all over 
the United States, and their voluntary efforts did do a very good job 
in that respect. 

Mr. Puitures. Then we just kept on doing it? 

Mr. Greene. It has developed, however, that it has proven to be 
very desirable in the building trade, and the industry, I think, has re- 
quested its continuance. 

Mr. Puiiurps. Now let us inquire a little bit about that. I was 
under the impression we were doing this for the benefit of the little 
houseowner who needed some repairs on his house and could borrow 
$650 from the Government. But you say what we are doing it for 
is to stimulate the building trade. 

Mr. GREENE. I| say what we did in the beginning was to stimulate 
the building trade. I think it has developed into something entirely 
different from that. We do not need that stimulation of the building 
trade now. 

Mr. Puiuurps. You just said the building trade has been anxious 
to have you continue it. 

Mr. Greene. They have always been anxious to continue it, 
because they like to operate under it. But from our standpoint 

and I would like to ask you to consider this very seriously —we 
feel it is a great economy to maintain our existing inventory of houses. 
And we feel that any vehicle that we can provide that will do that at a 
low cost is very desirable. 

Mr. Puruiures. Where does the mutual insurance come in? 

Mr. Greene. That is under title II. Before you leave title I, 
may I say we have a mortgage insurance operation under title I, 
section 8, which is entirely different from the modernization loans. 
It is very similar to our title II operation, the difference being that 
the standards under title I, section 8, are somewhat lower than those 
required under title II. It is designed to be able to get down to a price 
class that we cannot reach with the standards of title II. 

Mr. Puiiures. How much are we involved there? 

Mr. Greene. The maximum mortgage amount permissible under 
title I, section 8, is $4,750. 


Mr. Putuures. That is an odd amount to make. How does that 
come about? 
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Mr. Greener. That is 95 percent of a $5,000 valuation. 

Mr. Puiturpes. How many mortgagees do we have under that title? 

Mr. GREENE. We have insured 12,739 units for $62,698,400, We 
have in force 12,645 units for $62,275,900. This is a program which 
we are very hopeful, when it gets firmly established, will provide 
housing that has not otherwise been available in the private market. 

Mr. Pxaiuures. Just how will it do that? 

Mr. Greene. Because of the attractive features of the mortgage 
to the private market—at least we hope so. They have not taken 
hold of it as we expected or wanted them to do; yet we believe they 
will. The interest rate is the same as it is in title II, but there is an 
additional one-half of 1 percent service charge permitted for the han- 
dling of the small mortgage. 

Mr. Puiuuips. In both of these titles, we go in as a war measure to 
make small loans for home repairs, and the first thing you know we 
find it is a lifelong obligation on our part. Now, what is the matter 
with the small lending agencies and banks doing this? Out in my own 
area the banks are rather anxious to have small-loan customers. Why 
cannot they take over loans for the repair of houses; why cannot they 
take over this type of loans? 

Mr. Greene. I| presume they do make some loans for repair pur- 
poses, but 

Mr. Puriures. You have just said our hope was we would encourage 
the insurers of those mortgages to buy them from you, but they are 
not doing it. 

Mr. Greene. I am speaking of title I, section 8, in that case. 

Mr. Puruuies. That is right. 

Mr. Greene. They are not entering the program as much as we 
would like to have them do. It is still a matter of training. 

Mr. Putuurps. As a practical matter—let us not deal in generali- 
ties—how much money have you out under section 8? 

Mr. Greene. You mean how much insurance? 

Mr. Putuurps. Yes; how much insurance? 

Mr. Greene. That is the figure I have just put in the record. 
That is $62,275,900 of insurance in force. 

Mr. Puiuurps. Under section 8? 

Mr. Greene. That is right. 

Mr. Puriuips. How many of those loans have been taken over 
by other lending agencies since you started up? 

Mr. GREENE. That is the le nding agency amount; that is what 
they have invested in those loans. 

Mr. Puruures. Then explain your statement to me that you ex- 
pected these lending agencies to take over more of those. 

Mr. GREENE. We did. 

Mr. Puivirps. Without referring to you? 

Mr. Greene. No. We hoped they would make more of the small 
loans. - 

Mr. Patuiuiprs. Your hope was simply that you would have more 
business? 

Mr. Grrene. That is right. 

Mr. Puiurrs. That the lending institutions would make more 
loans like this so that you could insure them? 
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Mr. Greene. They do not like to take small loans; they would 
rather take one large loan than two small loans. 

Mr. Puriurps. They do not consider those good loans? 

Mr. Greene. They consider them good except for the size. 


COOPERATIVE HOUSING LOANS 


Mr. Puiuuirs. Just because this happens to be convenient for me 
they are not particularly related—in section 213 you have what is 
called cooperative housing 

Mr. GREENE. Yes, sir. 

Mr. Puinuirs. What is that, and how long do we have to do that? 

Mr. Greener. The statute, | believe, has no limitation. There is 
no expiration date in the statute under 213. 

Mr. Puiuurpes. Do any of those statutes have expiration dates? 

Mr. Greene. Title 1X: Defense Housing Program, and Title VIII: 
Military Housing, and Title I—that has an expiration date, I believe, 
of 1955. 

Mr. THorntron. That is June 30, 1955. 

Mr. Puitures. Which is that? 

Mr. Greene. The modernization or repair loans under title I. 

Mr. Paiuurpes. And what about defense housing? 

Mr. THornton. That is June 30 of this year. 

Mr. Puitiies. Now, what do we do under this cooperative housing? 
You see, Mr. Greene, every time we set up one of these little fune- 
tions we have to have a whole new organization to handle it. You 
have an Assistant Commissioner handling cooperative housing. 

Mr. Greener. That was required by the act. 

Mr. Puttires. You mean we could do away with him? 

Mr. Greens. The legislation specifically provided that we would 
establish an Assistant Commissioner for that job. 

Mr. Putuuies. If you did not have the Assistant Commissioner to 
handle that, then it could be done quite successfully with the staff you 
already have down there? 

Mr. Greens. That would depend upon the success of the program. 
We do have Assistant Commissioners in charge of some of the pro- 
grams, such as title I programs, and our rental-housing programs. 

Mr. Puintuipes. I notice you had a Deputy Commissioner presumably 
under you--I mean we have been providing for one, but you never 
filled it. 

Mr. Greene. I used to be the Deputy Commissioner myself. 

Mr. Puituies. Then, when you became Commissioner 

Mr. Greens. They have not filled it since that time. 

Mr. Puinuies. It is getting along all right; is it not? You are ex- 
perienced and capable, and maybe it is possible for the agency to 
operate without a Deputy Commissioner. 

Mr. Greenr. We have been operating without one; yes, sir. 


MORTGAGE INSURANCE 


Mr. Puiturps. Now, here is one that interests me very much. 
Under one of the titles—I do not know which one—you have what 
you call a mutual insurance fund. 

Mr. Greene. That is our title II. That was our original mortgage- 
insurance operation. 
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Mr. Puriuips. What is mutual about it? If there is any gain, you 
divide it; and, if there is any loss, we pay it. So, what is mutual about 
that? 

Mr. GREENE. We are required by law to establish group accounts 
ecording to the risk characteristics of mortgages insured and the 
maturity dates, and on the experience of those group accounts depends 
whether they wind up with a debit or credit balance. If thev wind 
ip with a credit balance, participation refunds are made to the 
mortgagors. 

Mr. Paiturpes. Apparently vou have a total of $42,878,308.16 that 
ius been paid to members of groups who participated in mutual 
earnings. 

Mr. Greene. That is right. 

Mr. Puiuuies. But there have been some losses. 

Mr. Greene. Not in those groups. ‘Those are divided into group 
accounts, and if the group accounts having those mortzages of similar 
characteristics and similar expiration date wind up with a successful 
outcome—in other words, have more premiums than losses—then 
that residue is paid out in the form of dividends to the mortgagors. 

Mr. Puitures. And there have been no instances in which there 
were losses? 

Mr. GREENE. Oh, yes; we have had some accounts in which there 
were losses, and we have a general reinsurance account which draws 
10 percent from each of the group accounts; and, if there is a loss in a 
group account, it is paid by the general reinsurance account. 

Mr. Puiiures. And none of this loss has found its way back and been 
laid against the taxpayers? 

Mr. GREENE. No, sir. 

Mr. Puiuurps. I am pleasantly surprised. We have some very 
interesting financial manipulations in this Government of ours, 
Mr. Greene. 

Mr. GreEenr. May I say in that connection, and also in connection 
with what was probably disturbing Mr. Thomas this morning, that 
we are making every possible effort to have good actuarial studies 
made. Weare pioneering in this business; we have had 18 years of it. 
There were no examples to go by. And the most we can do is to get 
as nearly correct an actuarial basis to work on as possible. We feel 
up to the present time our premium receipts will be ample to take care 
of our operations. We do not feel it will ever be necessary for the 
Administration to have to call on the Treasury to pay any of its 
debentures. We, of course, recognize that we have been operating on 
a good market. 

We recognize that in all probability we will experience a different 
segment of the cycle sometime in the future. Our actuary generally 
operates on the basis that it will happen tomorrow, but we are trying 
as nearly as we humanly can to be sure our reserves are as adequate 
as possible. And I would like to call particular attention to the fact 
that a large portion of our reserves consists of the properties them- 
selves, which we get back if we have to pay a claim. So, the only 
loss we suffer is the difference between the claim we pay and the actual 
receipts from the sale of the property. 

Mr. Puruuipes. Then, in effect, you are not asking for next year 
any new money? Am I right? You show an excess of income over 
expenses of $103 million. 

Mr. Greene. That is right. 


30608—53—pt. 3———42 
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BUDGET REVISIONS 


Mr. Puitures. What change did you make in your revision? You 
reduced it about $300,000 in administration. 

Mr. Burrows. And $550,000 in nonadministrative. 

Mr. Bazan. $300,000 is administrative, and $550,000 is nonad- 
ministrative. 

Mr. Puiturps. We will insert page 13 at this point in the record. 

The matter above referred to is as follows:) 


Program highlights 


{Dollars in millions] 


| 
Revised Revised 
estimate, estimate, 
fiscal year | fiscal year 
1953 1954 


> | 
operations | 
applications examined 465, 937 560, 300 | 585, 000 
rance commitments made $2, 964. 8 $3, 938.3 | $4, 131.2 
Mortgage and yield insurance written | 
Number of dwelling units 282, 2 350, 000 | 422, 000 
Mortgage amounts insured y $2, 774.0 | $3, 307.0 
Improvement loans insured | 
Number of notes 1, 610, 132 2, 000, 000 | 2, 200, 000 
Net proceeds $852. 4 $1, 188.0 $1, 306.8 
Estimated outstanding balance of insurance in force, er 
of fiscal year 
Improvement loans $1, 122.7 $1, 332.4 $1, 615.8 
Mortgage insurance $13, 899. 5 $15, 688. 0 $17, 927.0 


Total $15, 022. 2 $17, 020. 4 


$19, 542.8 


Acquired security or collateral on hand, end of year: | 
Defaulted improvement loan notes $49. 8 55. 3 $63. 4 
Acquired properties 
On hand, end of year 
Number of units 11, 650 
Amount $81.4 
Income and expense: Net fee and premium income collected $99. 2 
Expense 
Administrative $5. 2 


Nonadministrative 25. 4 


Total expense $30. 6 


Excess of income over expense $68. 6 


Note.—Net fees and premiums collected increase to $138.3 million in 1954 from an estimate of $124.7 million 
for the current year and $99.2 million in fiscal year 1952. The ratio of expense to fees and premiums collected 
declines from 30.8 percent in fiscal year 1952 to 25.6 percent in 1953 and 24 percent in 1954 


Mr. Pxiturps. We will also insert page 15, which is 1954 highlights 
(The matter above referred to is as follows: ) 


FEDERAL Hovustna ADMINISTRATION 
1954 HIGHLIGHTS 


Volume of title I repair and improvement loans insured by Federal Housing 
Administration will reach an all-time high—$1.5 billion. 

Largest volume of mortgage insurance applications reeeived since 1950: 
572,000 unit applications. 

Participation of Federal Housing Administration in new housing starts about 
28 percent. 

Insurance in force increases to $19.6 billion—30 percent over 1952. 

Excess of net fees and premiums over operating expenses—$103.6 million. 

Ratio of operating expense to net fee and premium income 24.7 percent—an 
all-time low. 

Abnormal backlogs accumulating in 1953 will be cleared in 1954. 
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PERSONAL SERVICES 


Mr. Puruuips. Now explain to us why you are so troubled about the 
limitations we put on you last year. We think that is a pretty good 
thing. 

Mr. Greene. The administrative limitations? 

Mr. Puruurps. Yes. 

Mr. Greene. It has required us to reduce our personnel to a 
point that we do not feel we are conducting sufficient internal controls. 

think that is very important. I think we have a trust that we do 
want to live up to, and I dislike very much seeing an operation 

Mr. Purturps. Then perhaps right here I had better put in page 
34, Schedule of Administrative Personal Services, showing the break- 
down of the personnel under each of the func tional divisions of your 
department, 

(The matter above referred to is as follows:) 


Schedule of administrative personal services 


Fiscal year 1952 Fiscal year 1953 Fiscal year 1954 
average employment average employment average employment 


Number | Amount | Number | Amount | Number | Amount 


Commissioner - - -- $75, ORS ( $62, 5 ¢ $75. 725 


Legal. 5 236, 73% j 250, 005 50. 6 300, 195 
Personnel . 50. 5 254, 28: 5.7 | 283,925 53. 5 270, 320 
Budget ‘ ‘ 85, 392 2.: 9, 85 2 79, 045 
Administrative services. .- 227. 5 799, 302 0, 13% 213.5 777, 150 
Comptroller 28 1, 068, 14: 25 993, 39: » 420, 965 
Research and statistics Se 255, 5 5 245, 475 | 52. § 259, 300 
Cooperative housing 7 91, 5 | 175 5 5, 230 
litle I . 22. { 134, 2 21. 7 20, 4: 26, 54, 050 
Audit 26 165, 562 , 445 33. 215, 960 
Field operations. - - 5 290, 82 2. é 282 5 7 , 195 
Rental housing - 29. 5 165, 714 33. 6 7,175 6, OHS 
Underwriting 79. 5 575, 032 70. 5 522, 525 73 572, 27 


Total HK , 198, 31: 5 3, 996, 655 1, 020. , 752, 375 
Terminal leave. . ‘ 5 40, 48: ) 55, 000 10 5, 000 
Overtime and holiday pay ‘ 37, 6 , 500 20 9, 000 


Night-work differential 7 500 500 
Work in excess of 52-week base 16, 14, 500 18, 000 


Total personal services sl 91: 4, 292, 906 ® 4, 071, 155 1, 050. , 904, 875 


Mr. Puuures. First of all, Mr. Burrows, how much are you reducing 
the figure of $4,752,375? 

Mr. BURROWS. W e have reduced that to $4,513,075. 

Mr. Puiuures. You are increasing the amount of personnel money 
we gave you by approximate ly 3: 500 000. 

Mr. Burrows. That is correct. 

Mr. Puitires. You might indicate to me where the reduction is 
made in the items. 

Mr. Burrows. I can go right down the list. Do you want it in 
dollars or man-years? 

Mr. Puivurps. Let us take it in man-years. 

Mr. Burrows. There is no change in the Commissioner’s office. 
The Legal Division changes from 50.6 to 48.1; personnel from 53.5 
to 52.5; administrative services from 213.5 to 212.5; comptroller from 
392.4 to 346.5. 
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Mr. Puitures. That is where you really want your additional 
people; is it not? 

Mr. Greene. That is where we need the most of them. 

Mr. Puiturres. You are asking for 140 additional next year? 

Mr. Greene. That is right. That is where our heavy backlogs are 

Mr. Burrows. Cooperative Housing from 11.5 to 10; Title I from 
26.1 to 25.1; Audit from 33.3 to 31.3; Field Operations from 47.1 to 
46.3; Rental Housing from 41.2 to 37.6; Underwriting from 77.3 to 
74.6. 

Mr. Puituips. It is just a general breakdown. The only place 
you have taken off an appreciable amount is for the Comptroller. 

Mr. Burrows. And that Division’s original estimate showed thx 
largest increase from this vear into next year. The total adminis- 
trative staff requested is now 958 instead of 1,020. 

Mr. Puittirps. Do you want to say anything more on the subject 
of why you thought we had limited you too much last year? 

Mr. Greene. I might just cite 1 or 2 examples of what actually 
happens. In the Rental Housing Division we get annual financial 
statements on all of the large section 608 apartment houses that we 
have insured. We should analyze a reasonable number of those 
statements to keep track of what these corporations are doing and 
how our interest is being protected. We are unable at the present 
time to do that. I feel we ought to analyze at least one-third of 
them. We are hardly able to analyze 10 percent. 

Mr. Purtiures. How manv applications do you expect to have? 

Mr. Greene. These are insured cases, and we have some 7,000 of 
them outstanding. 

Mr. Puruuips. ‘That you already have insured. 

Mr. Greene. That we already have insured. 

Mr. Puriurps. Then what is it you want to do on them that you 
are not able to do? 

Mr. Greene. Examine their financial statements. 

Mr. Puiturps. How far do you go into them? Do you go out and 
actually make what would be an external audit? 

Mr. Greene. No. What we do primarily is to see that there are 
no violations of our requirements on rents and there has been no sale 
of the property from the corporation and things of that kind. 

Mr. Puiiturps. What do you mean by your requirements on rents? 

Mr. Greene. We establish the rents on all new rental type prop- 
erties. We have a maximum rent. 

Mr. Puruuies. Where is your authority for that? 

Mr. Bovarp. In the statute we are required in 207 to regulate the 
rents and rate of return on the capital structure and so forth. 

Mr. Pariurps. In other words, if you insure a mortgage, you have 
a right to determine the rents? 

Mr. Bovarp. That is right—not only the right but the requirement. 

Mfr. Purtures. The requirement is what I mean. 

Mr. Bazan. The purpose of that is to preserve the benefit of the 


long- term mortgage in low rents to the occupants. 

Mr. Purures. Irrespective of the income conditions? 

Mr. Bovarp. We can approve increases if the income situation 
requires an increase. 

Mr. Puruuips. You do not have any confidence in normal supply 
and demand? 
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Mr. Bovarp. It is designed to keep the owner, for instance, from 
charging exorbitant rents and milking the property and then having 
it go to default and coming back on the Government. 

Mr. Puruurps. You know for a great many years that has been 
happening. In those cases the tenants move out, and then the rents 
have to come back down before other tenants move in. You have 
not heard of that? 

Mr. Bovarp. It is possible only if he has not any money in it, 
when he may not be willing to have it come back. 

Mr. Yates. Do not you think it would be wise at this point to tell 
the committee what the charge for a 3-room apartment is? Doesn’t 
a 3-room apartment in Chicago rent for $155 to $165 a month? 

Mr. Puriures. That is in Chicago. 

Mr. Greene. May I say that section 608 rentals were established 
at 6.5 percent of the cost of the project. 

Mr. Putuures. Would that figure 6.5 percent in the Chicago case? 

Mr. Yates. I do not know whether it would or not, except I do 
know I have been critical of 608 construction for the reason that it 
does not provide family-type housing, and the rentals are much too 
high for the average family. 

Mr. Puiturpes. I think practically, beyond that, is the fact they 
just do not exist. The newer apartments going up do not provide 
large enough apartments for the average family. 

Mr. Yarrs. That is correct. 

Mr. Putuiies. What do you have to do with that? 

Mr. Greene. We are working toward a correction of that. I 
would love to have some buildings that would rent cheaper than that 
in Chicago and some with a larger floor area, but the cost has you 
stymied so far as being able to accomplish what you would desire 
there. And if you are going to get new structures built, they will 
have to yield at least 6.5 percent, or they won’t be built by private 
capital. 

Mr. Parties. Do you think the people in Chicago demand such 
building comforts and outstanding items that you have to charge 
higher rents? 

Mr. Greene. I think possibly you could build some cheaper build- 
ings that would rent for a lower price. We have to accept the appli- 
cations as they come to us. We try to encourage cheap rentals and 
accommodations in the low rental brackets. 

Mr. Yates. As a matter of fact, the only types of family units you 
are approving in Chicago at the cost you say you would like to have 
are the cooperative units that were approved within the last year; 
are they not? 

Mr. GREENE. The cooperative units will have some little advantage 
there because the profit motive is not in the transaction and they 
can come up with a completed building that has a carrying charge 


less than the 608 or 207. 
BUDGET STAFF 
Mr. Puiuures. Mr. Burrows, how many people do you have in 
budget making? 
Mr. Burrows. The whole Division, including the management 
improvement activity, consists of 12 people. 
Mr. Puiuiuies. That is your request for next year? 
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Mr. Burrows. Yes, sir. 

Mr. Puivurpes. You have 14 now? 

Mr. Burrows. Our staff is now down to 12. 

Mr. Puruuies. In addition to that, you have a Comptroller Division 
which, I presume, has nothing to do with your housekeeping require- 
ments; that is entirely administrative in connection with insurance 
policies? 

Mr. Burrows. That is correct. 

Mr. Puitures. And you want an increase in that, as you have 
already testified? 

Mr. Burrows. That is correct. 


NUMBER OF ECONOMISTS 


Mr. Puiturrs. You have 22 economists. What are the economists 
to do? 

Mr. Greene. We have no economist pay titles as such. We have 
a number—22, I believe—that are economists, but their functions 

Mr. Puiuurps. They are concerned with statistics? 

Mr. GREENE. Yes, sir. They are market analysts. 

Mr. Puruuips. There are 53 people you want in research and 
statistics, or is that in the marketing analysis? 

Mr. THornton. Of those 22, 16 are in the field offices as market 
analysts. The 22 include the few people who have the title of econ- 
omists—that is, who have the civil-service title of economists—in 
the Washington office, of whom there are 6, including the Director 
and the Deputy Director, the Chief of the Market Analysis Section, 
and his deputy, and two others who have titles of economist. There 
are only six of them in the headquarters office who are actually 
the Division of Research and Statistics. The other 16 are market 
analysts who are in the various insuring offices throughout the country 
and whose work is tied closely to processing individual cases and know- 
ing the housing markets and housing market problems where specific 
applications are being processed. 

Mr. Puiuuips. Under which title do you get the greatest amount of 
business? 

Mr. Greene. Title I], section 203. 

Mr. Purvis. Did I ask what volume of business you expect for 
next year—that is, the number of approved applications and the total 
volume of insurance? 

Mr. Greene. New applications of 585,000 units to be examined. 

Mr. Puitires. What does that represent in percentage as an increase 
between 1953 and 1954? 

Mr. Burrows. Our original estimate was about 530,000 unit appli- 
cations for this year. Our budget was developed on that. However, 
our business has exceeded the anticipated volume, and we will prob- 
ably examine about 560,000 applications this year. 

Mr. Puituips. What percentage of increase is that over this year, 
approximately? 

Mr. Burrows. Probably about 5 percent, figuring roughly. 

Mr. Puaiiurps. My inquiry is based on the fact I think your requests 
for personnel help, administrative help, run considerably more by per- 
centage than would seem justified by the amount of increased business. 
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Mr. Burrows. You will probably notice in compliance inspections 
there we go up from 900,000 to a little over a million in the compliance 
inspections made. 


INCREASE IN ADMINISTRATIVE COSTS 


Mr. Puriuurrs. I do not think that accounts for a 17-percent increase 
n your administrative cost, 

Mr. Burrows. That is not an item bearing on the administrative 
cost. The volume of new business which you receive and process 
would be in the nonadministrative expense, and there we had $28,- 
870,000 authorized this year. We won’t spend that amount, and the 
revised budget for fiscal 1954 seeks $27,500,000. Se we are asking 
less than was authorized for the current year. 

Mr. Puiuurrs. I have a note that administrative expenses for 1954 
total $5.9 million, an increase of $1 million over 1953, or 17.2 percent. 
Does that include the nonadministrative portion? 

Mr. Burrows. No, sir. That is the administrative budget. 

Mr. Puriurrs. I am not attempting to set a percentage comparison, 
but I never saw a business in which the administrative cost of a business 
of that type had exceeded the percentage of increase in the business. 

Mr. Burrows. Of that $5.9 million, between $300,000 and $400,000 
represents the backlog which will carry over from this year. For 
instance, we have now about 475,000 title I loan reports which are not 
processed, which the Comptroller is unable to do for lack of staff, 
which involves, incidentally, about $5 million in premiums that we 
won’t be able to collect this year. 


TRAVEL 


Mr. Puiuurps. Your travel increase is $50,000. What do you antici- 
pate to be left over in your 1953 travel allowance? 

Mr. Burrows. Of the $146,000 which was the limitation in the 
‘act, we have revised it downward to approximately $140,000. 

Mr. Puiuurps. For next year? 

Mr. Burrows. For the current year. 

Mr. Purttuirs. How much change do you estimate for next year? 

Mr. Burrows. The new figure is $184,500. 


PRINTING AND REPRODUCTION 


Mr. Puitures. Why do you jump so much in printing and repro- 
duction—$32,000? 

Mr. Burrows. We have revised that figure to $70,000. Because 
of the limitation this year, we have fallen behind in keeping up our 
stock of printed material, which consists to a large extent of tabulating 
cards and report forms needed for tabulation. 


NONADMINISTRATIVE EXPENSE LIMITATION 


Mr. Tuomas. There is only one item I want to ask about. I notice 
in this year’s justification you spend about three pages in lambasting 
that nonadministrative limitation in your bill. It talks about flex- 
ibility and nonflexibility. We put a limitation on there of $28.8 
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million, and you check up with only spending $27 million. So where 
m the world is that flexibility you are talking about? 

Mr. Burrows. As you know, we have no control over the volume 
of business we do. If we had received, say, 700,000 applications the 
limitation would really have shurt. Flexibility works both ways. 
In other words, if we have a limit of $28 million and only need $27 
million, of course, we are only going to spend $27 million, because 
that goes to help build up reserves for insurance losses. We have no 
incentive just to go ahead and spend money, because any unexpended 
balance reverts to our own funds. So the flexibility was to provide 
for the unexpected. 

Mr. THomas. Of come during your slack period, you keep a big 
staff whether you need it or not and, on the other hand, if business 
upturns and you do not ¢ ave them, I guess you are hurt in that way 
too. But it does not seem to me that the limit hurt you, and it is bad 
fiscal policy to turn any agency loose to spend $25 million or $30 million 
without any strings on it 

Mr. Burrows. As it turned out, the limitation proved ample in 
this case. 

Mr. Tuomas. Regardless of that, it is bad business. In fact, if 
vou ran the FHA business like you want this Congress to let you run 
your business, you would not have a job very long. Do not come 
back any more with three pages lambasting that limitation. That 
figure was your figure and, if it was wrong, it was your mistake. 

Mr. Greene. We have no way of anticipating actually our volume. 

Mr. Tuomas. I have never seen an agency yet that was a little too 
tender in its estimates 

Mr. Greene. The only thing we are trying to avoid there—and I 
do not care how it is done—is that if during the course of a fiscal year 
our volume should increase—and we have no control over it, because 
they are voluntary applications—all of our work is voluntary that 
comes to us 

NUMBER OF HOUSING STARTS 


Mr. THomas. How many housing starts do you think we will make 
in this coming year, 1954? 

Mr. Greene. I think the nearest estimate would be about 1.1 
million 

Mr. Tuomas. What was the number of starts in 1953? 

Mr. Greene. In 1953 it was 1.1 million, roughly—about the same. 

Mr. Tuomas. And it was about 900,000 in 1952? 

Mr. THornton. It was just over 1 million. 

Mr. Tuomas. So 1952, 1953, and 1954 are going to be fairly high. 
That is about the biggest year you have had. 

Mr. THornton. The biggest year was 1950. 

Mr. Tuomas. What was it—1.2 million? 

Mr. THorntron. In the calendar year 1950 we had 1,350,000 priv- 
ately financed. 

Mr. Tuomas. But you think the volume for 1954 will: be on a parity 
with 1953? 

Mr. Greene. That is our best guess on it. 
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Mr. Tuomas. I notice you want an increase in your nonadminis- 
trative expenses, personnel cost, and also an increase in your Wash- 
ington staff. 

Mr. Greene. The Washington staff is the one that hurts us. 
That is where we are absolutely—and I say this in all sincerity 
unable in my opinion to have the proper internal controls to safe- 
guard the Administration. I know you gentlemen do not want 
that. That is all I am asking for. 

Mr. Tuomas. How do you mean? The time to safeguard the 
taxpayer is back in the district office when you make those com- 
mitments and not shuffling those papers to you later up here in the 
District of Columbia. 

Mr. Greene. I am not speaking particularly about personnel. 
I think our personnel record has been very good so far. Unless the 
record changes considerably, I think our losses have been unusually 
small. 

Mr. THomas. Of course, you have had an ascending market ever 
since you have been in business. 

Mr. Greene. That is true. 

Mr. Tuomas. You build a house in 1949 and foreclose it in 1950, 
and usually you could get more for it in 1950 than it cost. So don’t 
take any credit for that. That is John Q. Public. 

Mr. Greene. We still think there is some credit attached to the 
manner in which we are processing these cases. Our underwriting 
system has come to be established and rec ognized as about as accurate 
a basis of determining risk as any available. 

Mr. Tuomas. I think by and large that is true. 

Mr. Greene. | do not think that is our great problem. 

Mr. Tuomas. But you have had an ascending market all the time. 
The minute you got a house built, it was worth a little more than it 
cost. Suppose that has been reversed in the last 15 years. 


VALUE OF FORECLOSURES ON SEC. 608 PROJECTS 


What is your reserve fund now—$300 million or $350 million? 

Mr. Greene. We have about $366 million plus the value of all 
the properties we have acquired. 

Mr. Tuomas. You mean that you have foreclosed? 

Mr. Greene. Every time we have to pay anything out we get 
the property back, and the value of the property constitutes part 
of our reserve. 

Mr. Tuomas. What part of that is property and what part is cash? 

Mr. Greene. That is all cash. 

Mr. Tuomas. No. 608 is the big multiple unit? 

Mr. Greene. That is the big multiple unit. 

Mr. Tuomas. Will you insert in the record how many of those 
No. 608 projects you foreclosed in the last 6, 7, or 8 years? Give 
us a table starting back in 1944 or 1945. 

How many did you foreclose last year? Did you have any sour 
big 608 units in the District of Columbia area? 
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Mr. Greene. Not in the District of Columbia; no, sir. 

Mr. Tuomas. Do you have any outside nearby, in the District of 
Columbia area? 

Mr. Greene. No, sir. I do not recall any that we have in this 
territory. The market is still pretty good around the District. 

Mr. THomas. Do you remember how many you took back in the 
last 12 months? 

Mr. THompson. We aequired through June 30, 1952, 186 section 
608 properties for 10,816 units. During the present flscal year, from 
July 1 to December 31, we have acquired an additional 18 for 982 
units. 

Mr. Puruures. Where are they? 

Mr. Yates. In what community are they? 

Mr. Tuompson. I do not have the breakdown of that group. 

Mr. Tuomas. Suppose you had a decending market when you had 
to foreclose on those prope rties, 

Mr. Greene. Our loss would be greater unless we held them until 
after the cycle had turned back. 

Mr. Tuomas. What was the value of those properties you had to 
take back in 1952 of the No. 608? 

Mr. Tuompson. Acquired by June 30, 1952, was $73,700,000. 

Mr. THomas. What is the dollar value of those you took back in 
1953? 

Mr. THompson. $6,250,000. 

Mr. Puriiurps. What do you do with them? How many of them 
do you resell? 

Mr. Greens. We take them in and manage them ourselves and 
try to build up the income on them. When we have built the income 
up to where it is a paying proposition, we offer them for sale and sell 
them. 

Mr. Puiuurps. If the private owner could not do it at a profit and 
build the income up, how can you do it? 

Mr. Greene. Because we can hold them longer than he can and we 
do not have quite the expense, because he is subject to 4 percent 
interest to his banker, whereas our debentures we have to give in 
paymert of that claim are 2.5 percent. 

Mr. Puttures. When you take over a property like that, does it 
cease to pay taxes to the local community? 

Mr. Greene. No. It pays taxes just the same. We have no tax 
abatements. 

Mr. Puiturps. My inquiry as to the location was directed only to 
the general area. Are these foreclosures taking place in certain areas 
or in certain types of conditions inside the States? Have they been 
around defense areas that were closed out, or why are we foreclosing 
them? 

Mr. Greene. They are spread pretty lean. 
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Mr. Tuomas. I think it might be well at this point in the record to 
insert—there are not too many of them, because they are the large 
No. 608 projects—and give the locations in 1952 and 1953 of the proj- 
ects which you have foreclosed. 

Mr. Greene. We will be glad to put that in the record. 

Mr. Puitures. And together with those you sold in the redisposal 
operation. 

Mr. GreENE. We will be glad to put that in the record. 

(The matter referred to is as follows:) 
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Exuipit B.— Analysis of sec. 608, rental housing projects sold at Dec. 31, 1952 
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1, 08? '4 188. 69 
Comptroller’s Division, Federal Housing Adminis 
PERSONAL SERVICES FINANCED WITH NONADMINISTRATIVE EXPENSES 


Mr. Tuomas. How many employees are you going to have in 
your nonadministrative expense? It looks like you have an increase 
f 178—4,907 for 1954 against 4,729 for 1953. Is that correct? 

Mr. Burrows. Yes. We expect to have about 4 800 altogether. 
ince we revised the budget. 

Mr. Tomas. You are doing about the same volume of business in 
1954 that you anticipate doing in 1953? 

Mr. Burrows. There is an increase. We expect to have to process 
about 25,000 more unit applications next year over this year. We 
expect an increase, roughly, of a little over 100,000 compliance 
inspections. 

SERVICING OF MORTGAGES BY FHA 


Mr. Yares. This morning I asked the gentleman who heads 
up FNMA why FHA could not do the job of servicing all mortgages, 
and I was told that FHA could not do the job of servicing all mort- 
vages. Yet on page 46 of the justifications | find the statement: 

The mortgage-servicing duties and responsibilities of the FHA include all of the 
servicing duties performed by any conventional mortgage-servicing institution 
except for the collection of mortgage payments, which is required only with 
respect to commissioner-held mortgages. 

How do you reconcile those two statements? 

Mr. Greene. We did not make the original statement. We do 
service, as I stated this morning, mortgages held by us. ‘Those are 
mortgages assigned to us after default of the property. On purchase 
money mortgages, where we have to handle the sale of the acquired 
property, we service those mortgages. We have a small number on 
hand, 1,522 to be exact. We service those. 

We have no facilities for servicing other mortgages. I think that 
is what was meant. 

Mr. Yates. This statement further says: 

This mortgage-servicing operation of the Rental Housing Division is the 
largest operation of its kind in the world, involving 7,600 projects with mortgage 
insurance in excess of $4 billion. 
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Mr. Greene. That is talking about a different Gang: 

Mr. Yates. That is a different type of mortgage? 

Mr. Greene. That is talking about servicing mortgages that are 
in force and have not defaulted. 

Mr. Yares. That is the type which FN MA has? 

Mr, Greene, [t would be better to call that the servicing of insured 
contracts 

Mr. Putuirpes. I do not understand that. Is not that the same 
mortgage that FNMA has? 

Mr. GREENE. No, sir. 

Mr. Yates. FNMA has mortgages that are not in default, and you 

just said yours are mortgages not in default. What is the distinction 
you are trying to make? 
' Mr. Greene. We are not servicing the payments on them. What 
we are servicing is what I spoke about a moment ago—to see that the 
corporation is operating in accordance with our rules and regulations 
as to rents and capital structure. We are a stockholder in those prop- 
erties. The law requires us to have a preferred stockholding in those 
corporations so long as the insurance is in force. 

Mr. Yares. Apart from the question of collecting rents, how does 
that service differ from the service given by institutions to FNMA 
for which FN MA is asked to pay some $13 million? 

Mr. Greene. That service is the service of collecting payments 
and accounting for payments. That is not involved here. 

Mr. Yares. Is that all that those institutions do? 

Mr. Greene. That would be all they do. They have to collect 
the payments and to follow up the defaults, and their own servicing 
would carry through the foreclosures. 

Mr. Yares. You do that same thing for your’ mortgages except 
collect the payments; do you not? 

Mr. Bazan. That is a big-time bookkeeping operation, billing, and 
so forth. That is what we are not equipped to do, absolutely. 

Mr. Yartrs. Do not you collect any payments? 

Mr. Bazan. No. We are not the mortgagee. All we collect is the 
insurance premium once a year. We do not get any payments on the 
principal, the interest on the mortgage, and things like that. The 
banks do that. 

Mr. Greene. If I may clear up these two types of servicing we 
have—the one is on the mortgages we hold and the other is on insur- 
ance contracts that are outstanding. 

Mr. Yares. I must confess when I read your justification I got the 
impression you had a huge mortgage-servicing operation. From 
reading the statement now, I get a different impression, from your 
statements here today. That is the reason I wondered why you could 
not service FNMA and save the Government some $13 million. 

Mr. Burrows. We only have 33 currently in that whole division, 
to operate the whole rental housing program except cooperatives. 


FEASIBILITY OF SALE OF MORTGAGES TO GENERAE PUBLIC 


Mr. Yates. This morning I asked the FNMA man why those 
mortgages could not be offered for sale to the public at large, and 
why any individual investor could not buy one mortgage. The | gentle 
man who testified on behalf of FNMA stated this was an FHA 
regulation. Why should there be such a regulation? 
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Mr. Greene. With regard to FHA, the statute requires that an 
HA-insured loan may only be made and held by an approved mort- 

ragee. The basis for that requirement, as I understand it, is that 
the mortgages must be held by people who are competent to service 
them; otherwise our risk would be much greater. 

And in addition to that, the law requires that not only the mortgage 

ind interest payments are made monthly, but the hazard insurance 
und the taxes and the mortgage insurance premiums are also collected 
nonthly together with the principal and interest payune nts. And 
those payments must be held in an escrow account by the lending 

institution in the interest of the mortgagor. 

Mr. Yates. But would not an individual investor who invested his 
money in such a mortgage be interested and be much more directly 
concerned with the performance by the mortgagor than even the 
lending institution? 

Mr. Yarrs. The only reason given is to prevent the average 
ndividual investor using it? 

Mr. Greener. I do not believe so, Mr. Yates. I think it would be 
most risky, for example, if we insured a loan on a house in Chicago, 
for instance. 

Mr. Yates. Yes. 

Mr. Greene. And that loan was purchased by an investor living 
in New England. He is in a very difficult position to service the 
loan. If the mortgagor wants to know something about payments, 
he has got to correspond back and forth. He may have only one 
mortgage and does not pay a lot of attention to it, and we think it 
would result in very poor service. 

Moreover, we do not have any assurance he is going to keep us 
the escrow account in accordance with our requirements, and we have 
to examine the institutions who hold the mortgages, to see that these 
funds are collected for hazard insurance, for taxes, and are accounted 
for properly, and the amounts paid out for them. 

Mr. Jonas. Is there not some broader reason than that? Was it 
not the intention of the people who drew up the act of Congress to 
provide the transfer between the borrower and the lender in order to 
keep some individual from benefiting by the sale of the house? It 
seems to me I have a recollection there was something of that idea 
behind the requirement that only approved institutions might hold 
these mortgages. 

Mr. Greene. There might have been, Congressman Jonas. You 
will recall that in the depression days there were a great many bonding 
houses that were selling participating certificates to schoolteachers 
and others, and some of it resulted in pretty bad practice, and one 
of the things they wanted to protect against in the FHA was to have 
interest in the insured mortgages. That was one of the requirements, 
as I recall, for having the loans held by approved lending institutions. 

Mr. Yares. I still am not convinced as to the validity of the reasons 
as explained. Certainly FNMA interest is in finding a market for 
the sale of mortgages. I you cannot find such market among insur- 
ance companies, “and if they are not being sold, why should they not 
be thrown open to the public for pure hase? 

In other words, you have certain regulations that have to be com- 
plied with in order to maintain Government liability. In the event 
that such regulations are not complied with by the investor, that 

80608—53—pt. 3—43 
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would terminate liability of the Government and the holder of the 
mortgage would have to look primarily to the debtor for payment. 
I still do not see why this is not a possible source for sale of mortgages. 

Have I made my point clear? 

Mr. Greene. I understand your point, Congressman Yates. Of 
course it is not a matter over which we have control. It is provided 
for by the statute. 

Mr. Yates. I know. The statute can be changed. 

Mr. GREENE. Yes. 

Mr. Yarrs. And I would just like to get your opinion. Is there 
any reason why such an operation of this type is not practical? What 
is your opinion on it? 

Mr. Greene. Personally I think it would increase our risk. If any 
individual now desires to make an investment in an FHA mortgage 
he can do so through arranging with some institution, lending institu- 
tion, bank, or a trust company, and establish a trust account, which 
they can use to buy for his account an FHA insured mortgage. 

Mr. Yarrs. But he will have to pay them something for doing that. 

Mr. Greene. Yes; but they will take care of the servicing of the 
mortgage, which is an important thing, and then we would have the 
institution behind the servicing of the loan. 

(Off-record discussion. ) 

Mr. Greene. I think that situation has been changed now, where 
the investment by an individual in a mortgage is not necessary. 

Mr. Yates. Under the law an individual could not buy one of these 
mortgages. 

Mr. GREENE. No 

Mr. Yares. I still come back to ask the question whether or not 
there is any real reason back of the regulations which prevent the 
individual from buying these mortgages? 

Mr. Greens. I think there is something else in it; in other words, 
the type of mortgage he would buy usually has a term of from 3 to 
5 to 10 years. In the field of monthly payment mortgages, the FHA 
loan is not a very good investment for an individual, because he gets 
his money re ‘paid in dribbles, too small to reinvest in something else. 

Mr. Yates. Why is not such a mortgage just as attractive as a 
Government bond? 

Mr. Greens. The Government bond will pay him interest on his 
total investment for a given period of time. He does not.get his 
money back, $22.42 per month, for instance. 

Mr. Yares. Of course, he does not; but does not get back a greater 
return, overall, plus the fact that he has the credit of the Government 
back of the mortgage, plus the fact that he will be paid the amount 
which he has invested in it? 

Mr. Greene. Certainly I am not going to argue that the FHA is not 
a good investment. I think it is. 

Mr. Yares. That is the point I am making. Why should this be 
restricted to lending agencies? Why should not the individual be 
able to buy? 

Mr. Greene. I think the best answer I can give is that involving 
the escrow funds, and the fact that we do not believe the service 
would be nearly as good as it is with established institutions and the 
risk of loss might be somewhat greater. 


- 
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Mr. Tuornton. There is another point that might be brought out, 
and that is the administrative expense involved would be tremendous. 
We have to audit these institutions, and the job would be increased by 
the number of small investors. 

We now have—the FHA now has about 900 or 1,000 mortgage 
companies under our supervisory management. We are the only 
institution that supervises and audits the accounts, and we are having 
a great deal of difficulty in being able to keep up proper supervision 
with this small number, with the size of the administrative budget 

that the FHA has available for this purpose. 

Mr. Yarrs. What does the FHA do? 

Mr. THorNTON. These companies invest in insured mortgages; 
they are making their loans on FHA insured-loan mortgages. 

Mr. Yares. Yes. But why should the individual not have an 
opportunity to purchase these mortgages, once the mortgage has 
been approved by the FHA? 

Mr. THornton. The FHA would have to review the operations of 
the mortgageholder, to be sure that there was a proper handling 
of the account , that the taxes which are collected from the mortgagee 
are paid; that the loan insurance premiums and the hazard insurance 
premiums are collected and properly accounted for; that the monthly 
payments are made in accordance with the terms of the agreement, 
and are in hand ready to pay the premiums and the taxes. 

Mr. Yates. What vou are saving is that the FHA acts like a 
mortgage company with respect to a piece of property; that is, the 
FHA acts with relation to the mortgage just as the usual mortgage- 
holder, to see that the taxes are paid and there is no default in the 
mortg age? 

Mr. THornton. Yes. 

Mr. Yarrs. That is what you are saying? 

Mr. THornton. Yes. 

Mr. Yates. Why could not the individual file a statement with 
the FHA, stating that he had conplied with all of the requirements 
laid down by it? 

Mr. Puiuuips. They might make it a part of the mortgage. 

Mr. THornton. Yes. 

Mr. Yates. Make it a part of the mortgage, under which he would 
have to show receipts for taxes, and receipts for insurance. As 
matter of fact, I think that would simplify your supervision. 

Mr. THornton. The funds have to be available to make payments 
according to schedule, and in the event that is not done and the 
cumulative payments are used up, and the taxes are not paid or the 
insurance is not paid, and if the mortgagee does not have the funds 
available to pay the tax, the mortgagor may have to pay the tax, 
or a statement comes in showing the tax is not paid and the FHA 

would find itself with an insured mortgage with a tax lien against the 
property. 

Mr. Yares. Let me interrupt you, if I may, to ask why could not 
an appropriate provision be written into the act relieving the Govern- 
ment, of its liability if they did not comply with those provisions, in 
which case the holder of the mortgage would have to look to the 
prime obligor. 
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Mr. Tuornton. That is right, if the mortgagor has paid the 
mortgagee for the tax, but if the tax has not been paid, there may 
be a tax lien against the property insured by the FHA. 1 

Mr. Yarrs. That is something that can happen to the mortgagor- 
mortgagee relationship, but I am thinking about the possible liability 
of the Government. You could relieve the Government of its 
liability. 

Mr. THornton. In that event, there is now a provision in the 
National Housing Act 


COOPERATIVE HOUSING LOAN INSURANCE 


Mr. Yates. Now, with respect to lending, you stated that you have 
provided funds for multiple-apartment projects. . 

Mr. Greene. You mean insured loans for that purpose? 

Mr. Yares. Insured loans for multiple apartments. 

Mr. Greens. We do a reasonable amount under section 207. 
Then we have the 213, cooperative housing. 

Mr. Yares. How many such loans did you approve last year? 

Mr. Greene. 113,240 units under section 207; and under section 
213, 10,268 units. 

Mr. Yarss. Is this a lesser figure or a greater figure than the num- 
ber approved in the previous year? 

Mr. Burrows. I do not have the 1951 figure here. 

Mr. THornton. I think we have the aggregate number in all 
project programs; for the fiscal year 1951 we insured a total of 112,862 
on various projects. 

Mr. Yates. What was the figure he gave a little while ago? 

Mr. Burrows. That was the figure showing the applications 
received. 

Mr. Yates. That compares with what? 

Mr. Burrows. On project loans we had 52,762; that includes 
military housing under title VIII, a little over 20,000; and also includes 
about 6,500 defense housing under section 908. 

Mr. Yates. Are there many applications pending for multiple- 
apartment housing, and also of defense housing? 

Mr. Greene. Of course, the volume does not compare with what 
we were doing under section 608. There seems to be a normal—I 
do not know what might be called normal—but it is much less than 
we were doing under section 608, but still I think a reasonable amount 
is to be expected. 

Mr. Yates. Does that take into consideration the loans for multi- 
ple-apartment housing, the condition of the housing in the communi- 
ties where the application is filed? 

Mr. Greene. That is right. We try to make an accurate analysis 
of the needs for that particular type of accommodation. 

Mr. Yares. And have you had occasion to check the city of Chicago 
within the last year or two? 

Mr. Greene. I am sure we have. Mr. Thornton can perhaps tell 
you what the analysis of the Chicago area shows. 

Mr. THornton. We have had, just completed, although it has not 
reached Washington yet, one brief study. There has been no occasion 
for a complete study of Chicago, as I think you will appreciate, 
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because the demand in the city is so strong that there is little occasion 
to try to measure just how strong. The problem is not so much in 
determining whether there is a demand, but whether or not units 
can be provided at a price that can reach the demand. 

Mr. Yates. Did you ever check what the vacancy factor was in the 
city? 

Mr. THornton. We do not do much to measure the vacancies 
asarule. The vacancies have been very low, as I recall. 

Mr. Yates. The figure I saw was less than 1 percent. 

Mr. THornton. It is about 1 percent, yes. 

Mr. Yates. And this includes the housing.in addition to apart- 
ments. Do you know how this compares to various communities 
such as Philadelphia? 

Mr. Toornton. No. I think Chicago has fewer vacancies 

Mr. Greene. Chicago did not build as many units under section 
608 as other comparable cities. 

Mr. Burrows. In answer to your previous question, Mr. Yates, 
there are 15,000 units under application as of now. 

Mr. Yates. For the whole country? 

Mr. Burrows. Yes; that was at the end of February. 

Mr. Yares. That is a small number; is it not? That seems to me 
to be an extremely small number, as compared with the demand 
throughout the country, just to have 15,000 units. 

Mr. THorton. We have had a tremendous amount of rental 
housing produced under section 608. 

Mr. Yares. In other cities than Chicago? 

Mr. THornton. The amount in recent years was something like 


400,000 units under section 608. In some localities, the absorption 
of these units has taken the edge off the demand more than in other 
localities. For Chicago I think there were relatively few projects 
produced. 

Mr. Puiiurps. Thank you very much, gentlemen. 
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Wepnespay, Marcu 25, 1953. 


PUBLIC HOUSING ADMINISTRATION 
WITNESSES 


JOHN TAYLOR EGAN, COMMISSIONER, PUBLIC HOUSING ADMINIS- 
TRATION 

MARSHALL W. AMIS, GENERAL COUNSEL 

HERBERT L. WOOTEN, ASSISTANT COMMISSIONER FOR ADMINIS- 
TRATION 

JAMES F. KELLY, BUDGET OFFICER 

JOSEPH P. LEAHY, BUDGET STAFF 

JOHN M. FRANTZ, AGENCY BUDGET OFFICER 


ADMINISTRATIVE ExPENSES 


Amounts available for obligation 


mate| 1954 estimate 


$9, 320, 000 $8, 000, 000 $11, 300, 000 
127. 000 100, 000 5, 500 
13, 600 3, 024, 000 4,014, 500 
), 000 1, 638, 735 100, 000 
’ OOO 205, 000 180, 000 
», OOO 


0, 000 », 967, 735 15, 600, 000 
138 


138 2, 967, 735 15, 600, 000 


15, 600, 000 


15, 500, 000 
100, 000 


‘rsonal property 


»| 1954 estimate 


SF IQ TAH $6, 920, 000 
5 0905. 000 6, 933, 500 
834, 000 | 1, 746, 500 


15, 600, 000 
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Obligations by objects 


1 to operations 13, 863, 179 
led by operations 450. OO 


Net effect on budgetary expenditure 413, 179 


charged (or credited 
413, 179 


ANNUAL CONTRIBUTIONS 


Amounts available for obligation 


Appropriation or estimate (obligations, incurred) : 
1952 
1953 
1954 


Analysis of expenditures 


Obligations incurred during the year (total expenditures out of cur- 
rent authorizations—investment in the revolving fund) : 
SE occa Areemacaiien “a 2 fii Ninian 
1953 


1954 


3, 600, 000 


$13, 
29, 


39, 


S80, 000 
700, 000 


600, 000 
880, 000 
700, 000 
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{mounts available for obligation 
Balance transferred from “Supply and distribution of farm labor, 
Department of Agriculture,” pursuant to 64 Stat. 73: 
1952 nite - $24, 649 
1953 ei ‘i = J " 204 


inalysis of expe nditures 


Obligations incurred during the vear (total expenditures 
authorizations—investment in revolving fund): 


1952 : acces $24, 649 


i teinihiaiacoen a : — ti . . wate “ 204 


AvurnworizATIon To Expenp From Pur.utc Desr Receters, Unire 
Sratres Houstne Act Program 


{mounts available for obligation 
imate | 1954 estimats 


$1,011,000 $845, 000, 000 $830, 000, 00K 
45, 000, 00( 
830, 000, 000 875, 000, 00( 

15, 000, 000 


ing borrowing from the 


4nalusis of expenditures 


5 000. 000 


$45, 000, 00K 


5. 000, 000 45, 000, 000 


Mr. Prius. We have with us this morning the representatives 
of the Public Housing Administration, of the Housing and Home 
Finance Agency to discuss with us their budget request for the fiscal 
year 1954, 


I am sorry we did not reach you yesterday, Mr. Egan, and had to 
ask you to come back this morning. 

Mr. Eean. That is perfectly all right. 

Mr. Pures. Do you want to make a preliminary statement? 


GENERAL STATEMENT 


Mr. Eean. Yes, Mr. Chairman; I have a very brief statement, in- 
tended to highlight some of the significant features of the 1954 budget 
of the Public Housing Administration. There was supplied to the 
committee some time ago the justification for the original 1954 esti- 
mate. As you know, this budget has been reexamined and revised in 
consultation with the Bureau of the Budget. There was supplied to 
the committee last Friday a brief summary of these revisions. 

There are two significant changes in the budget programs involved 
in these revisions which I should like to call to your attention. 
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First, as the Administrator informed you, the proposed new con- 
truction starts in the low-rent housing program, have been reduced 
rom 75,000 units to 35,000 units, which is the continuing level estab- 
shed in the Appropriation Act of 1953. 
Second, the program of disposal of the public war-housing program 
is been accelerated, particularly as to the temporary housing to be 
transferred to eligible local bodies. ‘This increase in the rate of dis- 
position over the original budget is made possible by the fact that the 
\dministrator’s office and the Milit: ry I stablishment have recently 

pleted a review of the entire war-housing inventory and deter- 
nined which projects are still required in the defense effort, and which 
ire not. ‘These determinations made possible the recent announce- 
nent by the Administrator on the lifting of the disposition suspension 
der for approximately 110,000 units. 

The net effect of the application of these program changes to the 
budget of the Public Housing Administration for 1954 is a decrease 
n the administrative-expense requirements of $1.7 million from $15.6 
million requested in the original budget to $13.9 million in the revised 
budget. 

It has the further effect of decreasing estimated Treasury borrow- 
ings needed for loans to local housing authorities, as of June 30, 1954, 
by S195 million. 

The appropriation request of $39.7 million for annual contributions 
remains unchanged. This is true because the annual contribution re- 
quirements for 1954 relate to projects which started in construction in 
1952 or earlier and are there i not affected by the reduction in the 
program of construction starts in 1954. 

The revised budget for administrative expenses, as noted, consti- 
tutes a request for administrative-expense authorization of $13.9 mil- 
lion, of which $9.6 million is an appropriation. This compares to 
the administrative-expense limitation for 1953 of $12,967,735, of 
which $8 million is an appropriation. 

Mr. Puituies. To clear up that point, where do you get the other 
$5 million ? 

Mr. Eean. That is an authorization, Mr. Phillips, out of funds of 
other programs. 

Mr. Putuiuirs. But that was appropriated money; was it not? 
Mr. Ketiy. No. 

Mr. Puitties. It is money you get from other sources, other than 
taxpayer funds? 

Mr. Ketry. It is rental revenue from the operation of the program. 
Mr. Prittirs. That is the point I am trying to clear up; the entire 

$5 million, approximately ¢ 

Mr. Ketiy. Approximately $5 million, yes. 


DISPOSITION OF PUBLIC WAR HOUSING 


Mr. Ecan. I should like to direct your attention to the two signifi- 
cant features of the 1954 budget program which occasioned this in- 
crease. After Korea the disposition of public war housing was sus- 
pended subject to exception on a case basis, so that the disposition or 
continued use of this housing could be tied in with the defense effort. 
Because of the suspension of disposition, the staff engaged in this 
activity was almost entirely eliminated. Now that the review of 
the need for this housing has been completed, full-scale resumption 
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of disposition of permanent war housing is programed in 1954, and 
the budget provides for the sale of 16,000 permanent units in 1954, 
and contemplates achieving a rate of sales of 25,000 units a year. 

Mr. Priturs. You say you plan the sale of 16,000 permanent units 
in 1954 = expect to reach 25,000 units a year. 

Mr. Ecan. To reach that rate. 

Mr. Thiers Lips. What is the maximum—— 
Mr. Ecan. We figure on about 3 years to dispose of all of them, at 
that rate. 

Mr. Puryirs. For how many ? 

Mr. Ketty. 109.671 units. 

Mr. Eean (continuing). In addition to the sale of permanent hous- 
ing, and the disposition and removal of inactive temporary housing, it 
is proposed to accelerate the disposition of residual surplus real prop- 
erty, including Federally owned land, administration and nondwelling 
buildings, utility systems, dedication of streets and roads, and settle- 
ment and return of leased land. 

In order to accomplish this disposition program it is necessary that 
the present staff be increased substantially. The budget estimate for 
this ste iff is a carefully developed estimate, based on previous experi- 
ence which has adequately demonstrated that disposition accomplish- 
ment depends on the staff time devoted to it. 

In addition to the need for additional disposition staff, the budget 
reflects the increased staff requirements for management activity 


commensurate with the increased management workload in the low- 
rent program. As of June 30, 1952, there were 235,000 completed 


family units in the low-rent program, and it is estimated that an 
additional 70,000 will be completed this year and 68,000 next year in 
projects on which construction has already begun. For the 2-year 
period this will constitute an increase of 65 percent in the management 
workload for the low-rent program. Unless the management staff is 
increased in recognition of the increased workload it will not be 
possible to exercise adequate control over the low-rent operations and 
hold subsidy requirements to a minimum. 

In determining the management stafling requirement for the budget 
estimates full effect was given to the reduced number of units in 
management in the emergency programs occasioned by disposition. 

I believe that the budget estimates presented to you represent mini- 
mum estimates for carrying out the program objectives efficiently 
and economically. 

This. I believe. covers the salient features of the budget estimates, 
and I shall be glad to answer any questions the committee may have. 

Mr. Puiups. Thank you, Mr. Egan. There are 2 questions that 
arise in listening to your statement, and 1 has to do with the statement 
that the increased program disposing of units, 109,000 units, necessar- 
ily means an increase in the staff. The statement is that your present 
staff will have to be increased substantially. I think you had better 
give us some further evidence why you would have to increase your 
staff for that work. You are disposing of some 16,000 units, and you 
are going up to 25,000. 

Mr. Eaan. Yes. The sale of the 16,000 units and the 25,000 figure, 
relate, Mr. Phillips, to the permanent units only. 

Mr. Puiutrs. You refer to the need for additional disposition staff. 
You say you will need more. 
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Mr. Ketiy. This year we anticipate disposing of 5,000 permanent 
units. Next year we are stepping that up to 16,000, and we expect by 
the end of next year to achieve a rate of disposal of 25,000, so th: it in 
the _— year 1955. and subsequently we would be disposing of 25,000 
a year until we have | iquidated the program. 

Mr Puituirs. On that same page you say that the 2-ye year period will 
constitute an increase of 65 percent in the management workload for 
the low-rent program. That refers to the low-rent program. 

Mr. Eaan. Yes. 

Mr. Puinures. And further on in the statement you say that unless 
the management staff is increased in recognition of the increased 
workload, it will not be possible to exercise adequate control over the 
low-rent operations and hold subsidy requirement to a minimum. 
That is not clear to me. 

Mr. Ecan. What that means, Mr. Phillips, is that there is a subsidy 
that is supp ied | Vv the Congress for the low-rent program, and is 
applicable primarily to meeting the debt service on the project. On 
the other hand, that subsidy can be reduced by the residual rental 
receipts the rental income they ‘ vet in excess of the cost of oper: ation 


of the program. If we can exe re ise Cc sontrols th: at are necessar Vy in the 
way of auditing them carefully, and careful supe rvision from the 
geners al overall ope ration and kee par»r pather close review each year 
over each housing project in the operation, we may be able to de- 
crease operating expenses and to step up the amount of the residual 
receipts that come out of the operation, and therefore reduce the 
subsidy. 

Mr. Putiuirs. In your statement, Mr. Egan, comparing your state- 
ment with the revision, which I will touch on just briefly, you cover 
item No. 4, but I do not think you covered item No. 3. 

Mr. Ketuy. Item No. 3 was not covered. 

Mr. Puimutrs. I think perhaps we had better put in the record para- 
grap yh No. 3. This refers to the page from the revised budget of the 
Public Housing Administration. We will insert in the record para- 
graph No. 3 on page 1. 

(The paragraph referred to follows :) 

3. The defense housing program is treated in the budget estimates as a part 
of the public war housing program. Since the development of the original budget 
estimates it has become apparent that the number of units anticipated out of the 
$87.5 million presently appropriated (under Public Law 139, 82d Cong.) will 
not be fully realized. The original 1954 budget estimated that 19,318 units would 
be developed out of these funds. It now appears that the maximum number of 
units will be 17,863, the lesser number being occasioned by an increase in the more 
expensive types of units, such as relocatable houses, and by the increased stand- 
ards for temporary housing to meet the needs of the Military Establishment. 
The original 1954 budget estimated that all units would be completed in 1953. 
This goal cannot now be realized and completion of about 5,400 units will be 
carried over into the fiscal year 1954. This revision in the program estimates 
will affect the estimates of project operating income and expense, the timing of 
development expenditures, and administrative expenses, in fiscal years 1953 and 
1954. 

Mr. Putiurps. You have made a reduction of something over $200 
million. Ido not recall that you mentioned that. 

Mr. Ketty. That was covered in paragraph 2. 

Mr. Putiurrs. On page 5 of the same revisioin, under “Revised work- 
load” in dwelling units, you have a revised estimate from 75,000 units 
under the United States Housing Act program down to 35,000 units. 
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And in the war housing program that is Increased. 

Mr. Ketry. Yes. 

Mr. Puituies. And in the revised estimate, under public war housing 
disposition, item No. 2, there is an increase from 43,000 to 56,000. 


Mr. Ecan. Yes. 


REVISED ESTIMATES 


Mr. Pures. We will insert in the record page 4, “Revised estimate 
of nonadministrative expenses”; and page 5, “Administrative 


expenses. 
(The pages referred to follow :) 


TTT. Rew 1% stimatls of nonadministrative ¢ rpense 


year 1954 


Revised 
estimate 


$1, 980, 000 $1, 980, 000 


624, 50 624, 600 327, 500 
§93, 200 15, 000 5, 000 
801, 700 32, 822, 600 ) 000 

HO0 33, OU0 


17, 600 


29, 827, OSO $4. 219, SOO 3 , 100 


500 1, 500 , 500 
44. 000 1. N00 000 
840, 500 2, 468, 000 i , 000 
29. 000 29, 000 , 000 


18, 000 000 
100. 000 | 000 


915, 000 2. 626, 500 7 500 


32, 722, O80 | $26, 300 f 600 


IV. Administrative expenses 


Fiscal year 1954 
1953 printed —~ - = 


budget Printed Revised 
budget estimate 


Appropriation : $8, 000, 000 $11, 300, 000 $9, 600, 
Authorization “ ‘ 4, 967, 7 4, 300, 000 4, 300 
Total limitation 12, 967, 73! 15, 600, 000 | 13, 900 
Positions 2, 03 2, 512 | 2 
Average employment 1, 936 2, 287 
01 Personal services 10, 615, 735 12, 533, 000 11, 250, 
02 Travel 785, 500 1, 028, 000 | 
03 Transportation of things 38, 000 47, 000 
04 Communication services 280, 000 332, 000 | 300, 
05 Rents and utility services 852, 500 975, 000 874, 
06 Printing and reproduction 88, 000 110, 000 | 98, 
07 Other contractual services 87, 000 116, 000 
General accounting office 70, 000 70, 000 
08 Supplies and materials 114, 000 151, 000 
09 Equipment 22, 000 219, 000 
13 Refunds, ewards, etc c 1, 000 1,900 | 
15 Taxes and assessments ieee 14, 000 18, 000 | 


| 12,967,735 | 15,600,000 | 
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Mr. Puixuips. The administrative expense is reduced from $15.6 
million to $13.9 million, Mr. Egan, but that is an increase of almost a 
million dollars over 1953. 

Mr. Eoan. Yes. 


BREAKDOWN OF ADMINISTRATIVE EXPENSES BY ACTIVITY AND PROGRAM 


Mr. Puitirs. We will insert in the record the table on page 6, 
“Administrative expenses by activity and program.” 
(The page referred to is as follows :) 


Administrative expenses by activitity and program 


] 


Fiscal year 1954 

1953 printed 
Aget 

budget Printed 


budget 


000 O00 


735 , 000 
Subtotal >», 138, 735 ), 920, 000 


Administration of management act 
nited States Housing Act prograt O00 000 


[ 

Su tence homesteads and ere wr C " 5 O00 500 
Publie war-and-defense-housing program 000 Os OOD 
Veterans’ reuse-housing progran 180, 000 55. 000 


Subtotal ». 995. 000 } me FAD 


Administration of disposition activity 
Subsistence homesteads and Greentowns prograr 75, 000 5 O00 
Publie war-housing program 734, 000 500 
Veterans’ reuse-housing program 5, 000 5, 000 


Subtotal 834, 000 , 746, 500 


Total administrative-expense limitation 12, 967, 735 15, 600, 000 


Mr. Puitires. To a large extent the discussion before this committee 
has centered around the number of units of the low-rental-housing 
proposal, and I think thatI will just ask you several questions on that, 
without following the budget statement quite as closely as I usually do. 


Mr. Eean. Yes. 
NUMBER OF PUBLIC HOUSING UNITS TO BE STARTED 


Mr. Puiuies. ‘The reduction by yourself to 35,000 units from 75,000 
units, however, raises the quest ion of how ma ny units have been started, 
up to the present time, in the fiscal year 1953 ¢ 

Mr. Eean. Just for fiscal 1953 ¢ 

Mr. Puinures. Yes. 

Mr. Eaan. We will by June 30 have authorized the start of con 
struction of 34,950 units. 

Mr. Priutrs. Pretty close? 

Mr. Eaan. Yes. 

Mr. Puiuites. But, in the last 3 months, are you going to show a 
proportionate activity, compared with the preceding 3 months? 

Mr. Eean. No; right at the moment we have actually started con- 
struction on 21,000 units—— 

Mr. Kei.y. Twenty-five thousand six hundred and seventy-two units 
out of the thirty-five thousand. 
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Mr. Puriuirs. That raises the question as to the demand for this 
type of housing, with private builders putting up in the neighborhood 
of 1 million units a year. 

Mr. Ecan. Yes. 

Mr. Putturrs. This is not supposed to be a permanent program, is it? 

Mr. Fean. Six vears—— 

Mr. Prius. When does it expire? 

Mr. Ecan. The act contemplated we would build 810,000 units in 
6 years: that was at the rate of 35,000 a year; but of course we have not 
20) e at that rate. 

Mr. Puiturs. Does the program expire at the end of 6 years? 

Mr. Ecan. No. 

Mr. Puiutrs. It merely says “810,000 units”? 

Mr. Eean. Yes, sir; 810,000 units. That was based, I might add, 
on an estimate of 10 percent of the total housing needs at the time the 
act was passed. 

Mr. Yates. You mean 10 percent of the amount of housing that 
was going to be built rather than the amount that was needed ? 

Mr. Ecan. Yes. 

Mr. Yarrs. Then it was contemplated that there was a need for 
1,100,000 more buildings each year, roughly, and that the -public- 
housing programs would participate 10 percent in that program ? 

Mr. Ecan. Yes. 

Mr. YAres. That was in the Public Housing Act of 1949: is that 
correct ¢ 

Mr. Keiiy. Yes. 

Mr. Krurcer. What year did this 6-year period begin ? 

Mr. Kerry. Fiscal vear 1950. 

Mr. Puiurrs. The reduction in your cost for your administrative 
expenses is hardly related to the number of housing units. 

Mr. Faan. No, sir; it cannot be exactly related in that way. 

Mr. Purtuirs. In the language of the appropriation committee, 
could you not take more off of administrative expenses in view of the 
reduction in the number of housing units? 

Mr. Eoan. Mr. Phillips, there is no definite ratio of staff reduction 
that can be applied to the reduction from 75,000 to 35,000 units. We 
have rednced our original estimate by a considerable amount, but we 
would still have to maintain some of the development staff if we were 
pro essing, for example, only 10,000 units. 

Mr. Puiturrs. How much of your plans and construction activity 
is for public-housing programs? 

Mr. Keniry. $5,120,000 of a total of $13,900,000 is devoted to the 
development activities of the low-rent program. 

Mr. Puimures. How much did you cut from the original request? 

Mr. Kewry. $1,700,000. 

Mr. Puiiurres. It was $6 million? 

Mr. Kerry. It was $6,820,000. 

Mr. Pues. By letter and otherwise we gather from various parts 
of the country that there are people who do not want these houses 
built, and there are other areas where they do want them built. 

Mr. Eoan. Yes. 

Mr. Puiuies. You testified 2 years ago, before this committee that 
under no circumstances—I think the attorney, Mr. Fitzpatrick, was 
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ere at the time; I think he was the one who testified, that you had 
10 thought of imposing housing upon areas that did not want it. 

Mr. Ecan. That is correct, Mr. Phillips. 

Mr. Puttires. But you continued to spend money in Los Angeles, 
which is very close to where I live. ; 

Mr. Ecan. We are under obligation by contract, Mr. Phillips, to 
continue to advance funds. Mr. Chairman, we have a complete 
résumé of that whole problem, which we can give to you. 


LOS ANGELES PUBLIC-IOUSING PROJECT 


Mr. Puuurrs. I think it would be a good idea. I have before me 
a resolution of the city council, which discloses their attitude toward 
t, and it is a matter on which Los Angeles had a vote. This resolu- 
tion said that if the majority of the people voted in favor of the unit 
the program would go on, and if a majority of the people voted 
gainst it, it will be accepted as meaning an abandonment of the pro- 
cram. The people did vote against it by, | think, a vote of 3 to 2. 

And this is the second part which I think proper to inquire about: 
First, having the opinion of the city council, and having the position 
of the people that they did not want the project, and having your 
statement that you never had any idea of imposing a housing project 
upon a community that did not want it, yet at no time did you stop 
spending money on that project. 

The law, as contained in the appropriation bill for last year said 
that when you had received a tender of money you could cancel the 
contract. The word “tender,” I might point out, was added by the 
Senate. The House said when a community had negotiated for a 
satisfactory settlement, and the Senate changed that to “tender” a 
settlement, which had made it very difficult for any community to 
make a settlement or to know the amount involved. 

In other words, when you find out by negotiation, which is neces- 
sary under the circumstances, what the amount of the offer must be, 
and then you go back to the people and raise the necessary amount of 
money, in the meantime, the Government has spent a great deal more, 
and renegotiations have to start all over again, so there is no time 
under those conditions when any community in the United States 
could possibly make you an offer unless it was an unusual community 
with a lot more money laying in the treasury idle, than is the usu: al 
case. 

Mr. Eaan. Mr. Phillips, I would like to check on this, but I do 
not think the record will show we made any further funds available 
for the Housing Authority after the action was taken by the council 
until certain other things happened. 

They got into a controversy. I think that the action was taken 
only—and I would like to check on this—I would like to check the 
timing of it; that is, the timing of the action taken by the c ity council, 
and the time when we advanced funds, or renewed advances. 

In the interim there was opportunity given, and I think presented 
by the mayor of Los Angeles to the counc il, that if they wanted to 
propose a bond issue in the next election, he would be agreeab le to 
pay off the indebtedness to the Federal Government. 
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Mr. Puiuirs. That is not the information which comes to me, both 
as chairman of this committee and as a neighbor to the community. 

First, under the conditions that exist in Los Angeles, it would be 
impossible for any community ever to get out from under a contract 
of this kind, although it was obviously the intent of this Congress 
that they should be permitted to get out from under it, and yet we con 
tinue to hear from Los Angeles and other communities that programs 
are being continued. 

I would like the resolution of the Los Angeles City Council inserted 
in the record at this point. 

(The resolution referred to follows:) 


Crry or Los ANGELES 
RESOLUTION 
(Approved May 5, 1952. Vote: 11 ayes, 4 noes.) 


Whereas the California Supreme Court decision, which favors the city housing 
authority in the matter of the proposed 10,000 units of public housing has resulted 
in the council, by a majority vote, ordering the city attorney to move for a 
rehearing and to take every legal step necessary for an appeal to the United 
States Supreme Court if that be necessary, and 

Whereas, while this litigation is in progress and will continue for an indefinite 
period of time—¢certainly beyond the June 8 California primary election day, and 

Whereas, on the June 3 ballot is the proposition putting the 10,000-unit public- 
housing program up to the people for a vote to decide whether they want this 
program to be instituted, or abandoned, with assumption by the city of any 
damages suffered by the Public Housing Administration and the city housing 
authority, and 

Whereas, while the court litigation concerns the legality of the council’s action 
in canceling the cooperation agreement under the powers granted in United States 
Public Law 137, if any contract exists, it is a contract between the people and the 
city housing authority, and 

Whereas, it was the unanimous vote of the city council in this controversial 
matter to put the whole issue up to the people for a vote at the June 8 election, 
which unanimous roll call included the seven councilmen who supported the city 
housing authority’s position in this issue, and 

Whereas, with the proposition being on the ballot regardless of the State su- 
preme court’s decision on the contract and regardless of the continuing litigation 
that will result from the city attorney’s appeal for a rehearing with orders to 
carry the matter to the United States Supreme Court if necessary it is evident 
that on June 3, the voters of this city of 2 million people will mark their ballots 
Yes, or No, on the public-housing proposition, and 

Whereas in keeping with the historic tradition of our free elections the people 
will expect their votes “for,” or “against,” public housing to be counted and to 
have the same authority and effect as their votes on the same ballot for nominees 
for President, Congress, and the State legislature: Now, therefore, be it 

Resoived, That through the adoption of this resolution by a majority vote of the 
governing body of Los Angeles, elected as representatives of the people, does urge 
in behalf of the people, that the Public Housing Administrator officially stipulate 
and affirm that he will order the city housing authority to abide by the majority 
vote of the people on June 3, 1952, to wit: 

1. That if the majority of the people vote “yes” in favor of the 10,000 units of 
public housing the program will go forward as planned. 

2. But if the majority of the people vote “no” this will be accepted as a mandate 
to abandon the program and an expression of the willingness of the majority of 
the people that the city assume the damages subsequent to this aetion. 

Presented by: 

Ep J. DAVENPORT, 
Councilman, 12th District. 
Joun C, HOLLAND, 
Apri 30, 1952. Councilman, 14th District. 
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Mr. Puruips. Now, the second thing I want to state on the record 
I do not know of my own personal knowledge, although I will say 
that we are having it investigated, and that is that instead of putting 
up the original plans, the original units as they were planned, the 
Los Ange les Housing Authority—and I presume the Public Housing 
Administration has nothing to do with the building of the houses ¢ 
Mr. Eoan. No. 


NEW HOUSING UNITS STARTED IN LOS ANGELES 


Mr. Puiuirs. The Los Angeles Housing Authority is doing what 

this subeommittee usually regards as a flagrant violation, It is start- 
ing projects here and there, but is not concluding any of the units 
of a project, with the very obvious intention to get as many of these 
projects started as possible, so that it will increase the difficulty of 
stopping the Federal program. 

l am suggesting that is completely aside from the intent of the 
Congress. 

Mr. Kean. Asa matter of fact, Mr. Phillips, I do not think we would 
go along with that. I think we have already agreed on a cut in the 
program for Los Angeles, which was originally approved by the city, 
from 10,000 to 7,000 units. 

And, under the 35,000 limitation, we are only authorizing them to 
be constructed on the actual land which they had acquired. 

Mr. Pumaurres. That is what should be done. 

Mr. Eaan, Yes. 

Mr. Putiuies. But from the reports from Los Angeles, that is not 


what is being done. 


COMMUNITIES WHICIL HAVE STOPPED HOUSING PROJECTS 


Mr. Eean. I would like to present to the committee a statement of a 
-urvey that we made, showing the communities that have stopped and, 
as a matter of fact, we have been paid off by several communities, 
where they desired to stop the program. 

Mr. Yates. Where, for instance / 

Mr. Ecan. We have that list. 

Mr. Putuuirs. I think it would be well for you to put that list in 
the record. 

Mr. Amis. I have the information here, if the committee would like 
to have it. 

Mr. Yates. This list is placed in the record for the purpose of 
showing that the Public Housing Administration does close out con- 
tracts where the community desires it. 

Mr. Ecan. That is right. 

Mr. Yates. What does it show ? 

Mr. Ecan. This is a report which was given to me by the general 
counsel on communities that started a program and later ceased its 
continuance. There are several communities, Mr. Chairman. We are 
actually doing business somewhere in the neighborhood of 1,100 to 
1,200 communities in the United States. Here is that list comprising 
some 16 communities—— 

Mr. Pures. Suppose you read that into the record. 

80608—53—pt. 3——-44 
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Mr. Eaan. Decatur, Ill.; Ecorse, Mich.; Flint, Mich.; Greenville, 
Mich.: Iron Mountain, Mich.: Monroe, Mich.; Clifton, N. J.; James- 
town, N. Y.; Astoria, Oreg.; Eugene-Springfield, Oreg.; Portland, 
Oreg.: Dillon, S. C.; Center, Tex.; Weslaco, Tex.; Kenosha, Wis.; 
Madison, Wis. 

Mr. Amis. Let me interrupt to say these are cases where there has 
been a partial repayment of funds advanced by the Public Housing 
Administration. 

In four of these cases, Greenville, Mich.: Clifton, N. J: James- 
town, N. Y.; and Dillon, S. C., there has not vet been a partial repay 
ment. Those are cases where, for one reason or another, either because 
the local housing authority wants to quit, or the city council passes 
some resolution or there is a vote adverse to the program, the program 
has just stopped. In those cases the local people, the local housing 
authority, are not pressing; and as Mr. Egan said, there were some 
cases where there had been repayment in full. 

Mr. Puiurres. But does it cover additional cities ? 

Mr. Amis. Yes. 

Mr. Puiiures. Wiil you list them ? 

Mr. Amis. Yes. Ossining, N. Y.: Toledo, Ohio; and Mansfield, 
Ohio, are three cases where there was adverse action by the voters or 
the city council, after we had advanced the funds. 

And in those three cases we have been repaid in full and the contracts 
have been canceled. In each of those cases, however, the local housing 
authority consented to such cancellation. 

I would like to analyze very briefly the situation in Los Angeles, 
as I see it. 


LOS ANGELES PUBLIC-HOUSING PROJECT 


In I os Angeles we had a contract with the local housing authority, 
wl 1 is an independent, autonomous local agency under the State of 

‘alif fornia 

Mr. Pruiuirs. Created as an authority under State law. 

Mr. Amis. Created as an authority under the State laws of Cali- 


tor) A. 


y council undertook to hold up that program by resolution, 
» local authority refused. The matter onl to a vote, and the 
voters voted to stop it. But this local housing authority, which is an 
independent agency and it is not the city—contracted with us 

Mr. Triomas. You are begging the question now. Even though the 
state did set upa local housing authority, it is supposed to serve the 
people of Los Angeles. That is just fundamental, A, B,C; you go to 
the legislature and you get a little statute enacted setting up an au- 
thority which is supposed to serve the people of Los Angeles, not New 
York. 

What you are saying is this little authority of so many people can 
do something whic h the snake of Los Angeles voted not to do. 

In other words, here you have a little agency set up by State law, 
whose only function is to serve the people of the city of Los Angeles. 

Mr. Amis. But the Supreme Court of the State of C alifornia—— 

Mr. Tromas. When the people of Los Angeles voted, you should not 
have made any further advances. 

Mr. Amis. It was our position, under the contract, that we could not 
do otherwise. We felt that we had a valid, binding contract with the 
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ousing authority of the city of Los Angeles, which they were insist 
ng that we comply with by making funds available to them. 

Mr. Putuuies. The people of Los Angeles were not insisting that you 

ake the funds available; the housing authority to which Mr. Thomas 

is referred, this little housing agency is, I am admittedly not a law- 
er, but from a reading of the State law, it was never intended that 
there should be a local autocratic and arbitrary agency completely out 
f control of either the State or the people of the local community, 

hich it was set up to serve. And I think it will be corrected in the 
present legislature, that it was meant to serve the people of Los 
Angeles. 

Mr. Yates. May I interpose this question ? 

Mr. Pruiies, Certainly. 

Mr. Yates. Would the United States of America have been liable 
inder the contract in the event it was canceled after the local public- 
housing authority in Los Angeles insisted that you go on? 

Mr. Amis. That is our understanding of the law, and we have the 
opinion of the Comptroller General to that effect. 

Mr. Puiuuirs. I am glad you brought up that point, because the 
Supreme Court of California, although it decided that it was a valid 
ontract, that is all; it did not say you had to continue, or that you 
ould not negotiate for the cancellation of the contract. 

Actually the supreme court did not say that you had to continue. 
All it said was that the contract was a valid contract. I am not an 
ittorney, as I have sald be fore. However, I seem to have bac k in 
my mind that where anybody brings a damage suit against anybody 
else, even including the United States of America, they must prove 
damages. And there has been absolutely no proof, and it would have 
been impossible for the housing authority to show that there was any 
damage. 

Mr. Amis. We did not feel that we should breach the contract and 
force them to take the alternative of suing us. 

Mr. Pumures. The truth is that while the people decided they did 
not want it, you decided that you knew more than the people of the 
city of Los Angeles, and you are in fact—the public-housing author- 
ity—saying that they are going to have it whether they like it or 
not. I suggest to you that I have been dealing with Federal agencies 
for 20 years, and I have found no case, where it was decided the people 
did not want to continue a project, that it was not easy to find some 
reason for not continuing it. 

Mr. Yates. May I ask one further question ? 

Mr. Puiuurres. Yes. 

Mr. Yates. According to what has been said before, do I under- 
stand that a tender must be made? 

Mr. Puiuures. That is correct. 

Mr. Yares. By the local authorities? 

Mr. Puiiuirs. That is something the Senate put in. 

Mr. YAtes. Yes. 

Mr. Puiiuips. But in case the city of Los Angeles had wanted to 
make a tender, 2 could not have been done. 

Mr. Yates. By the city of Los Angeles or the housing authority ? 

Mr. Puiuies. By the city of Los Ange les. 

Mr. Amis. It was intended that the tender must be on behalf of the 
local housing authority; they must agree to the cancellation. 
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Mr. Yares. In other words, even if the city tendered an offer, and 
the public-housing authority insisted on the contract’s being met, it 
could do so, which put you in a dilemma. 

Mr. Amis. Yes. 

Mr. Pures. I think not, but I think such a dilemma did not 
exist. If the city of Los Angeles had tendered the money, there 
would have been no question of the housing authority’s having t 
carry out the contract. The money having been tendered, it would 
show, in line with the intent of the Congress, that, if there was ade 
quate indication that the city did not want it, they would not have 
to have it forced upon them. 

Mr. Amis. As a matter of fact, Mr. Phillips, the local housing au 
thority has advised the city council that if they wish to make the 
tender the housing authority of Los Angeles would go along with 
a cancellation of the contract. 

Mr. Proxies. You see what I am getting at. We on this side of 
the Capitol said that the city might enter into negotiations and get 
a commitment on how much it would take if the work were to cease 

Mr. Yates. Yes. 

Mr. Puiurs. And the Senate changed “negotiation” to “tender.” 

Mr. Yares. Yes. 

Mr. Purturps. The way it is being handled now is the Public Hous 
ing Administration is using every effort to evade in an effort to con 
tinue spending of money in Los Angeles. There is no possible way 
in which the city can arrive at a cutoff date ad fix a definite amount. 
This is not being spent by this housing authority, but by the local 
housing authority, but with the approval of the Public Housing Ad- 
ministration. And there is no way to set a cutoff date, because the 
Federal agency keeps adding more starts. 

We have had a similar situation in the Coachella County Water 
District, and finally we had to take our case into Federal court, and 
] might add that we have had a very firm opinion from the Federal 
court in favor of the water district. 


DIFFICULTIES IN DETERMINING AMOUNT SPENT IN LOS ANGELES 


Mr. (Mis Mr. Phillips, with reoard to the amount involved, there 
was a very definite statement made to the city as to the amount that 
was owing to this Administration. 

Mr. Puimures. I am eglad you brought that up, because the city of 
Los Angeles contends that—and I have similar statements from 
responsible people in the city of Los Angeles—that they have neve1 
been permitted to see the books; they have never been permitted to 
see what the expeditures were, and it is very difficult to understand 
how a $12 million bill could lie against them for what has been done in 
Los Angeles, 

Mr. Ecan. We have advised the city officials of the amount of money 
that the housing authority owes us, and I have that statement here 
now showing the amount. 

Mr. Poitiers. Broken down? 

Mr. Amis. Yes. 

Mr. Yares. Is that a fixed sum, or is that a sum that can be in 
creased by the passage of time ? 
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INCREASED OBLIGATIONS LIN LOS ANGELES 


Mr. Amis. It will be increased, Mr. Yates, with the passage of 
me, in this respect: At present the housing authority of the e¢ ity of 
Los Angeles owes us $21,625.000. 

Mr. Putuures. Let me interrupt to say that at the time of the elec 
on it was said it would be $12 million. 

Mr. Amis. Between $12 million and $13 million. 

Mr. Tuomas. They have increased the obligation. 

Mr. Puturres. They have spent $8 million since the election. In 
ther words, since the election in Los Angeles, the Federal Housing 
\uthority has spent $8 million, through the local housing authority, 

this project. 

Mr. Yates. When was this election held ? 

Mr. Amis. June 3, 1952. 

Mr. Yates. How long would that amount hold? 

Mr. Amis. Let me explain to you, Mr. Yates, how long that will 
old. We make advances to the housing authority of the city of Los 
\ngeles from time to time. That does not mean they have actually 
pent all that they have in the bank. As a matter of fact, we would 
iave to audit the books to determine that. This $21.625,000 is prob- 
ibly an estimate of what they will need for the next 90 days, I would 
judge. They will not need further advances within the next 90 days. 

Mr. Yates. What happens at the end of the 90-day period ? 

Mr. Amis. They will need more. We are obligated to make loans 
up to $44 million, under the contract, which we signed in October 
of 1950. 

Mr. Yarers. Is it not possible for the PITA to go into court and get 
some kind of declaratory judgment bv the court in order that the 
vishes of the people shall be carried out? Apparently the people of 
Los Angeles do not want public housing. That would seem to be 
clear. 

Mr. Amis. Yes. 

Mr. Yates. Then would it not be wise to have a cutoff time rather 
than just to continue increasing the costs? 

Mr. Ecan. I agree with you, Mr. Yates, that there should be a cut- 
off time. 

Mr. Priiips. Did you not so testify last year before this committee 
the same thing you are now testifying to, that there should be a cutoff 
date, and that you were going to stop ? 


Mr. Ecan. We have not got the local people to agree. 

Mr. Yates. In what respect ? 

Mr. Ecan. That there is no legal agreement between the Public 
Housing Administration and the local housing authority that they 
want a cancellation of the contract. 

Mr. Yares. Should not an injunction be sought against the appro- 
priate agency in that area to ascertain definitely where you stand ? 

Mr. Amis. In that respect an effort was ms ade along that line by some 
citizen—a taxpayer—in Los Angeles, and he lost. 

Mr. Puiies. Who was that? 

Mr. Amis. It was a fellow named Drake against the housing author- 
ity and the city of Los Angeles, back in 1950, to restrain the develop- 
ment of this project, and that was tried out in the court of Los Angeles 
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county, and it was decided against Drake, and on appeal the inter 
mediate court of appeals in California affirmed the decision. 

Mr. Putiures. Wait just a minute. The question there was, as | 
recall from the discussions that we had, that Drake was - 

Mr. Amis. The issue was the validity of the agreement. 

Mr. Prius. That is true. But 2 years later the people of Los 
An ve le Ss de te rmine «| through a ballot. and dee ided by a vote of : 3 to ve 
that they did not want it. 

Mr. Amis. Yes. 

Mr. Puriires. We get back to the fact that the Federal agency is 
spending money in an area where the Congress has repeatedly said 
it s ap { not spend money, and in line with the suggestion Mr. Thomas 
made a few moments ago, perhaps we are going to have to write the 
language in more specific terms. 

Mr. THomas. What further is needed when you have the action of 
the city council and the qualified voters who say “No”: and yet they 
spend $8 million, right in the face of that language. Every one of 
you should be fired. | Read ng: | 

Provided further, That no part of the foregoing appropriation shall be used 


for the construction of any project unless funds are available for the completion 
of such project. 


And further: 


No part of this appropriation may be used for administrative expenses or t« 
pay salaries to any employee within the Public Housing Administration, or for 
any other purpose so long as that agency proceeds with any public-housing 
project after such project has been rejected, or previous approval thereof can- 
eled by the governing body of the locality by resolution or otherwise or by 
public vote, and the governing body has tendered the United States full reim- 
bursement of Federal funds advanced on such project prior to such cancellation 
and a release from all obligations incurred under such project. 

Mr. Yatrs. Was there any such tender? 

Mr. Amis. There was no tender. 

Mr. Puitures. That is correct. 

Mr. Tuomas. But did this limitation not mean anything? The 
voters voted and said “No,” and the fact they did not make a tender, 
just as a matter of common sense, should have meant that you were 
not to spend any more money on that project. It looks like you were 
try ing to force this proje ct down the oman of the people down there. 

Mr. Ecan. No. 

Mr. Prius. Bureaucrats who do not live in the State of Cali- 
fornia and who do not pay taxes out there—— 

Mr. Ecan. No, Mr. Phillips. 

Mr. Tromas. Would not just common horse sense have told you 
not to go in there and obligate any more money ¢ 

Mr. Ecan. Mr. Thomas, we did not—— 

Mr. Pinas. You went ahead and spent $8 million. 

Mr. Kean. We had a lot of discussion with the mayor of Los An- 
geles, and we even got to the point where we actually felt that we 
might be je opardizing our p osition to collect the debt that was owing 
us. But we certainly did let them know that if they wanted to c: ancel 
out the contract, we would be happy to have them do so. 

Mr. Puitures. I think to clarify the situation, Mr. Thomas, it 
should be said that the mayor is not in favor of stopping the project ; 
his counsel is, and his constituents are, but the mayor himself is not 
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n favor of it, and he has been acting in full cooperation 
Federal agency, like Mr. Amis here, whose attitude indicates that. 

You have a statement here for the first time, a breakdown of the 
$21 million, which I suppose W 1] only | » the amount that the Federal 
Government has advanced to the lo ali ty. 

Mr. Amis. That is correct. 

Mr. Pou tirs. That shows what you have miven to them— the Pubhe 
Housing Administration and the local housing authority has made 
that advan 

Now, [think that so far as this committee is concerned, what we can 

to write very plain language that no money can be spent in an 
a Where the city officials have recommended against it, and that 
par the salaries of any emplovees within the Administra 

re such pro] t has been continued. 

And in reference to a matter of this kind in Los (Angeles, we should 
provide that no money can be spent unless the agency spending the 
! 


responsible agency. 


Federal monev Is willing to open its books to the 


Mr. Trromas. These gentlemen have taken advantage of this lan 
cuage, this limitation, even though the purpose of the limitation was 
to hold these activities to cities where the people wanted them. The 
purpose was to prevent them being’ put in cities where they were not 
wanted, and the last part of the language was to protect the Federa!] 
Government on the money that it had already spent. 

Mr. Puinuips. That is correct. 

Mr. Tuomas. But still, just as a matter of common sense, you people 
must have known that did not mean anything, and instead of trying 
to collect and stop and protect the Government’s investment, what did 
you do? You went ahead and spent $8 million. I have never seen 
such flagrant violation before. 

Mr. Yares. I think in all fairness, Mr. Chairman, it should be 
pointed out that one of the purposes of that language was to protect 
the Federal Government’s investment. The city still could have 
tendered the $12 million. 

Mr. Puiiurrs. Mr. Yates, do you suppose, in view of the action of 
the city council, there would have been a suit against the Government ? 

And furthermore, there never was a time when the city of Los 
Angeles could have made a tender to the housing authority, because 
they were constantly adding more housing and insisting on spending 
» No y. 

Now, Mr. Egan, why does the Housing Administration insist on 
continuing in Los Angeles, while there are areas that want housing 
of this kind, including the city of Chicago? Why ~ they insist upon 
building them in cities which do not want them? Suppose you hs ad 
withheld advances, under the circumstances, and a suit had been 
brought against you, do you have any question what the decision would 
have been / 

Mr. Jonas. It could not have cost as much. 

Mr. Corron. Getting back to the question I want to ask, Mr. Egan, 
regardless of the technicalities of the law—we who practice law realize 
how e: asy it is to hide behind technicalities; but, regardless of both 
the contract and technicalities of the law, have you ever for 1 minute 
seriously though any court, any jury, or any tribunal would give any 
serious award of damages against the Federal Government if it held 
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up a contract after the people of the city had expressed their desire not 
to have it continue? Do you think they would? 

Mr. Amis. I doubt it. 

Mr. Jonas. Is it not true that all that any suit that would have been 
filed could have accomplished would have been to have made you 
comply with the contract / 

Mr. Amis. Yes. 

Mr. Tuomas. And the remedy would be specific performance of the 
contract; it could not be a measure of damages. 

Mr. Amis. That is correct. 

(Discussion off the record. ) 

Mr. Egan. I want to say this: that the whole story of this thing has 
not come out yet. 

Mr. Yarrs. What is the whole story ¢ 

Mr. Ecan. The fact is, I went to the housing authority and went to 
the mayor and told them this was some ‘thing the if ought to take cog- 
nizance of ; that you cannot ignore the vote of the people; and, if their 
ittitude was that they wanted to pay us back, all right. But I under- 
stand the mayor went before the council in time for that body to author- 

ze a proposed bond issue to be placed on the ballot and thus make a 
vote possible on a figure of $12 million, but it was not authorized by 
the council. 

Mr. Amis. There was an affirmative vote not to do so. 

Mr. Prous. What ground did they have for the figure of $12 
million ? 

Mr. Eean. That was the amount we had advanced. I will add this: 
that there was a councilman by the name of Cronk who was in to see 
me. Itold him ifthe housing authority wouldn’t show him the figures 
we would show him our figures. I told him that. I told him, “We 
will show you our figures on the advances.” As a matter of fact, he 
was not critical of us at all—the councilman. He said he could see the 
impossible position we are in. 

Now, there is the story. ‘I think locally there was some bad judg- 
ment exercised. I will admit that. 

Mr. Yates. In what group locally ¢ 

Mr. Ecan. In other words, if I was chairman of the housing author- 
ity—I do not know that this ought to go on the record 

Mr. Pures. I think it might help clear up the situation, because 
I think it may have a bearing on it. 

Mr. Eaan. The reason I say that is because I do not want to be 
critical of a city such as Los Angeles. But, if I were chairman of the 
housing authority or the mayor of the city, I would say: “You have 
te recognize this vote, as you cannot disregard its meaning.” 

Mr. Tromas. Well, you had an opportunity to recognize it. 

Mr. Ecan. Not only that, but we were receiving conflicting pres- 
sures from all sides. 

Mr. Tuomas. After all, it was not mandatory upon you to furnish 
the funds. You had a signal there that was as clear as a red flag on 
the thing. You knew the intent. 

Mr. Amis. We had a contract to furnish them funds; and, as I stated 
a moment ago, I believe the court, in a proper suit, would have com- 
pelled specific performance of our contract. 

Mr. THomas. Why did not you let the courts do it, and then you 
would be on safe ground ? 
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Mr. Ecan. The courts virtually did do it. 

Mr. Tromas. No. They just held it was a legal contract. The 
urts did not stick their neck out on the propr lety of specific perform 
nee or the measure of d: unages, The question ‘be fore the court was 

vhether it was a legal contract, and that was all they decided. 

Mr. Eean. Also, I think there was an opinion of the city attorney 
| would like to check on this, too, because I am talking about an 
wful lot of detail—there was an opinion of the city attorney that 
. referendum vote would have no effect on the contract, before the 
ote was taken. 

Mr. Tuomas. Well, here is a clear-cut example that the people do 
ot amount to anything: a little Federal bureau runs the show, re- 
rardless of what the people say. 


PROGRESS OF TILE LOS ANGELES DEVELOPMENT 


Mr. Piiituies. I suggest you put that statement Mr. Amis offered 
n the record, if it is a chronological statement of your expenditures. 

Mr. Amis. It is a chronological statement. It does not cover the 
amount of expenditures, except it does show in the end what is cur 
rently owing to us. 

Mr. Kevity. We can deve lop that for you. 

Mr. Ecan. We can give you a breakdown of the amount, too. 


Low-RENT HovusING PROGRAM IN Ciry OF Los ANGELES 
(Contract LA-4) 
SUMMARY OF EVENTS TO MARCH 25, 1953 


August 8, 1949: City council (by ordinance No. 95,222, adopted by unanimous 
vote) approved application by local authority for preliminary loan and 
authorized execution of cooperation agreement. 

August 9, 1949: Cooperation agreement executed by city and local authority 

August 10, 1949: Application for program reservation and preliminary loan 
filed. 

December 2, 1949: Preliminary loan contract executed by local authority and 
Public Housing Administration. 

October 27, 1950: Annual-contributions contract executed by local authority and 
Public Housing Administration for 11 projects totaling 10,000 units. 

November 22, 1950: City council approved all sites for the 11 projects covered 
by the annual-contributions contract. 

March 22, 1951: City council authorized sale of 468 tax-deeded lots to local 
authority for use in the low-rent housing projects. 

June 1951: City council approved necessary zoning changes for the low-rent 
housing projects. 

November 30, 1951: City council passed preliminary resolution for necessary 
street closings in project sites. 

November 30, 1951: Public Housing Administration authorized award of con 
struction contract and commencement of construction of project 4-17 (194 
units). 

December 3, 1951: City council adopted a motion (by margin of one vote) re 
questing local authority to desist from further action on program pending 
report of city administrator and return of Mayor Bowron. 

December 11, 1951: Resolution introduced in city council to 

(a) Abandon the undertaking, development, and administration of the 
10,000-unit housing program ; 
(b) Abrogate and cancel the cooperation agreement ; 
(c) Rescind all action taken thereunder ; and 
(d) Set aside all approvals of the program theretofore given by the 
council. 
Pending final action, council requested various officers, boards, departments, 
and the local authority to halt furtherance of the projects 
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December 14, 1951 PHA authorized award of construction contract and com- 
mencement of construction of project 4-21 (601 units). 
December 26, 1951: City council adopted resolution which had been introduced 
on December 11, 1951 
December 27, 1951: Suit filed in Supreme Court of California by local authority 
nst city of Los Angeles and the individual members of the city council. 
suit asked declaration that the cooperation agreement remained in force, 
indate requiring specific performance by the city. 
25, 1952: City council ordered referendum election to be held on June 3, 
the followi proposition 
ll initiation or reinstitution of a low-rent public-housing project or 
projects, consisting of approximately 10,000 dwelling units on sites selected 
by the Housing Authority of the city of Los Angeles, and the development, 
construction, acquisition, ownership, and administration of said project or 
projects by said authority, be approved, and the proposed resolution declaring 
the need for and approving the development, construction, and ownership of 
such project or projects within the city, approving application to the Public 
Housing Administration for preliminary loan, and authorizing cooperation 
agreement between city and local authority, be adopted?” 
1952: Unanimous decision by Supreme Court of California in favor 
‘ rity, holding that the city council could not cancel or abrogate its 
eration agreement 
20,1952: City council, by resolution, directed the city attorney to take the 
>to the United States Supreme Court. 
1952: Petition for rehearing denied by the Supreme Court of California 
Written opinion by attorney general of State of California agree 
th the city attorney of Los Angeles that the pending city referendum 
ld be ille land of no effect. 
Referendum election resulted in rejection of the proposal submitted 
STS8.000 to BOS.000 
\ 10-day delay in issuance of writ of mandate was granted by the 
of California on the petition of the city 
Justice Burton the Supreme Court of the United States refused 


ssuance of a writ of mandate by the Supreme Court of 


June 27, 1952: Writ of mandate issued by the Supreme Court of California to 
»city council and the members of the City Council of the City of Los Angeles 


them to perform their obligations under the cooperation agreement, 
952: Relying on the writ of mandate, the local authority issued to 
to proceed with construction of projects 4-17 and 


tractors notices 
5, 1952: Supplemental Appropriation Act, 19538, approved by the President, 
which act includes the so-called McDonough amendment, reading as follows: 
“No part of this appropriation may be used for administrative expenses or to 
pay salaries to any employee within the Public Housing Administration or for 
any other purpose so long as that agency proceeds with any public-housing 
project after such project has been rejected or previous approval thereof 
canceled by the governing body of the locality by resolution or otherwise or by 
public vote and the governing body has tendered the United States full re- 
imbursement of Federal funds advanced on such project prior to such cancella- 
tion and a release from all obligations incurred under such project.” 

July 31, 1952: Motion made in city council to instruct city attorney to prepare 
an ordinance to place on the November 4 ballot a proposition to raise the funds 
necessary to secure a cancellation of the contract under the terms of the 
McDonough amendement 

August 12, 1952: Petition for writ of certiorari filed by city in the Supreme Court 
of the United States 

August 18, 1952: The Executive Director of the Housing Authority and Mayor 
Bowron consulted with Federal officials, and with the approval of the mayor 
a revision of the local program was announced 2 days later. This revision 
eliminated 13-story buildings, which had been criticized, leaving buildings of 
not more than 8 stories; eliminated the most controversial portion of a project 
ona large vacant site; and reduced the program from 10,000 units to approxi- 
mately 7,000 units 
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August 25, 1952: Mayor Bowron addressed the city council requesting that the 
matter of bond issue to raise funds necessary to secure cancellation of the 
contract be put on the November 4 ballot. He transmitted a letter from the 
ocal authority stating that if such action were taken by the city council it 
would postpone the awarding of any additional construction contracts until 
the results of the November 4 election were officially certified, and further 
stated the amount of funds which would be required, namely, $20,037,273.97. 
On the same day the council decided not to place this question on the ballot, 
relying on an oral opinion of the city attorney that the city did not have the 
power to provide funds for the contemplated purpose. 
ober 13, 1952: Petition for writ of certiorari denied by the Supreme Court of 
the United States 
tober 27, 1952: PHA-authorized award of construction contract and commence 
ment of construction of project 4-20 (200 units). 
vember 4, 1952: PHA-authorized award of construction contract and com- 
mencement of construction of 964 units of project 4-13 (1,110 units). 
cember 1, 1952: PHA-authorized award of construction contract and com- 
mencement of construction of 130 units of project 4-15 (270 units) 

ecember 11, 1952: PHA-authorized award of construction contract and com- 
mencement of construction of 356 units of project 4-19 (498 units) 

December 12, 1952: Decision by Comptroller General of the United States 
holding: 

(a) That the McDonough amendment does not become effective until the 
three following conditions are met by the governing body of the 
locality 

(1) Rejection of the project or cancellation of its previous approval 
thereof by resolution or otherwise or by public vote 
(2) Tender to the United of full reimbursement of Federal funds 
advanced on such project prior to such cancellation ; and 
(3) Tender of a release from all obligations incurred under such 
project 
That the Public Housing Administration is obligated to make further 
advances of funds to the Los Angeles Housing Authority and must 
require full reimbursement of advances made up to the time an effec 
tive cancellation of the prior approval of the project had taken place 

December 15, 1952: Pursuant to the opinion of the Comptroller General, the 
Public Housing Administration advanced a further $2,500,000 to the local 
authority, the first advance since January 5, 1952. (See detailed statement of 
all advances. ) 

January 9, 1953: Public Housing Administration authorized award of construc- 
tion contract and commencement of construction of 167 units of project 4-16 
(700 units). 

January 19,1953: Public Housing Administration authorized award of construe 
tion contract and commencement of construction of project 4-14 (336 units). 


ints ad anced by PHA or quarantee 1 by PHA to fac litate ] wat temporary 
financing (as of March 25, 19538)! 


Date 


> (0M 3. 672. 000 
000 730, 090 
O00 9, 860, 000 

26, OOO 1. 486, 000 

5, 000 3, 001, 000 
2 13, 768, 502 
408 3, 780, 000 
037 13, 758, 963 
000 58 O63 


), 037 1, 625, 000 


1 Includes amounts guaranteed for interest on private temporary financing 

Adjustments in connection with accrued interest 

On Dee. 12, 1952, the Comptroller General of the United States had rendered written opinion that PHA 
obligated to make further advances of funds to the Los Angeles Housing Authorit 





1208 


Mr. Putters. I have just one other question. Is there any doubt 
in your mind or even in Mr. Amis’ mind that we do not want you t: 
spend any money where the city does not want those houses ? 

Mr. Ecan. None whatever. 

Mr. Pumures. Thank you very much. 

Mr. THomas. Then you had better get the chief counsel over ther: 
He is re sponsl ible for this decision. I do not know where he gets the 
power to authorize the expenditure of $8 million, unless his chief law 
adviser told him to do it. 

Mr. Amis. I told him he was bound by the contract. 

Mr. Eoan. I think when you look over this list, which I think has 
been submitted—we have 19 localities where we were paid off partially 
in most of them, as an wie ation that we are willing to step out when 
ever the local authority so indicates. 

Yarrs. You were caught in a squeeze in Los Angeles because 
the mayor had one view and the council had another view and th: 
housing authority still another. 

Mr. Prius. Let us say they were caught in a squeeze but did not 
resist it. They did not struggle very much. 

(Discussion off the record. ) 

Mr. Puiurrs. I have also been advised of a situation in another city 
which I do not think is the same. I do not think the city council of 
this other city has taken any action. Therefore, in the opinion of 
this committee, it is a matter for the local people to decide for them 
selves. 

Mr. Amis. The situation in that city as I recall, was this. At one 
time the city council voted disapproval of one particular project but 
later, by the same method—that is, by resolution—they rescinded that 
disapproval, and that project is going ahead. The current opposition 
to it is not the city council but just some individual citizens and tax 
payers probably property owners in the area whose property would 
be taken. That type of opposition occurs in a greater or lesser degree 
in every city. 

(Discussion off the record. ) 


DISPOSAL OF PROPERTY TO HOUSING AUTHORITY AT PORTLAND, OREG, 


Mr. Pures. You also dispose of defense housing property, and I 
have a rather curious report from our investigators on the disposal 
of certain property in Portland, Oreg. Are you familiar with that, 
Mr. Egan ? 

Mr. Eaan. Yes. I have some notes on that. That was the relin- 
quishment of a project to the Housing Authority of Portland, Oreg. 

Mr. Puiwurrs. I am going to confess I ~ not know whether the 
fault lies with the Public Housing Agency or Congress. I think per- 
haps we are equally involved; because of the desire to get rid of this 
property quickly, we in effect told you to dispose of it to anybody. 

Mr. Eean. That is right. 

Mr. Puimures. But I was not aware that Congress authorized you 
or suggested to you that you completely overlook all local conditions 
and implications and turn over to a community a piece of property 
the conditions regarding which were completely known to the com- 
munity, permitting the community to turn around and within just 
a couple of days make $500,000 profit on it. 
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Mr. Ecan. They represented to the Public Housing Administration 
t was needed by the community. That is a requirement of the statute. 
Mr. Puitiies. The record shows the community had objected to 
he housing authority, because they wanted that land for industrial 
urposes; yet the housing was put in a place where the community 
Lid at the beginning there was no urgent need for it and on property 
whic h they said they needed for industrial purposes. And I read this 
ito the record as the investigators’ report: 


In August 1952, Public Housing Authority transferred 11 housing projects 
omprising 5,100 temporary dwelling units and 415 acres of Government-owned 
ind to the housing authority. In accordance with permissive legislation—that 
s the Lanham Act (12 U. S. C. 1581)—the dwelling units were transferred 
vithout monetary consideration and the land, with the exception of one plot, 
vas transferred at prices equal to the Government’s acquisition cost. The 
ousing authority realized a profit of over $500,000 on the immediate resale of 


we) * * * 


acres 
The housing authority retained title to the buildings on the land and obtained 
a lease to the land for 3 years, subject to earlier termination at the option of the 
housing authority, and they transferred 72 acres or they sold 72 acres to acquire 
this profit, that being called the Guild’s Lake tract. They sold it to a railroad 
ompany Which had been in the market for it before the buildings were set up 
ind had been looking forward to getting it. They sold it at $11,000 per acre. 
Che housing authority had paid $1,600 per acre, which is the PHA’s acquisition 
ost for 56 of the acres, and $9,000 an acre for the balance of 16 acres. The 
report continues: 

The Guild’s Lake section is considered to be one of the most desirable industrial 
areas in Portland. The community had shown its desire for the early removal 
of the Federal housing projects in this area so that the sites could be made avail 
ible for industrial use. Accordingly, over 1,000 dwelling units in this area 
located on land leased by PHA had been vacated by June 1951. However, the 
357-unit project located on the 56 acres owned by PHA remained practically 
fully occupied at that date. 

Now, in June 1951 one of your own representatives made a study 
of the ication needs in Portland and one of his recommendations 
was— 
that the housing authority be instructed to move all tenants in the Guild's 
Lake project either to private housing or to Lanham Act projects in nonindus 


trial areas of the city in order to permit PHA to dispose of the site for industrial 
use. 


In other words, you have in your files your own employee’s report 
on the situation, and the investigator says: 


The report on the study indicated that land adjoining the Guild’s Lake tract 
reportedly had been sold for as much as $14,000 per acre. PHA did not adopt 
the recommendation of its representative; the reasons are not evident from its 
records. 

In other words, there is no comment in your record as to why you 
disregarded your own representative’s suggestion. The investigator 
continues : 

At the time of the transfer, about one-third of the units in the project were 
vacant, and within a few months after the transfer the housing authority de- 
termined that the housing was no longer needed and advertised all of the units 
in the project for off-site sale. 

The housing authority will probably realize further substantial profits on 
the property acquired from PHA. 

So the housing authority will probably get more money and there 
fore more profits on the property they have not sold. 

Less than 2 months after the transfer, the Housing Authority offered for off- 
site sale the entire 2,000 dwelling units of one of the projects. This project 
contains 100 acres which were acquired from PHA at acquisition cost. Ap- 
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proximately 1,700 of the 2,000 units in the project were vacant when the trans 
fer was made in August 1952. The field office director had been advised by 
the central office in April 1952 that under a proposed statement of policy being 
prepared for release to the field offices, temporary projects containing a su 

stantial number of vacant units may be transferred “if, on the basis of a surve 
bv th agency, it is determined that the housing is still needed in the com 
munity to relieve an acute housing shortage,” 


It seems to me any agency Is en titled to one mistake sometimes, Mi 


wan, but Ido not know whether you have not used up your allowance 


t} hg does look bad on it s face, and | 
cong to look even worse tha 


Mr. Putiurrs. I hope not. 
Mr. Ecan, I hope not, too. But I can give you an example o 
sa difficult thing for me to decide in mi position. 
have a project outside the CIty ot Fort Worth that could | be 

elinquis shed to a comm that is not within thee ity of Fort Wort! 
ne operated by that housing auth ority, that earns about $500,001 
a year. Now, should we rel nquish that project? The law says we 
soak lif the v re pre sent that the housing is needed. 

Mr. Prius. The quest on is are they going to use it for housing 
or are they going to sell it immediately and make a profit on it? 

Mr. Ecan. In the Portland case the ‘vy represe nted to us that the *V had 
a title I project under the Housing Act of 1949, in which the *v he ud some 
families they had to remove from slum-clearance areas; they had a 
slum-clearance project and had families in the slum area of that proj- 
ect, and they needed other housing to take care of that slum-clearance 
project. 

Mr. Yares. You say “they.” Whom do you mean? 

Mr. Eean. The Portland authority. 

Mr. Purturrs. And right in your files, dated June 1951, one of your 
own representatives said they did not need that. 

Mr. Ecan. Under the law it is up to the housing authority and the 
local people to m: ecolaconieremayaer ation, and we cannot police that, once 
they make the determination. I admit the whole thing is permissive ; 
we could have said ‘ ‘Sorry. We won't do this.” But the question is 
what was the intent of Congress? Was it the intent of Congress to 
get this thing out of Federal operation and get it to the communities 4 
I think when you read the history of the legislation, that is what Con- 
gress meant. 

Mr. Puiiies. Did Congress mean, in your opinion, you should not 
look back of any of those things? 

Mr. Ecan. I do not think so. I think Congress expects us to exer- 
cise business judgment, certainly, but this thing is a touchy one for 
me to try toexplain in many ways, because there is this big profit made. 
But the mere fact that the V took a 3- year lease back on the land indi- 
cated they must have needed it for housing. 

Mr. Puixres. Would that indicate that? 

Mr. Egan. Why would they take a 3-year lease back from the rail- 
road after they made a sale if it was not needed ? 

Mr. Puiturrs. Probably the railroad wanted them to. 

Mr. Ketry. Well, the housing on that industrial site remains in 
use. Rather than wait until the housing is no longer needed and re- 
move it and then sell the land, they sold it direct subject to their right 
to use it for 3 years, and the housing remains in use on that site. 
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Mr. Tuomas. Was it not 53 percent vacant at the time of sale? 

Mr. Keniry. On that tract, 1 do not believe so. 

Mr. Ecan. Then there was another one that was taken. Sometimes 
you are put to a pretty tough test as to whether you should go forward 
th these relinquis shments or not. Here is the city of Richmond, 
Calif. There are some units there that are throwing off somewhere in 

e neighborhood of $500,000 a year. 

Mr. Yates. What do you mean by “throwing off” ¢ 

Mr. Ecan. That is the amount of income remaining over the operat 

@ costs. 

Mr. ‘HOMAs. Were they using that project for school purposes 

Mr. Ecan. Oh. no. The V still have people living in them. 

Discussion off the record. ) 

Mr. Puiurres. Where is it located ? 

Mr. Eaan. It is located on industrial and other property right in 
the city of Richmond just across the bay from San Francisco. 

As a matter of fact, this whole problem was brought out in the 
hearings before the committee when the legislation was under con- 

leration. If I am not mistaken, when they talked about the Me- 
rregor Act and relinquished veterans’ housing, I think it was pointed 

ut to the committee there might be $25 million or at least a certain 
percentage of that which would be sacrificed. I think that was 
brought out in the hearings. 


; 


RELINQUISHMENT OF PROPERTIES TO COMMUNITIES 


Mr. Puiturs. The Lanham Act, as I recall, contemplated the sale 
of these properties to communities, not to private people. 

Mr. Eean. That is right—relinquishment to the community of the 
temporary war housing. 

Mr. Putures. In other words, a community had owned the land 
and we built houses on it, and then to all intents and purposes you 
were to wash it out. 

Mr. Ecan. That is right. 

Mr. Puiiurs. And if you owned the land and the community 
wanted it, then you would make a price—— 

Mr. Ecan. At the acquisition cost. 

Mr. Puiuirs. And get rid of it. 

Mr. Eean. Yes. 


SALE OF PROPERTY TO PRIVATE OWNER 


Mr. Puiiips. I am not clear about the situation in New Jersey. 
Are you familiar with that ? 

Mr. Eaan. Yes. 

Mr. Putts. How did that property get into the hands of a private 
owner? That did not get in under the Lanham Act; did it? 

Mr. Keiiy. Not under the relinquishment provisions of the Lanham 
Act: no, sir. 

Mr. Puiuurrs. Tell me about that, Mr. Egan. 

Mr. Eaan. It could be put in the hands of private people. Actually, 
under the law, you can negotiate a sale rather than advertise and sell 
under the Lanham Act. I think the lawyers will back me on that. 
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Mr. Amis. That is correct. 

Mr. Ecan. But in this case, if you ask me, that project never should 
have been built in the war years. There may have been need for hous 
ing there. I think the Navy and other defense agencies were very 
anxious to have some housing built there because of contracts to suppl) 
food for the armed services. 

Mr. Prous. Would you have any idea how much the project 
cost ¢ 

Mr. Ecan. We have a statement on that. As a matter of fact, w 
have a memorandum that I would be very delighted to have the com 
mittee look over, on this whole question of disposition. We referred 
it to the Department of Justice. That was $1.8 million. 

Mr. Puriuips. For how much did we dispose of it ? 

Mr. Eaean. $30,000. 

Mr. Puiuurrs. To a private owner? 

Mr. Eean. That is right. And we did not make a cent on the job 
We were operating it in the red all of the years we had it. We could 
not get the rents out of these people during the war years when we 
were operating 1t. 

Mr. Yatrrs. When did the sale take pl: ice ¢ 

Mr. Ecan. I think just recently it was consummated by the De 
partment of Justice. 

Mr. Yares. You mean the Department of Justice sold it? 

Mr. Ecan. We referred it to the Department of Justice, because 
they raised a question about this sale. 

Mr. Puruies. I am not clear on our authority to take that much 
property and sell it for $30,000 to some private owner. Is that in 
the Lanham Act? 

Mr. Amis. We have authority to make these sales by negotiated 
sale. 

Mr. Puiiurrs. To anyone? 

Mr. Amis. Yes, sir. 

Mr. Ecan. To anyone, really, but we have normally negotiated 
with public bodies only. 

Mr. Amis. As I understand it, the location of the project and the 
surrounding circumstances, if we had put it up to bids, there would 
have been only one bidder, and we would have done well to get $30,- 
000 for it. 

Mr. Eean. It is right out in farmland. When the project was 
built, it was programed for these pickers; and the farm, as I under- 
stand it, imported Jamaicans to do the work, and they were paid a 
very meager wage and they could not pay the rent of the units. The 
result was we operated in the red. 

When we built the project, instead of condemning land and taking 
title to it, which, maybe, in retrospect, we probably should have done— 
I do not know—in lieu of that they gave us a lease and permission 
to tap into their waterline and sewage-disposal system, which saved 
considerable capital funds and critical materials. While we oper- 
ated the project, we never could get it into the black. We finally 
made a deal with the corporation to lease the whole project, and they 
gave us $5,000 a year, which got us in the black to that extent. 
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Mr. Putts. The key to the whole thing is the words in the Lan- 
iam Act saying such projects may be sold upon any terms. The 
Lanham Act provides that— 

Rentals, leases, sale or exchange of property shall be upon such terms, in- 
luding the period of any lease, as may be deemed by the Administrator to be 
in the public interest. 

Those are the key words: That the decision must be in the public 
nterest. I think maybe it would be a good idea if some member of 
this committee, like Mr. Cotton, would read that report. 

Mr. Eean. This is the complete story on it that we submitted to 
the Department of Justice. I would be glad to furnish a copy to the 
committee. 

Mr. Puriures. I think it would be a good idea. 

Now, I have one or two others here that are just samples taken of 
the disposal of some of the properties. One I am particularly in- 
terested in is No. 4, but I will read these others. 


DISPOSAL OF A SCHOOL BUILDING 


Down in North Carolina you sold a school building that had been 
provided for children on the nearby military reservation, which cost us 
$157,000 and which you sold for $1,000. The presumption is that the 
school was so located that no other use could be made of it. Still do 
you not think the North Carolina school board could pay more than 
$1,000? 

Mr. Jonas. Who bought it ? 

Mr. Puiutes. The school board. 

Mr. Ecan. It seems to me there was a statute that authorized that. 

Mr. Puiutrs. Did we require you to wipe off about 100 percent for 
a school board ? 

Mr. Eean. I think you did. 

Mr. Putiures. I would not be surprised. 

Mr. Amis. I believe there is another statute that directs us to give 
these schools away for nothing. 

Mr. Frantz. That is correct. 

Mr. Amis. So that is $1,000 we just picked up. 

Mr. Putuirs. In other words, you should take credit for getting 
that $1,000? 

Mr. Amis. I think so. 

Mr. Pures. Will you put that citation in at this point ? 

Mr. Amis. Yes. 


{[Notr.—Transfer to local school districts without reimbursement of schools 
built under the Lanham Act was authorized by sec. 202 (a) (2) of Public 
Law 815, Sist Cong., 64 Stat. 967. The sale of the school in question was not 
undertaken by the Public Housing Administration. ] 

Mr. Puimurrs. The reason I ask you to cite that is because, when you 
look it up, you will find that statute was enacted after this sale was 
made. 

Mr. Amis. It may have been. I do not know for sure about it. In 
fact, I do not know when the sale was made. This is a new one to me. 
I thought I knew the most of those problem cases. 


80608—53—pt. 3———45 
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LOS ANGELES PUBLIC HOUSING DEVELOPMENT 


Mr. Tuomas. Mr. Chairman, let me interrupt and turn back to the 
record and let this sallow in the record the discussion that you had a 
little earlier. I want to read from part 1 of the hearings on the 
Supplemental Appropriation Act, 1953, on pages 325 and 326 where 
this language follows a discussion between Chairman Phillips and 
members of the Public Housing Authority. After that discussion, 
this question was propounded by me, and I read from the record on 
page 326: 

Mr. THOMAs. In the meantime, do you intend to hold this thing in status quo 
ntil the legislature meets‘ 

Mr. Frrzparrick. As it stands now, I believe that the Authority has advertised 
for bids on a third project, and the bids are in, but they have voluntarily with 
held making any award 

Mr. FoLtey. As a matter of fact, I think, Congressman, that is exactly the 
situation now. 

Mr. Vinton. Mr. Phillips, we have not advanced any money since January 
We stopped advances to them, and they are not proceeding to let any new con 
struc n contracts because we have not approved the letting of any, and we 

ntention of doing so until the matter is cleaned up. 

Mr. Puinures. Why is that not a good idea until we get that thing straightened 
out? 

M FoLtey. We are following that course, and we do not want to make the 
it on worse than it is. We do not want to go ahead if they do not want to. 

‘HOMAS. It seems to me good common sense for the Public Housing 
ation to say that all of the people there have registered their feeling 
atter, and they shot top everything until it is finally decided and 
more money in Let’s do not advance the housing authority 

re money, and give the legislature a chance to straighten it out. 

In other words, I do not think the housing authority ought to be placed ii 

. { » of trying to force anything down anybody’s throat 

That is exactly our position, sir. As Mr, Vint ton has said, are 

hat We are not approving the letting of any furt see: con 

10t. ourse, and I think ou will agree, repudiate or cause 

ite contracts that they have already entered into for construction, 

think e\ ryone will agree, must go forward We would have to 

advance further moneys to the authority if they are required to meet payments 
sti ontracts which have been awarded. 

hole e nvel sation and whole discussion is that 

to hold everything in abeyance, and Mr. Amis was 

C ie hearings. But he overruled the Administrator. 

Mr. y ATES. There is only one suggestion I have: t] at is that the 
last statement of yours is an indication of what you wanted them to 
do and you did not give them money for any other projects except the 
ones alr ady in existel Ce. 

Mr. Eean. That is right. 

Mr. Amis. Those are the ones that are under what we call the annual 
contributions contract. 

Mr. Yares. And Mr. Foley indicated there was nothing they could 
do except to continue to give them money for those they had already 
started. 

Mr. Putiutrs. The statement here lists 13,404 projects under con- 
struction, and the subsequent $8 million was paid on projects under 
construction. 

Mr. THom As. I think it was agreed by everybody concerned they 
were just going to hold everything in status quo, and giving $8 million 
in addition is certainly not holding it in status quo. 
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Mr. Puiturrs. What brought about the discussion was my calling 
tention of the agency to the fact that this matter was of ver y serious 
oncern not only locally but as a model for the relationship between 
. local agencies and the Federal agencies all over the country, and 
hed discovered this condition Mr. Amis has pointed out today, that 
e had a local housing authority which we did not discover until the 
ing had been set up with practically autocratic arbitrary power, 
d we understood an attempt would be made in the legislature 
presently in session to correct it. And as a result of that, we were 
sured no further money would be spent. Now we find $8 million has 
been advanced. 
[ point out the law has not yet been passed in the legislature, but 
ere are already more signers of the law as authors than are needed 
) pass it. So it has a reasonable chance of being passed. I mean the 
hole attitude out there has been evident from the beginning, and yet, 
Mr. Thomas said, has been ignored by the Authority. 
Now, here is one I think redounds a little to your credit. 


DISPOSAL OF COMMUNITY FACILITIES 


In South Carolina you had a recreation center that cost us $177,000, 
ind you managed to get $30,000 for it. How does it happen, Mr. 
(mis, that you sell part of these and the Office of the Administrator 
ells part of them ? 

Mr. Amis. That was probably something that was built under the 
community-facilities provision of the Lanham Act, which has not been 
lelerated to us. 

Mr. Frantz. That is the program we discussed on Monday, Mr. 
Phillips, where we have about 90 projects left over of war public 
works built under the Lanham Act. 

Mr. Puiiurps. It would seem to me those still could very economi- 
cally be combined in one agency and not spread over two agencies. 
Would it not seem so to you ¢ 

Mr. Franrz. As you will recall, we are planning now to transfer a 
portion of those projects to the military and those which are con- 
necting with housing Projects to the Public Housing Administration. 
Phat will leave a residue of about 20 to 30 problem cases in which the 

difficulties are largely legal, and there would be no great saving in 
transferring those to another party. 

Mr. Puiuures. In Pennsylvania you disposed of a hospital that cost 
is $226,000 for $7,000. 


SALE OF HOSPITAL FACILITIES TO THE PERMANENTE FOUNDATION 


You had in California a hospital which cost the Government $1,300,- 
000, and it was sold by the Office of Administrator for $175,000. Now, 
presumably, you are going to get leftovers and will have to dispose of 
them. But the point of my question is this—I think I know to whom 
that was sold; it is one of those private hospitalization plans by which 
you take out insurance—by what authority does the Federal Govern- 


ment set a man up in business, no matter how able he may be or what 
his Government relations are? 
Mr. Eaan. I do not know. 
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Mr. Puts. I presume it is the Permanente Corp., and setting 
anyone up in the insurance business I think goes beyond the intent 
of Congress in making available buil lings of this kind for public use, 

Mr. Eean. I do not think we have disposed of any hospitals. PHA 
has not. 

Mr. Puitures. I do not think this is PHA. I think it comes from 
the Office of the Administrator. 

Mr. Frantz. I think that is the case. 

Mr. Puiturs. Mr. Frantz, do not you think this goes beyond - 
intent of Congress to dispose of a hospital which is to be used i 
profitmaking health-insurance Pedic. 

Mr. Frantz. I am not familiar with that particular case, but I have 
the impression that is one on which the Administrator asked for a spe- 
cial report as to what was done and why. I would be very glad to 
secure that report for you. 

Mr. Purutrs. I would be glad if you would let us have the report 
and make a brief statement in the record as to the use for which this 
was sold and the use to which it is presently being put. 

Mr. Frantz. Iwill be glad to do that. 

(The information requested is as follows :) 


The following three Lanham Act hospitals were disposed of by the General 
Services Administrator to the Permanente Foundation prior to the transfer of the 
Community Facilities Service from GSA to the Housing and Home Finance 
Agency under Reorganization Plan No. 17 of 1950 (effective May 24, 1950): 
Project, Calif. 4-535-F, at Oakland, Calif.; Project Calif. 4~461-F, at Vallejo 
Calif.; and Project No. Calif. 4—532-F, unit 4, Richmond, Calif. 

The Permanente Foundation is a charitable trust, and is so cited in the 
various lease and disposal documents executed by the foundation and the Gov 
ernment. The legal authority for the disposal actions is contained in sections 
301 and 304 of the Lanham Act, as amended: 

“Sec. 301. When the President shall have declared that the emergency de- 
clared by him on September 8, 1939, has ceased to exist (a) the authority con 
tained in sections 1, 202, 401, and 402 hereof shall terminate except with respect 
to contracts on projects previously entered into or undertaken and court pro 
ceedings then pending, and (b) property acquired or constructed under this Act 
(including schools and hospitals) shall be disposed of as promptly as may be 
advantageous under the circumstances and in the public interest.” 

“Src. 304. Notwithstanding any other provisions of law, whether relating to 
the acquisition, handling, or disposal of real or other property by the United 
States or to other matters, the Administrator, with respect to any property 
acquired or constructed under the provisions of this Act, is authorized by means 
of Government personnel, selected qualified private agencies, or public agencies 
(a) to deal with, maintain, operate, administer, and insure; (b) to pursue to 
final collection by way of compromise or otherwise, all claims arising there 
from; (c) to rent, lease, exchange, sell for cash or credit, and convey the whole 
or any part of such property and to convey without cost portions thereof to local 
municipalities for street or other public use: Provided, That any such trans- 
action shall be upon such terms, including the period of any lease, as may be 
deemed by the Administrator to be in the public interest: Provided further, That 
the Administrator shall fix fair rentals, on projects developed pursuant to this 
Act, which shall be based on the value thereof as determined by him, with power 
during the emergency, in exceptional cases, to adjust the rent to the income of 
the persons to be housed, and that rentals to be charged for Army and Navy 
personnel shall be fixed by the War and Navy Departments: Provided further, 
That any lease authorized hereunder shall not be subject to the provisions of 
section 321 of the Act of June 30, 1982 (47 Stat. 412). As used in this section 
the term ‘local municipalities’ shall include the District of Columbia.” 

Summaries of the cost, disposition proceeds, and background of the disposition 
actions are provided below . 
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Prosect CALIF, 4461—F—HospiIraL, VALLEJO, CALIE 


1. Description of projects. 
lospital beds 
Nurses homes (50 beds each) 

iff quarters buildings 

felp quarters buildings 


All including furnishings and equipment, parking areas, roads, and drainage 
facilities. 

2. Construction agency.—Constructed by Federal Works Agency under title II 
of the Lanham Act. 

3. Need for project.—To provide adequate hospital facilities for war workers 
employed at Mare Island Navy Yard. 

1. Cost of project.—8$1,276,391. 

5. Lease and disposal action.—October 8, 1943, leased to city of Vallejo for 

peration, rental being the net revenues derived from operation No rentals 
eceived, in fact Federal Government paid $579,096 in maintenance and opera- 
tion aid under the Lanham Act to finance deficits in operation during period such 
aid was available. 

The city of Vallejo served notice that it would terminate lease as of April 30, 
1947, and that it would not accept any new patients after March 24, 1947. 

To provide for continued operation of the hospital, efforts were made to lease 
the facilities but no public agency was interested. The Permanente Foundation 
presented a proposal to lease the facilities at a rental of $9,375 semiannually, the 
Federal Government to convey the facilities to the Permanente Foundation 
when a total of $375,000 had been paid. Permanente to have an option to pur 
chase at any time while the lease is in effect for $375,000 less the sum of the 
rentals paid when the option to purchase was exercised. No interest on unpaid 
balance was contemplated. 

On March 20, 1947, the Federal Works Administrator executed a lease agree 
ment with option to purchase in accordance with the terms of the proposal 
since no public agency was interested and since uninterrupted operation of the 
hospital was necessary to provide the community with needed health facilities. 

On May 23, 1950, the General Services Administrator executed a sales agree- 
ment, which provided for cancellation of the lease agreement with option to 
purchase and sale of the property to the Permanente Foundation for $175,000, 
payable $52,500 in cash, $52,500 on December 31, 1950, $35,000 on June 30, 1951, 
and $35,000 on December 31, 1951, with interest at the rate of 3% percent on 
unpaid balance. It was the opinion that it was to the advantage of the Federal 
Government to enter into this firm contract rather than continue to lease the 
facilities for a possible 1714 years, especially since Permanente under certain 
conditions could terminate the lease. Moreover, the Government would be out of 
the hospital business in 114 years and be relieved of supervising the facilities 
and this lease for a possible term of 174% years. 

Permanente has fulfilled all of its obligations under the sales agreement and 
has received a deed to the property. 

The following amounts have been paid the Government under the above-re 
ferred-to agreements: 


Lease executed Mar. 20, 1947 $46, 87H 
Sales agreement executed May 23, 1950 ; 175, 000 


Total = 221, 875 


In addition interest on unpaid balance of sales price has been collected 


Prosecr No. Cauir. 4-5382-F, Unir 4—Hospirat FAciLiries, RICHMOND, CALIF 


1. Description of project—Major additions to existing hospital, constructed by 
Maritime Commission, including the purchase of additional land and equipment, 
to provide approximately 105 additional beds, increasing bed capacity of hos 
pital as improved to 170. 

2. Construction agency.—The improvements were constructed by Federal 
Works Agency under title II of the Lanham Act after jurisdiction of the then 
existing hospital had been transferred to said Agency by the Maritime Com- 
mission. 
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3. Need for construction of project.—To provide adequate hospital facilities 
war workers employed at the shipyards. 

4. Government’s investment in the facilities. — 
Expended by Maritime Commission 
Expended by Federal Works Agency. 


Total — aceite Fay 04 


5. Lease and disposal action.—January 31, 1944, leased to the Permanent 


Foundation at rentals equivalent to the net revenues derived from operation 
the leased property 


February 1. 1944, Permanente Foundation subleased property to Sidney R 


Garfield, M. D., for operation for $1,000 a month until hospital facilities we 
completed and thereafter for $2,500 a month. Later reduced to $750 per mont 
lune to decrease in occupancy 

January 3, 1947, excess equipment purchased at a cost of $7,400 sold by Fed 
eral Works Agency to Berkeley General Hospital for $6,240. 

November 28, 1948, the Federal Works Administrator entered into a new lease 
of the property with the Permanente Foundation which provided for quarter 
annnal rental payments of $2,325 for period beginning October 1, 1947, and end 
ing September 30, 1963, the total rentals thereunder, amounting to $148,800, t« 
onstitute the purchase price. No interest on unpaid balance of option price 
was included in the agreement. Prior to entering into the new lease, the Federal 
Works Agency had collected $74,750 and the Maritime Commission $15,830 
rentals under prior agreements. The semipermanent type of construction, ir 
ability to dispose of the hospital to a public body, and decrease in need were 
matters influencing the entering inte the agreement. The total of proceeds of 
sale of equipment te Berkeley General Hospital, rentals collected under original 
ease, and rentals to be collected under the new lease represented a recover) 
of 44.3 percent of the Lanham Act funds expended and, if Maritime Commissio1 
expenditures and receipts are considered, a total overall recovery of about 35 
percent of the total Federal expenditures to provide the facilities. 

May 23, 1950, Administrator of General Services terminated the lease entered 
into on November 28, 1948, and executed a sales agreement under which the 


Permanente Foundation agreed to purchase the leased property for $75,000, pay 
able $22,500 in cash, $22,500 on December 31, 1950, $15,000 on June 30, 1951 


{ , ar 
»,000 on December 31, 1951, with interest at the rate of 4 percent per annum on 
unpaid balance of the purchase price after payment of the first installment 
Rentals paid under the lease executed on November 28, 1948, amounted to 
$25,575; accordingly, the new agreement, plus the sum collected as rentals under 

lease executed on November 28, 1948, would provide a recovery of $100,575 
plus interest at 4 percent as above stated. All payments due under this agree 
ment have been made and the property has been conveyed to the Permanente 
Foundation. In entering into the aforesaid sales agreement it was considered 
to be in the interest of the Government to enter into the firm contract, rather 
than continue to lease the facilities for a possible 13% years, especially since the 
lessee under certain conditions was privileged to terminate the lease. Moreover 
the Government would be relieved from the expense of supervision of the prop 
erty and the lease during a probable period of 131% years. 

The following is the total amount of Federal funds recovered under these 

irious transactions: 


S 


t 


Collected by FWA from sale of equipment to Berkeley General Hos- 

pital scenihaladied : : 240 
Collected under lease dated Feb. 1, 1944 . TH0 
Collected under lease executed Nov. 28, 1948 5,575 


Collected under sales agreement executed May 23, 1950 , 000 


=o, 


Collected by Maritime Commission__- $15, 830 


Total it a ical ; = 197, 395 
In addition, a small amount of interest was collected under the sales agreement 
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Project CALIFORNIA 4-535-F—Hospirart, OAKLAND, CALIF. 


1. Project description.—Construction and equipping of a 120-bed self-contained 
letached addition to the existing Permanente Foundation Hospital, including 
he purchase of necessary land. 

2. Constructed by.—Federal Works Agency under title II of the Lanham Act. 

3. Reason for construction.—To adequately serve the needs of im-migrants, 
principally ship construction workers, employed in wartime construction 
ndustries. 

1. Cost of project.—Total project costs aggregated $1,209,552.01, including 
$119,834.70 paid for site. 

5. Lease and disposal action.—On October 15, 1943, the Federal Works Agency 
ased the project to the Permanente Foundation, effective as of date of delivery 

f the project, for a term of 20 years at an annual rental of one-twentieth of the 
cost of the project, said rentals to be payable in equal monthly payments in 
dvance. The lease granted the Permanente Foundation an option to purchase 
ie leased property at any time after the termination of the emergency, upon 
60 days’ written notice, for a sum equivalent to the cost of the project, less the 
sum of the rentals paid as of the date the purchase option was exercised. 

Early in January 1950, the emergency with respect to the disposal of title II 
Lanham Act property not having been terminated, the Permanente Foundation 
submitted a proposal to the General Services Administration, successor to the 
Federal Works Agency, to purchase the project for $555,800 less the sum of 
the rentals paid under the aforementioned lease. The following plan of financing 
the purchase was proposed : 


Lease rentals paid___ $282, 358. 20 
Cash ‘ : o 73, 441. 80 
Note (5-year, secured by mortgage on project), payable in equal 

monthly installments with interest at the rate of 3 percent per 

annum 200, 000. 00 


Total , ‘ mate : i 555, 800. 00 


The project was constructed during the war and it was not possible, in many 
instances, to procure the materials necessary to assure 100 percent permanent 
type construction and it was necessary to construct a one-story structure in 
keeping with the quantities and classes of materials then available. In view of 
the foregoing, it was estimated that $300,000 would have to be expended for 
repairs and replacement of heating, ventilating, plumbing, electrical, kitchen, 
and hospital equipment. The Permanente officials stated that if its proposal 
was accepted it would construct a wing for pediatrics and make other needed 
additions estimated to cost $400,000. It was not considered prudent to make 
such an expenditure to improve leased property 

It appeared that the benefits which would inure to the Government by ac- 
ceptance of the proposal were (1) the obtaining of a firm contract to purchase 
covering a 5-year period as contrasted with the possibility of continuing to service 
the project for the remaining 15-year period of the then existing lease, and (2) 
enabling the provision by the foundation of greatly improved hospital facilities 
in the Oakland area. Incidentally the recovery under the proposal was about 
146 percent of the Government’s investment in the property which was greatly 
in excess of the nationwide recovery of 26.1 percent of cost derived from the 
sale of Lanham Act hospital facilities. 

The General Services Administrator accepted the proposal and the appropriate 
conveyance and transfer instruments were executed by him on March 2, 1950 


HOUSING DEVELOPMENT IN BLYTHE, CALIF. 


Mr. Pures. There is only one other field in which I think con- 
siderable investigation is justified, and whether it is done by you or 
done by Congress I do not care. I do not think it is an obligation of 
this committee. I think it is an obligation of the Committee on Gov- 
ernment Operations or the legislative committee out of which this 
type of legislation came. I will read into the record parts of only one 
letter I have received. This is from the mayor of the city of Blythe, 
which is in my district. I am perturbed by the fact that wherever we 
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go into slum clearance or cheaper priced housing we acquire prob 
lems of just the type the housing is advertised to cure. This letter is 
not directed to me but is directed to another man and is signed by 
the mayor of the city of Blythe, and reads: 


Let me state that I personally feel that the local administration and laxity of 
the county housing authority has created problems that even the most ardent 
housing exponent couldn’t justify. I have viewed several run by other housing 
authorities and feel that the housing project is the least desirable by any or all 
standards 


I apply these general statements to this type of low-cost housing 
projects, and I have myself seen and have some personal reports on 
some in the District of Columbia and immediately adjacent to the 
District. The letter continues: 


The value of the housing project can best be measured by its liabilities toe 
the city. The following list can best explain: 

1. Health nuisance.—The city garbage collector and health inspector have made 
repeated requests for adequate sanitary facilities. Cooperation is lacking. I’m 
enclosing photographs to illustrate 

2. Fire hazard.—Fire department records show that in the winter months fully 
50 percent of all calls come from the project. 

3. The police department can show that a large share of juvenile delinquents 
and a disproportionate share of adult court cases come from the project. The 
project is seasonally filled with transients who should be housed in labor camps. 
Lighting, ete., in the project area proper is not conducive to good policing or 
protection. 

4. Construction characteristics violate building electrical codes. 

5. The continued use of the project tends to deprive the city of desirable park 
and recreational areas that were donated for that purpose. 

6. Both our city building inspector and maintenance superintendent have com- 
plained of lack of cooperation in the past. The inevitable answer is that locally 
they have no authority. However, when the local administration finds it con- 
venient they do have authority. 

From a financial point of view the city received $1,613.40 in lieu of taxes last 
year. However, the garbage collector makes a substantial reduction in his per 
unit charge—add this to the city reducing the water meter unit charge from 
$3.50 to $2.50 per unit for the housing project—you can see that the city services 
(water and garbage collection) are materially reduced and more than offset the 
in lieu of taxes gain. 

The local project was erected as a World War II project to last 5 years; that 
period now runs into 10 years. Some tenants can well afford better housing and 
certainly subsidized housing for them is not the intent of Congress. 


[ am not giving that because of any specific interest; I am giving it 
as an illustration out of my own district, and then nobody else will 
complain. Ihave visited low-cost projects in the District of Columbia 
and elsewhere, and there has been complaint about the increase of 
juvenile delinquency, the increase in fire hazard, and the lack of per- 
sonal interest in most of those projects which tends to keep them up to 
the average care and condition. There is nothing this committee can 
do about that, and perhaps I should not have brought it up, but it 
seems to me important enough to make a record of, that if this is a 
result of public housing, then the Federal Government had better get 
out of it as fast as it can. 

Mr. Ecan. This is temporary war housing. 

Mr. Puiuuirs. You are getting rid of that? 

Mr. Eean. As fast as we can. 

Mr. Primutrs. Then it seems to me we should get out of it as fast as 
we possibly can. 


Mr. Ecan. That is right. 
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Mr. Puitiies. Can you accelerate the program you have suggested 
your budget this year ? 

Mr. Ecan. I think we can. As a matter of fact, we anticipate it. 

Mr. Puriuirs. Mr. Taber, we are just discussing some of the com- 
ents that are in this notation you are handing me now. We are dis- 

ssing the temporary war housing, and Mr. Egan has just said it is 
the object of the Federal Government to get out of it as quickly as 
possible, and the committee has asked him if he cannot accelerate the 
rate of disposal that he proposes in the 1954 budget. 

Mr. Eean. Of course, we would have made more progress in this if 
ve were not put under that suspension order to hold this during the 

efense period. Now we have releases of 110,000 units that we can 
ove in on and get rid of, and we have a program that really is one 
of acceleration. It is probable that some of the cities will be taking 
projects they feel will be beneficial to them, and others which they feel 
on’t be, 1 suppose, they will refuse to take, but we will get rid of 
them, nevertheless. In other words, we must, under the law, freeze 
wancies as of July 1 of this year. 

Mr. Puisirs. The comments Mr. Taber has just handed me from 
various sources have to do with slum clearance. That type of project 

does not come under your agency ¢ 

Mr. Ecan. It does not come under our agency as such. 

Mr. Pritiies. But you do have to provide housing in which many 
of the slum residents are transferred / 

Mr. Eean. That is correct. It depends. There are some localities 
where people would not be eligible to move into low-rent programs 
under Public Law 171. In other words, there are some places where 
people living in those slum areas are earning incomes—a majority of 
them—higher than what we could accommodate in a low-rent program. 

Mr. Puituirs. And many of the people who move out of the lower 
income slum areas and move into the type of housing you furnish 

provide us with the problems I have just been talking about ? 

Mr. Ecan. That is correct, to a degree. 

Mr. Puiiuires. Then why not move them to a higher level; why not 
follow the normal process in residential movement and let the bottom 
people move up into a higher layer ? 

Mr. Ecan. I question whether we have that right under the statute 
as written. It says to take care of the lowest-income families. 

The Cuatrman (Mr. Taber). That is why we ought to get rid of 
that business. 

Mr. Puimuirs. We certainly should get out of this type of business 
as rapidly as possible. 

The CHarrMan. Yes. 

Mr. Yarrs. Which business is that ? 

Mr. Ecan. Temporary war houses. 

Mr. Amis. That is our objective, and we are making a serious effort 
to doso. 


OTHER OBLIGATIONS 


Mr. Puituies. Now, the travel increase is $250,000, and the trans- 
portation of things is only $9,000. 

Mr. Kerry. The travel request in the revised budget is being de- 
creased from $1,028,000 to $916,000. 
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Mr. Priuirs. You have reduced your travel, but it is still materially 
higher than in 1953. . 

Mr. Kexry. That is occasioned by the increased number of projects 
in management which will be visited by the management staff, and 
then the requirement for travel in connection with the sales and dis 
position. 

Mr. Purtures. You still want $10,000 more for printing and repro 
duction. Why? 

Mr. Kerry. The contracts for disposal and the policies and pro 
cedures in connection with the accelerated disposition program occa 
sion that increase. 

Mr. Puitirms. Why do you want $5,000 for other contractual 
services ? 

Mr. Kerry. In two of our field offices, space—other than space we 
are now in—is expected to be made available to us, which will require 
moving and rearrangement of office space. 


ADMINISTRATIVE EXPENSES 


Mr. Corron. | just want to get into the record at this point what is 
clearly shown in the justifications and has already been brought out 
plecemeal. 


i 


Of course, what you are asking this committee for this year, as each 
year, is simply for operating expenses. 

Mr. Kerry. That is true. 

Mr. Corron. And the total request as it now stands after revisior 
for operating expenses for the Public Housing Authority is what? 


Mr. Ketiy. Administrative expenses is $13.9 million. The annual 
contribution requirements, payment of subsidy on the low-rent pro- 
grams completed and in operation, is $39.7 million. 

Mr. Corron. Of course, the money you are furnishing to the local 
housing authorities all over the country in this construction program 
comes not through this committee ? 

Mr. Ketry. We have authority to borrow up to $1.5 billion from 
the Treasury, subject to repayment. 


PUBLIC HOUSING TREASURY BORROWINGS 


Mr. Corton. How much do you calculate at the close of fiscal 19538 
you will have borrowed on the credit of the United States for your 
activities ? 

Mr. Ketry. We will have outstanding loans—our borrowings from 
the United States Treasury will amount to $615 million, it is estimated, 
as of June 30, 1953. 

Mr. Corron. That is the aggregate of what you have accumulated 
through that year? 

Mr. Ketiy. Yes, sir. But this continues to revolve. Repayments 
are made as projects are completed and bonds are issued. 

Mr. Corron. Can you tell me what you had outstanding at the 
beginning of 1953 and what vou anticipate will be outstanding at the 
end of 1953, and just when that fund is to be returned ? 

Mr. Ketry. On June 30, 1952, we had outstanding borrowings from 
the Treasury of $655 million. As of June 30, 1953, we anticipate 
that figure to be $615 million, as of June 30, 1954, we anticipate that 
to be $480 million. 
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Mr. Corron. That means you anticipate you will borrow how much 

the fiscal year 1954? 

Mr. Ketiy. In 1953 we will repay $40 million, and in fiscal 1954 we 
ill repay $185 million to the Treasury. 

Mr. Corton. That is not what I asked. I asked you what you 
nticipate will be new money you will borrow, reg: ardless of what you 

epay, for fiscal 1954. 

Mr. Ketiy. You want to know the total amount of loans we will 

ike and the total amount of repayments / 

Mr. Corron. No; I am not asking anything about repayments, I 

asking about new borrowings. I want to know the anticipated 

gure for 1954 regardless of what you repay; how much you antici 

te you will have to borrow of new money on the credit of the United 
States for fiscal 1954. 

Mr. Ketxy. This represents the net effect of our transactions. As 
joney is repaid to us, we loan it out again, as needed, rather than re- 
ay it waren Treasury and reborrow it. 

Mr. Corron. I understand. And if your repayments are going to 
ike care of all of your transactions in 1954, I am glad to know that, 
ut I am trying to find out what the difference is going to be between 
hat you take in in 1954 and what you borrow, so that I can find out, 

possible, what you anticipate will be the further borrowing that 
ou will go into for 1954—that is, the difference between what you 
ollect and what you have to get new. : 


DDITIONAL FUND REQUIREMENTS OF LOCAL HOUSING AUTHORITIES IN 1954 


Mr. Kentiy. The additional fund requirements of local housing 
iuthorities which would be supplied by us or guaranteed by us would 
mount to $350 million in 1954. 

Mr. Corron. That would be your entire financing as you anticipate 
t, based on how many units? 

Mr. Ketny. 35,000. 

Mr. Corron. Of that amount, how much do you expect to finance 
by repayments and how much are you going to borrow of new mone y? 

Mr. Kexry. All of that would be financed by repayments, and an 
additional $185 million would be repaid which would be returned to 
the Treasury. 

Mr. Corron. So you anticipate in 1954 you won't have to touch the 
redit of the United States for a single additional dollar ? 

Mr. Ketiy. We will in terms of commitments to pay annual col 
tributions in future years. 

Mr. Corron. Lam afraid I am either not asking my questions prop 
erly or I do not have enough of an understanding of the situation so 
that I can comprehend your answers. To me they don’t mean any- 

thing. 

Mr. Pures. You just do not understand the kind of laws the 
Congress passes. 

Mr. Corron. Earlier in this hearing I thought perhaps we were a 
little rough with these gentlemen, because, as Mr. Egan has said sev- 
eral times, he has a tough problem, and I think we should all realize 
that. In my opinion he has an impossible problem in seeking to ad- 
minister the most monstrous law ever passed by Congress—a law 
that is utterly impossible of decent administr: ation, that insures the 
maximum of expenditure with the minimum of results. 
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LOANS TO LOCAL HOUSING AUTHORITIES 


What I was getting at is that this law provides for your bypassing 
Congress and getting your funds to finance housing by means of the 
credit of the United States. That is correct; is it not? 

Mr. Keutuy. Yes, sir. 

Mr. Corron. And you have been doing that, of course, in com 
pliance with the law? 

Mr. Ketty. Yes, sir. 

Mr. Corron. You are supposed to get the loan at the time of th 
sale of the property ? 

Mr. Ketry. Yes. 

Mr. Corron. Why do they not get the money and pay the interest 
themselves ? 

Mr. Ketiy. We loan the local housing authority at the Federal 
going rate of interest. We pay the Treasury the interest they charge. 

Mr. Corron. You have not as yet had to ask us for appropriation 
for payment of interest for money borrowed for use in public housing / 

Mr. Ketxy. That is correct. 

Mr. Corron. You are not requesting this year for any interest 
money 4 

Mr. Ketxy. That is right. 

Mr. Amis. We do not ask for appropriation to enable us to pay 
the interest to the Treasury. Mr. Cotton. 

Now, the local housing authority, when they float their bonds and 
sell them in Wall Street, we will have to pay interest on those bonds 
as well as pay back the principal. But that is paid in two ways: One 
is by the net operating revenue from the project, and by these annual 
contributions which you appropriate each year, and which you are 
committed to appropriate for 40 years. 

Mr. Corron. Let me see if I can get this straight: Suppose I am 

local housing authority with a project you have approved, and I 
want some money. Just tell me in simple language, so that even | 
can understand it, where do you get the money ? 

Mr. Ketiy. We borrow it from the Treasury, until they sell bonds. 

Mr. Corron. Then it seems to me that you do take the money from 
the Treasury. 

Mr. Eaan. Yes, to start. 


BONDS ISSUED FOR SALE BY LOCAL HOUSING AUTHORITIES 


Mr. Keuiy. May I explain it this way: From the time the project 
is initiated, up until approximately the time it is completed, the funds 
are made available by us out of Treasury borrowings, or we guarantee 
them the funds that are borrowed on private temporary loans, which 
are repaid within a short time. 

At the time the projects are completed the local authority sells 
long-term bonds, at which time they repay us the money that we 
have loaned. And those bonds are retired out of the income from 
the project and contributions which the Congress appropriates an- 
nually. The money which we loan, therefore, turns over; we make 
the loan, and then when they sell the bonds they repay the loans—and 
I might say we cannot have a borrowing from the Treasury of more 
than $1.5 billion. 





Mr. Corron. What is the most you have ever had at one time? 

Mr. Ketxiy. $935 million. 

Mr. Corron. You pay the Treasury the interest ? 

Mr. Ketiy. Yes, we do. 

Mr. Corron. What is the rate? 

Mr. Kexriy. On part of it we pay 17% percent; on the rest we pay 
2 percent ; on most of it it is 2 percent. 

Mr. Puituprs. What do you get ? 

Mr. Ketiy. We loan at two and a half. 

Mr. Puturms. Why do you not pay the going rate? 

Mr. Ketty. The Treasury has been charging us the average cost 
of their borrowings. 

Mr. Pumures. Why are you a preferred customer ¢ 

Mr. Ketxiy. The law has been changed, so that they charge us the 
going rate, the Federal Government rate. 

Mr. Corron. You say the present rate is what on the Government 
bonds? 

Mr. Ketiy. 2.76 percent. 

Mr. Purtutrs. Is it not 2.07? 

Mr. Ketity. You mean the average of all interest? The Federal 
going rate I referred to, is the long-term Federal Government rate 
for 10-year maturities. 

Mr. Putures. 2.76. 

Mr. Ketiy. Yes, 2.76. 

Mr. Puituirs. I still do not understand why you are a preferred 
borrower. 

Mr. Amis. It is written into the statute. 


Mr. Corron. Now, after the project is completed and the local 
authority has floated its bonds, then you repay the temporary loan 
and the Federal Government, however, is still guaranteeing that? 


ANNUAL CONTRIBUTIONS 


Mr. Ketty. The contribution- 

Mr. Corron. And if for any reason they do not make good the pay 
ment of the bond, eventually they come back on the Federal Gov- 
ernment. 

Mr. Ketry. Each year there is an annual contribution which assists 
in paying the interest and principal on the bonds, and Congress appro- 
priates the fund each year; yes. 

Mr. Corton. That is in your budget for this year ? 

Mr. Ketty. Yes. 

Mr. Corron. That is what you refer to as contradistinguished be- 
tween administrative expenses and annual contribution ? 

Mr. Ketry. Yes. 

Mr. Corron. That would be how much for the fiscal year 1954? 

Mr. Ketry. $39,700,000. : 

Mr. Corron. Does any of that come back to us? 

Mr. Ketty. No. 

Mr. Eean. That is a subsidy. 

Mr. Amis. That is the subsidy part of the program. 

Mr. Corron. So that we invest this administrative expense, and we 
invest the subsidy in the form of an annual contribution, and that 
is all the Government loses on it, unless you eventually have to make 
good on the further guaranty of a larger amount? 
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Mr. Ketiy. The amount of it is stated each year, fixed by law; th 


amount of the contract is the maximum the Government is obligat 
for. 


Mr. Corron. That goes to pay for the project. 

Mr. Eaean. That is right. 

Mr, Corron. Then there is not any question but what you are spend 
ing public money. You are not just lending the credit of the United 
States of America in building these houses at all. That was just 
mirage. 

(Off-record discussion.) 

Mr. Putiures. What is the total subsidy amount, on an average basis, 
per unit, and I would like to know what the collections are for eac! 
unit. 

Mr. Ketziy. It would amount to $12,000 over a 40-year period. 

Mr. Pariures. What would you say the average cost of produce ing 
the houses would be? 

Mr. Ketxiy. About $10,600. 

Mr. Eaan. I might add that there is a turnover in occupancy ; these 
houses are not all used by the same people, the same family. We take 
care of a good many more families; it is just not one unit, providing 
for 1 family for 40 years. 

Mr. Prius. What does that have to do with the cost of the sub 
sidy ¢ 

Mr. Ecan. I was just pointing out that we are housing many fam 
ilies—— 


NUMBER OF HOUSING UNITS CONSTRUCTED TO DATE 


Mr. Purmures. Mr. Kelly, will you insert in the record at this point 
the following information: The actual number of units completed; 
the number of units under contract; and the number of units author 
ized, but not yet started. 

Mr. Keuuy. Yes. 

(The information requested follows :) 


Under the Housing Act of 1949 new and reactivated units as of February 28, 1953 


Number of units completed for occupancy ‘ 78, 
Number of units under construction, not vet completed 86, 
Number of units, construction authorized, not vet started___ 
Number of units under annual-contributions contract, construction 

not yet authorized we s : 72, O89 


Mr. Jonas. If the act should bie ame adn to authorize you to charge 
the local housing authority an extra amount of interest above what you 
pay into the Treasury, how much do you think it would have to be in- 
creased to absorb the administrative expense / 

Mr. Ketxiy. Under the original act, Mr. Jonas, we added one-half 
percent. 

Mr. Jonas. Would that take care of it? 

Mr. Ketiry. At that time it was sufficient to pay for administrative 
costs, and it would be my opinion that it would be now. However, 
there is another reason 

Mr. Jonas. You think it would take care of administrative costs ? 

Mr. Keiiy. Yes. There is a problem involved that I might ex- 
plain. If we were to loan all money from the Federal Treasury and 





ey paid us that interest, that interest would be sufficient, in my 
pinion, at this time to pay these administrative expenses. But if 
ese loans were obtained at a cheaper interest rate, through borrow- 
g the money on a 6-month temporary note from private sources, 
en, of course, the Federal Government has merely guaranteed the 
an—those that are made at the lower interest rate—and has not 
tually put out any money, so there would be no interest income. 

It has been the policy of the local authorities and of the agency to 
he extent possible to minimize the interest costs by the use of the 
month’s temporary notes, where the interest rate is from 1 to 1.5 

percent. 

Mr. Jonas. But after the 6 months has expired 
Mr. Ketiy. They repay at the time they sell their bonds. 


ADMINISTRATIVE EXPENSES 


Mr. Krurcer. I understood, Mr. Egan, that the revised budget for 
idministrative expense as now constituted is $13.9 million. 

Mr. Ecan. Yes. 

Mr. Kruecer. Of which 9.6 million is in the form of an appropria- 
tion. 

Mr. Ee@an. That is right. 

Mr. Krurcer. Where does the balance come from ¢ 

Mr. Ecan. That is authorized out of the funds which we derive 
from the operation of the Lanham Act and other programs. 

Mr. Krurerr. The next question is this: There is a difference of 
$4.3 million, and if you do not collect that $4.3 million, how would 
you make up the difference ? 

Mr. Ketiy. We collect considerably more than that. 

Mr. Krurerr. If you collect more, do you spend it or are you held 
down to the $13.9 million ? 

Mr. Eean. We are held down to that figure. 

Mr. Ketity. We can only spend up to the amount of the administra- 

ive expenses, limited by authorization in the appropriation bill. 

Mr. Ecan. We turn in funds to the Treasury every quarter, as 
collected. 


DISPOSAL OF PROPERTIES 


Mr. Trromas. Mr. Egan, will some member of your staff read into 
the record the pertinent parts of the McGregor Act dealing with these 
properties ¢ 

Mr. Eean. Mr. Thomas, I do not have a copy of that language 
before me. 

Mr. Tuomas. Just the pertinent parts. The McGregor Act is the 
act that authorizes the disposal of this property ? 

Mr. Eean. Title V. 

Mr. Ketuy. May I point out that the McGregor Act authorizes 
the relinquishment of the temporary projects built under the provi- 
sions of title V, veterans’ reuse housing; it was Public Law 475 of 
1950, which authorized the relinquishment of the temporary war 
housing, particularly that on land owned and controlled by the Fed- 
eral Government. 

Mr. Tuomas. That is the point I am raising. Does not the Mc- 
Gregor Act apply to the veterans’ program ¢ 
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Mr. Eean. That is correct. 

Mr. Tomas. It does apply to the Lanhan Act housing? 

Mr. Eean. Only to title V the veterans, housing portion of Lanham 
Act. 

Mr. Tuomas. Do you have reference to the Lanham Act? 

Mr. Eean. This is in Public Law 475 of the 81st Congress. 

Mr. THomas. So this was taken care of in two acts. 

Mr. Amts. Yes. 

Mr. THomas. Was there any restraint in those two acts upon you 
discretion in giving away this property to veterans? 

Mr. Eoaan. I think for veterans reuse housing on land controlled 
by this sponsor we have no choice. Under the Lanham Act we can 
exercise discretion in giving it away. On the other hand, we inter 
preted it, after reading the history of it, as a demand to get rid of 
these temporary projects as fast as we could. 

Mr. Tuomas. I am looking for a table to see if we cannot. condense 
this. Can you give us the number of the Lanham units you have on 
hand as of January 1 of this year; and the veterans reuse projects? 
Do you have that Nbiceiloa’ 

Mr. Eaan. Yes, we have that. 

Mr. Ketiy. We have a total of 248,591 units in the Lanham Act 
program. 

Mr. Tuomas. 248,000 plus. 

Mr. Kettry. Yes. 

Mr. THomas. How many veterans reuse houses? 

Mr. Kerry. We have a total in the veterans reuse program of 
24.355 units. 

Mr. Tuomas. Under the 1954 program, how many units do you plan 
to dispose of in each of the two prageams' 

Mr. Ketriy. We plan to dispose of 56,000 units of public war housing 
and about 4,500 of the units in the veterans reuse program in 1954. 
That program was originally about 260,000 units. 

Mr. Tromas. 260,000. 

Mr. Ketty. It is now down to about 24,000. 

Mr. Tromas. And you are getting rid of them ? 

Mr. Kerry. The provision of the law requires that we dispose of 
them or have them vacated by July 1 of 1954. 

Mr. Tomas. How many of the Lanham Act do you propose to dis- 
pose of, say, during fiscal year 1953 by virtue of a freeze order? You 
did not dispose of more than 5,000 of them ? 

Mr. Ketxiy. We are planning to dispose of 41,000 this year. 

Mr. Tuomas. During the fiscal year 1953 ? 

Mr. Kerry. Yes. 

Mr. Tuomas. Who put the freeze order on, and by what authority 
did they do it? 

Mr. Ecaan. The freeze order went on in August 1950. It was put 
on following consultation between the Administrator of the Housing 
Agency and the Defense Establishment, and I think the Bureau of the 
Budget. 


NONADMINISTRATIVE EXPENSES 


Mr. Tuomas. Your nonadministrative expense was $32.7 million for 
1953, and your revised budget for 1954 is $35.9 against the original 
budget request of $38.8. 
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Now, that nonadministrative expense is made up roughly as fol- 
lows: Approximately $7.8 million for fuel; about $4.9 million for 
taxes. What were your maintenance and operating costs, salaries ¢ 
Do you have that available ¢ 

Mr. Keixy. The total salary in the nonadministrative expenses will 
umount to $11,407,000 in 1954. 

Mr. Tuomas. What about your fuel costs? 

Mr. Kextiy. The rent and utility services will amount to $7,267,600. 

Mr. Tuomas. That is mainly fuel; is it not? 

Mr. Keixiy. Yes, plus electricity and water. 

Mr. Tuomas. What are your taxes? 

Mr. Ketiy. Taxes, $4,717,531. 

Mr. Tuomas. That is about $23 million. How much interest is in- 
cluded in that ? 

Mr. Kerry. There is no interest included in that figure. The other 
contractual services, supplies and materials, make up most of the 
other items. 

Mr. Tuomas. Is there any interest charge mixed up in this entire 
amount of $35 million ? 

Mr. Ketriy. No. 

Mr. THomas. For nonadministrative expenses ! 

Mr. Ketry. No. 

Mr. Tuomas. What is your gross receipts on these projects? 

Mr. Ketiy. Approximately $93,659,000 are the receipts available 
for nonadministrative expenses, of which $35,962,600 are estimated 
expenses. The remaining $57 million would be available for payment 
into the Treasury. 

Mr. Tuomas. How much goes to the Treasury over and above the 
nonadministrative expenses ? 

Mr. Ketriy. About $57,697,000. 

Mr. Tuomas. Is any of this $35 million included in the United 
States housing program ? 

Mr. Ecan. Some of it; yes. 

Mr. Kretiy. A small amount. 

Mr. THomas. About $1,450,000? 

Mr. Ketiy. The $1,450,000 is the cost of providing inspection of the 
projects under construction, a reimbursable item from the local hous 
ing authority. 

Mr. Tuomas. It is all mixed up with this other? 

Mr. Kexry. It was included in the tabulation of items that were 
originally made a part of this limitation on nonadministrative ex- 
pense. 

Mr. Tuomas. You are not getting any revenue out of the veterans’ 
re-use program, are you ? 

Mr. Ketty. Yes. 

Mr. Eoan. Very little now. 

Mr. Ketry. It is becoming very small as we liquidate the program. 

Mr. Tuomas. How much are you getting? 

Mr. Ketuiy. We estimate that it would be $2,352,400. 

Mr. Tuomas. The bulk of this $35 million comes out of the Lanham 
Act housing ? 

Mr. Ketry. Yes. 
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Mr. Tuomas. You are getting some from war-housing projects; ar: 
you not ¢ 

Mr. Keiiy. The Lanham Act? 

Mr. Tuomas. No; I am talking about this defense housing, war 
housing. 

Mr. Ecan. Yes. 

Mr. THomas. How much are you getting out of that? 

Mr. Kerry. I have that combined with the others; I do not have it 

parated here. We can supply it. 

Mr. Trromas. I saw a figure here awhile ago, but I have forgotten 
what it was. 


RENTAL CILARGES IN DEFENSE HOUSING 


Now, the defense war housing is housing constructed in 19514 

Mr. Puiturrs. And 1952 

Mr. Ecan. Yes. 

Mr. Trromas. The calendar year? 

Mr. Eean. Yes. 

Mr. Tromas. Is there anything in that act which permits you to set 
a ceiling on your rent? 

Mr. Ketry. No. 

Mr. Tuomas. Even though it is public housing, I think it should be 
brought out that it was not public low-cost housing. 

Mr. Eean. That is right. 

Mr. Tuomas. And is not subject to a subsidy. 

Mr. Egan. That is right. 

Mr. Trromas. Are you collecting enough rental under this program 
on defense housing to amortize the property / 

Mr. Ecan. Yes. We havea formula we have been operating under, 
Mr. Thomas. We can get that for you. 


RENTAL CHARGES IN PUBLIC WAR HOUSING 


Mr. THomas. Are you collecting enough money for war defense 
housing; are you collecting enough money under the Lanham Act 
housing to amortize them ¢ 

Mr. Ecan. We have not estimated any amortization—interest and 
amortization—Mr. Thomas, in the operating budget of these proper- 
ties. We do not include that in the rental. The rents have to be 
omparable with rents in the locality. 

Mr. Tuomas. Do you think you can amortize these projects over 20 

25 years ¢ 

Mr. Eagan. At our present rate of earnings, over one-third of the 
$1.7 billion that was spent on the Lanham war housing will probably 
be returned to the Treasury. 

Mr. Tuomas. In other words, you will amortize about one-third, and 
you will lose about two-thirds? 

Mr. Eean. As a war casualty. 

Mr. THomas. Now, on these Lanham Act properties, you have figured 
we will lose considerable money. And you refer to one where you 
lost over a million dollars. 

Mr. Ecan. No; we did not lose that. We would if we relinquished 
it to local housing authority. 
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Mr. Tuomas. You mean, by that, that you are getting in excess of 
*1 million of revenue on it ¢ 

Mr. Eean. That is right; we estimated we would lose a million 
lollars. 

Mr. Tuomas. Are your books so set up so you can figure out where 
ou are losing, whether the projects are paying and are good projects, 
ind those that will pay out? 

Mr. Ecan. Yes; we have a complete breakdown on the whole opera- 
tion for each project. 


RELEASE OF HOUSING PROJECTS TO LOCAL GOVERN MENTS 


Mr. Tuomas. What is your present criterion for giving projects 
way? On what basis do you operate; are you going to give away 
roperty where it costs the Treasury a million dollars—or what is the 
vardstick you use? 

Mr. Eaan. Mr. Thomas, the only thing I can say—and Mr, Phillips 
was just reading the act—that we have been trying to hold down main 
tenance costs of these projects, with the idea of trying to get rid of 
them; but we have adopted a policy of relinquishment to the local 
people where they report to us a need for them in the community. 

Mr. Tuomas. And you are cooperating with them, I hope. We are 
not complaining; our suggestion is that you are not moving fast 
enough. 

Mr. Eagan. I was just going to say-—— 

Mr. ‘T'Homas. I was going to ask if you have control as to the time 
when you get rid of these projects ? 

Mr. Eean. Yes. 

Mr. THomas. But you have to have a taker. 

Mr. Eaan. Yes. 

Mr. Tomas. Do you have a lot of people who want these properties ? 

Mr. Ecan. Quite a few. 

Mr. Tuomas. Then why not get rid of them ? 

Mr. Eaan. Sometimes, Mr. Thomas, the locality itself does not care 
to get into it. In some instances, the locality is not authorized under 
its charter to be in the housing business. In those cases where we can 
hot consummate relinquishment, we are freezing tenant intake as of 
July of this year, in accordance with Public Law 475, and we will have 
to evict the tenants from the project by July 1, 1954. 

Mr. THomas. The Housing and Home Finance Administrator han 
dles these projects 

Mr. Eean. That is right; the Administrator’s Office programs them, 
and we build them. 

Mr. Tuomas. You build them; the PHA builds them for the Ad 
ministrator, but under his supervision and direction ? 

Mr. Ecan. Well, he sets up the program and we take it from there. 

Mr. Tromas. He sets up the program. 

Mr. Eaan. Yes. 

Mr. ‘Tuomas. You take the money appropriated to him and build 
them ¢ 

Mr. Eean. We submit a budget of the cost of the development, and 
he approves the budget and makes whatever revisions are necessary, 
und then we proceed with the development in most cases. 
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Mr. Tuomas. Then he has administrative costs for doing practically 
the same thing that you do. It looks like there is a lot of duplication ; 
is there not ¢ 

Mr. Ecan. I do not think there really is, Mr. Thomas. 

Mr. Tuomas. We argued about that last year. 

Mr. Eean. I know we did. 

Mr. Tuomas. Is there any money in your budget for any new defense 
housing for this year, in 1954? 

Mr. Ecan. I do not think so. 

Mr. Tuomas. I think you have an unexpended balance. 

Mr. Eaan. Yes. 

Mr. Tuomas. You did not ask for anything this year ? 

Mr. Ecan. That is right. 


ANNUAL CONTRIBUTIONS 


Mr. Tuomas. Getting back to the low-cost subsidy housing: The 
subsidy this year is about $39 million, is it not? 

Mr. Ecan. Yes; that is the amount for 1954. 

Mr. Tuomas. And when you get these 810,000 units constructed— 
of course it was originally set up as a 6-year program, plus the units 
that were brought in under the new program—what will the annual 
contribution amount to? Give us the maximum for a period of 40 
years; what would it amount to? 

Mr. Ketity. The maximum we can contract for, Mr. Thomas, is 
$336 million a year. It is estimated that the maximum will not be re- 
quired in any one year; there will be money received in excess of 
operating expenditures available to reduce that requirement 

Mr. Tuomas. What would be your estimate? Is not a firm figure 
projected over 40 years likely to be around $336 million? 

Mr. Eean. That is the maximum that it can be. 

Mr. Tuomas, It will not be as much as that? 

Mr. Eean. I do not think so. 

Mr. Tuomas. Let us say about 75 percent of that—that is a better 


muess / 


Mr. Eean. It is a better guess, probably. 
CONTROLS OVER LOCAL HOUSING AUTHORITIES 


Mr. Tuomas. What means have you had under the various housing 
authorities to induce them to hold down operating expenses, mainte- 
nance and operating costs of these units in order that you will have 
more money to pay off the debt, and in turn reduce the Federal sub- 
sidy ? 

Mr. Eean. I would say our controls are mainly budgetary controls, 
together with the audit of the actual income and expenses. Also, we 
investigate the condition of the project, and we investigate the type 
of tenant occupying the housing. 

Mr. Tuomas. Of course, from the public’s point of view and the 
point of view of the taxpayer it does not make any difference whether 
A or B occupies the house; the expenses are just about the same, are 
they not? 

Mr. Ecan. Yes. But as a matter of fact, Mr. Thomas, if you took 
the language to mean that we are to rent the houses to the lowest-in- 
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come people, that would mean that you would have to greatly increase 
the subsidy, because we would be getting that much less rental. In 
other words, if we were to actu: ally rent to the lowest-income families 
n the community we would of necessity require a larger subsidy. 

Mr. Tuomas. You could require the full $336 million ¢ 

Mr. Ecan. It might be, but it so happens that the income of lowest- 
income families today is not so low that we would require the full 
subsidy. 


NUMBER OF UNITS CONTRACTED FOR IN 1952 


Mr. Tuomas. How many units will you contact, say, during the 
calendar year 1952¢ 

Mr. Ketiy. The calendar year 1952? 

Mr. Tuomas. Yes. 

Mr. Ketxiy. I do not have that on a calendar-year basis. 

Mr. Tuomas. All right; what would it be on a fiscal-year basis? 

Mr. Ketriy. 50,000 units—50,741. 

Mr. Priuirs. Is that for the fiscal year? 

Mr. Kery. Fiscal year 1952 

Mr. Puruuies. In other words, that is half of 1951 and half of 1952. 


AVERAGE COST OF CONSTRUCTION 


Mr. THomas. What is the average square-footage cost? We have 
seen some pictures floating around some place indicating that some 
of these rooms are costing $3,000, $4,000, and $5,000 a room. 

Mr. Eean. No; that is not possible, Mr. Thomas. 


Mr. THomas. What is your cost now? 

Mr. Eaan. We have an average—— 

as THomas. On a square-footage basis; what has been your cost, 

, for the last 12-month period ? 

“Vir. Kean. We do not have it on a square-footage basis. We have 
the room costs and the development costs per unit. 

Mr. THomas. Give us some information on ~ cost, and the square- 
footage cost would be more accurate would it not ? 

Mr. Egan. The per unit cost average this includes the land, site 
improvements, and structures—everything, $10,783. That is the 
average. 

Mr. Tuomas. That is a wrapped-up job? 

Mr. Ecan. A wrapped-up job; yes. 

Mr. THomas. That means buying the land, and everything? 

Mr. Eaan. Yes. 

Mr. Tuomas. That is the contract price, including everything? 

Mr. Eaan. Yes; including overhead of the authority, the architec- 
tural fees, and everything else. 

Mr. Tuomas. What was the cost back, say, in 1950; it was consid- 
erably less; was it not? 

Mr. Eaan. It was around that figure. 

Mr. Tuomas. The figure was around $8,500? 

Mr. Ecan. We anticipated in 1949, when the Housing Act of 1949 
was under consideration, that it would cost around $8,500 on the 
average. But, of course, soon after that we ran into a period of infla- 
tion, following Korea. 

Mr. Tomas. What is in prospect now for this calendar year? 
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Mr. Ecan. I think it is going to recede a little. 
Mr. Tuomas. Under $10,000? 
Mr. Eaan. Yes. 


ALLOCATION OF THE 35.000 UNITS IN CURRENT YEAR 


Mr. Yates. Have you programed tentatively the 35,000 units you 
are requesting this year ? 

Mr. Ecan. No; we have some of the locations. 

Mr. Yares. But they have not been programed ? 

Mr. Ecan. No. We have entered into some annual contributions 
contracts for some units which might possibly go ahead. In other 
words, we took the language on the 35,000 units written into the 
statute last year as controlling us at every stage of the operation. 

Mr. Yates. In other words, you will not undertake a program, to 
program these units until the appropriation bill is approved ? 

Mr. Ecan. That is correct. 

Mr. Yates. You will not continue with last year 

Mr. Ecan. Suppose we did not get the 35,000; suppose Congress 
decided to give us some other figure. 

Mr. Yates. Do you have any idea, or have you come to any con- 
clusion where you would put these 35,000? 

Mr. Eaan. Yes; we have adopted some criteria to be followed, to 
see that we make an equitable allocation on a nationwide scope. 

Mr. Yates. What is the formula? 

Mr. Ecan. Well, for example, first consideration would go to those 
localities which have not yet started a project—were late coming in— 

and we would program some units in the South, say, where there is a 
white project and there is needed a Negro project to balance out the 
local program. 

Those are two of the criteria we follow. If we did not do that, we 
would find that Puerto Rico, New York, and a few of the large metro- 
politan areas would gobble up the whole business. 


NUMBER OF BUDGET PERSON NEL 


Mr. Puitires. How many budget officers, or how many people are 
working in the budget for public housing ? 

Mr. Keiity. We have a staff of 23, of which I think 14 would be 
comparable with the normal budget activities, and 9 of them, or the 
equivalent of 9, are engaged on individual project budget activity. 


NUMBER OF ECONOMISTS 


Mr. Putters. I have a memorandum here which states that there 
are 27 economists in Public Housing Administration, which is the 
largest number in any of the constituent parts of the Housing and 
Home Finance Agency. 

In other words, out of a total of 72 you have 27 economists. 

Mr. Ecan. That is in the field and the central office. 

Mr. Puiturrs. Yes. 

Mr. Eaan. Mr. Phillips, I think we have 1 in each field office ; some- 
times they have 2. 





Mr. Tuomas, What would an economist be doing, one for every field 
office ? 

Mr. Eean. He has to check the local authorities’ applications for 
funds and for approval of a program. We get the economist to check 
over the program requests, the permits to build, and to do that he has 
to keep up with what is going on in the locality. For example, we 
have to be very careful in setting our rent, to maintain the 20 percent 
gap, which is written into the statute—that means we cannot set our 
rents any higher than 20 percent below the minimum at which private 
enterprise is providing standard housing. 

Mr. Tuomas. They are just statisticians, then / 

Mr. Ecan. No; they are doing economic analysis much of which in- 
volves fieldwork. They go out and check certain figures and data, 
vhich the local authorities get up for them and recommend the action 
we should take. 


NUMBER OF LAWYERS 


Mr. Jonas. How many men are in Mr. Amis’ department ? 

Mr. Amis. I have the figures here broken down in this way: Pro- 
fessional, 23 in the central office and 34 clerical. 

Mr. Jonas. And by professional you mean lawyers? 

Mr. Amis. Yes. In the field office there are 66 lawyers and 54 

lerical. 

Mr. Jonas. And how many offices in the field ? 

Mr. Amis. Eight. 

Mr. Jonas. How many per office? 

Mr. Amis. Per office, 8 would be the aver: age ; between 8 and 
lawyers. 

Mr. Jonas. Does that not make up a pretty ood sized legal 
department ¢ 

Mr. Amis. Well, we do not find it so, Mr. Jonas. We find that 
they are overworked. We particularly find that to be true in the 
Atlanta office, where we have a tremendous volume of work. 

Mr. Jonas. What kind of work do they do? 

Mr. Amis. Well, for one thing, they pass on all of the contracts; 
they draft the contracts that we have with the local authorities; the “V 
review for legal questions the bulk of the contracts with the loc al 
housing’ authorities, entering into construction contracts, and con- 
tracts for architects and other services of that kind. 

Mr. Jonas. Would not the local authority have counsel to do that? 

Mr. Amis. Yes: but we also make a check on them, because the Fed- 
eral Government has a financial interest in every one of these contracts. 

Mr. Jonas. Have you ever found that they have uncovered or de- 
tected any errors ? 

Mr. Amis. We always—I would not say always—but we frequently 
make some corrections and changes in these contracts. 

Mr. Jonas. There is nothing fundamentally different about these 
contracts, is there? Are they not more or less standard ¢ 

Mr. Amis. I remember when I first went with the housing program, 
some 15 years ago, I felt that they could be standardized, but I soon 
found that that was not possible, because they will vary, depending 
upon the local laws and the local conditions and the particular cir- 
cumstances of the transaction, so that we need to make a legal review 
of every one of them. We feel that it should be done. 
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Mr. Jonas. What regional office looks after my State of Nort! 
Carolina ? 

Mr. Amis. Richmond. 

Mr. Jonas. How many States are serviced by this Richmond office’? 

Mr. Amis. The States of North Carolina, Virginia, Kentucky, and 
West Virginia. 

Mr. Jonas. How many projects do you have presently in that area 
right now ? 

Mr. Ketiy. We do not have that broken down here. We can supply 
it if you wish. 

Mr. Jonas. I would like to have that, if you please; it would give 
us some approximation of the workload. 

Mr. Amis. You would like to know the number of lawyers in each 
field office, and the number of projects under this region ? 

Mr. Jonas. I think that would be interesting. 

Mr. Amis. Yes: we can supply that. 

Mr. Puttiis. Thank you very much, gentlemen; we will see you 
next year. 

(The information requested follows :) 
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Fripay, Marcu 27, 1953 
TENNESSEE VALLEY AUTHORITY 
WITNESSES 


JOHN OLIVER, GENERAL MANAGER 
JOSEPH C. SWIDLER, GENERAL COUNSEL 


Move or Boarp Orrices tro Muscie SHOALS 


Mr. Puuures. We have before us at our request representatives of 
the Tennessee Valley Authority, Mr. John Oliver, the General Ma: 
ager, and Mr. Joseph C. Swidler, General Counsel. Also in the 
room is Miss Owen, the contact officer, with headquarters in Was! 
ngton. 

In addition we have present our colleagues, Hon. Howard H. Bake 
of the Secon id District of Tennessee, and Mr. Robert Jones of thi 
Eighth D str ict of Alabama. 

Also in the room is Mr. Selden of the Sixth Alabama District. 

We cs ive not yet had your gas budget. 

Mr. Outver. I am a little bit apologetic about the budget revision. 
Mr. Chairman. Mr. Clapp, I understand, has been in communication 
by telephone with Mr. Dodge. I expect to get back to Knoxvill 
t¢ oht, and can make a better report on it later. We will get the) 

s early as we can. 

Mr. Puruirs. We are in the process of getting the material for 
the b containing practically all of the agencies, except perhaps the 
largest agency. In order to complete the schedule which Congress 
desires to follow I hope you will put everything you have on getting 
the revised budget up to us. We had hoped that would be done | ry 
today. 

Mr. Ourver. We had hoped it would, too. 


Mr. Puiiirs. With respect to the matter concerning which we 


ked you to come here: On the 12th of March you gentlemen among 
hers came up and presented your budget for 1954. You said nothing 
whatsoever about moving the administration office from Knoxville to 
Muscle Shoals. That move appears to have been solemnized by docu- 
mentary evidence in the signing of the contract on the 10th of March 
to move a certain portion of the administrative offices from Knox- 
ville to Muscle Shoals, and you are now about to become engaged in 
the building of a new building, in the making of a contract for the 
construction of a building. 

We thought this matter was of such importance that we were won- 
dering why you did not mention it to the committee when you appeared 
before us. 

Mr. Baker, who is responsible for some of this information being 
brought to the committee’s attention, is with us, and we have asked 
the representative from the Muscle Shoals district, Mr. Jones, to be 
here, and we would like to hear your side of the story. 


ot 
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ONG-RANGE PLANS OF TVA CONCERNING THE LOCATION OF BOARD OFFICES 


Mr. Outver. Mr. Chairman and members of the committee, before 
esponding to the request of the chairman of this committee to discuss 

ith you the details of TVA’s plans for the removal of the offices of 
ts Board and a portion of its staff from Knoxville to Muscle Shoals, 
| should like, if | may, to correct certain misapprehensions that have 
regretably arisen, at least in the local papers 

Mr. Putures. By local, you mean the Knoxville papers? 

Mr. OLIver. Knoxville, ves. This is not an abrupt or hastily con 
dered change of residence of members of the Board or the general 
dministrative offices. Fourteen years ago the Board of TVA, after 
in exhaustive study of all the factors concerned, concluded that it 
ould serve the region best by moving its administrative offices to 

Muscle Shoals where its legal he: adquarters are located | act of 
Congress. 

Although the Board’s de cision to move has never been a secret, the 
ictual date of moving has been postponed repeatedly because of 
ational emergencies which prevented the use of materials ors 
o carry out the plan. Those postponements have given tl Board 

any aopuetaitien to review its decision, and each year, the evidence 
ples up that the decision of 14 years ago was a good one : and has been 

oo long delayed. Knoxville is not now a suitable location for the 
Board and central management of TVA. 


REASONS FOR MOVING 


At Muscle Shoals the Board of TVA will be nearer to the capitals of 
3 of the 4 States where TYA’s principal activities are concentrated. 
Muscle Shoals is in Alabama but it is closer to Nashville, the capital of 
Tennessee, than is Knoxville. Muscle Shoals is nearer Montgomery, 
the capital of Alabama; it is nearer Jackson, the capital of Mississippi. 
As TVA witnesses testified before this committee earlier this month, 
TVA’s relations with State and local governments are more and more 
important in the furtherance of the program going forward jn that 
area. Muscle Shoals is a central location on the navigation highway 
the Tennessee River has become. Although TV A’s power headquar 
ters will remain in Chattanooga, it is significant that Muscle Shoals is 
125 miles nearer the center of the TVA power service area than 
Knoxville. 

I should like to state as emphatically as I can that the Board has 
only one purpose in this move. It has not been guided by its own con- 
venience or by the convenience of its staff. Its single purpose is to 
place itself and its administrative staff where they can serve the 
region best. 

We are aware that since the announcement of this move there have 
been many protests from the commercial and real-estate interests of 
Knoxville. This is entirely understandable, and we do not complain 
because they have exercised their right to criticize and protest. But 
the TVA Board has a job to do, and it is under a heavy obligation to do 
its job in the most effective way possible. Neither its personal conven- 
ience or the pressures of local interests, or even the preference of its 
employees, can be controlling when sound management dictates that 
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1 Job can be done better for the region as a whole by working at one 
ie we rather than another. The responsibility of the TVA Board for 
such decisions cannot be delegated to local groups or the local press 
I do not believe this committee would have it otherwise. 

The considerations which led the Board in 1933 to locate administra 
tive offices in Knoxville were precisely those which lead it now to move 
to Muscle Shoals. It went to Knoxville despite the fact that its legal 
headquarters were Muscle Shoals and the general expectation was that 
members of the Board would reside there. But the most pressing job 
in 1933 was the construction of Norris Dam. 


PROPOSAL OF THE BOARD TO MOVE MUSCLE SHOALS IN 1940 


Fourteen years ago, within 3 years after the completion of Norris 
Dam, the Board of Directors concluded that the administrative ad 
vantages of remaining in Knoxville had largely disappeared, and that 
the time had therefore come for the move to Muscle Shoals. In 1940, 
funds were requested of the Bureau of the Budget for construction 
of office facilities at Muscle Shoals. The request came to the Budget 
in the autumn of 1940, after the fall of France, when materials short- 
ages were already developing as a result of the stepped-up production 
program. So the allowance was postponed. World War II of course 
further delayed the move, and during the war years, when we were 
building dams on the tributaries, Knoxville was a reasonable location 
for the Board’s office. 

In the spring of 1946. in connection with the TVA appropriation 
bill for 1947, the Congress approved an item for carrying out initial 
planning for office facilities at Muscle Shoals. 

Mr. Putiires. What year was that? 

Mr. Oxtver. The appropriation bill for 1947. The record of the 
hearings include a copy of the justification presented to committees 
of the House and Senate and testimony by the Chairman of the 
Board, then Mr. Lilienthal. reafiiming the Board’s decision to move. 

Again, in January 1947, Chairman Clapp indicated to the Senate 
Committee on Public Works that studies showed. and he believed, 
that the Board and major staff could function most effectively from 
Muscle Shoals. 

Mr. Priurrs. mye me have the date before the legislative Public 
Works Committee again. You are referring to legislation, not ap- 
propriation. 

Mr. Outver. Yes, sir. In January 1947, 

Mr. Puiturrs. All right; that was a year later. Now you come to 
1950, 


PREPARATION OF PLANS TO MOVE IN 1950 


Mr. Ouiver. Yes. In the spring of 1950, Mr. George F. Gant, then 
General Manager of TVA, to whom the Board had assigned further 
work on the plans, recommended that. proposals be solicited from 
priv: ite builders who might be interested in providing space and leas- 
ingitto TVA. P roposals were obtained from four different sources, 
all considered financially peepee le. The most advantageous pro- 
posal was one submitted | xy Mr. Wallace S. Pitts, of Montgomery, 
Ala. After its general terms had been approved, but — to formal 
acceptance by the Board, the outbreak of hostilities in Korea and 
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e increased drain of military requirements on steel and other ma- 

terials made it obvious that the project should not go forward for the 
me being. In order that the arrangement might be carried out 
th least delay, letters were exchanged with Mr. Pitts recording 
ie understandings reached before the plan was deferred. 

In the early spring of 1952, when it became apparent that the 
teel shortage was likely to be eased soon, the Board instructed the 
staff to resume negotiations, resulting in the agreement finally signed 
on March 10, 1953. 

The move will place the Board, with its managerial staff, closer to 
the places of its work and its future developmental problems. In 
aha that the move may be seen in all its relationships to the entire 
[VA organization, I should like to describe to the committee the 
tivities which are now being carried on at the three major admin- 
istrative centers—Knoxville, Chattanooga, and Muscle Shoals. 

Muscle Shoals is headquarters for the Chemical Development and 
Chemical Operations Divisions, as well as the Alabama power district, 
an area office of the Division of Reservoir Properties, the malaria- 
control and occupational-hygiene laboratories, a district forestry 
office, one of two TVA forest nurseries, and the central power ware- 
house and system service-shop organization. The physical facilities 
include the Wilson hydro and steam plants, the central warehouse 
and service-shop fac ilities for the entire power system—completed in 
1952—the fertilizer plants—which are among the largest in the 
country—and the new chemical laboratory building completed in 
1951. Colbert steam plant is under construction 12 miles from the 
Muscle Shoals reservation. As of February 28, 1953, there were 
3,680 employees in the Muscle Shoals area, including 953 at the Col- 
bert plant. 

Mr. Anprews. How many were on the construction that you re- 
ferred to? 

Mr. Oxtver. The 953 were working on the Colbert steam plant. 

Mr. Jonas. Are these 953 TVA employees or employees of the 
private contractor? 

Mr. Ortver. They are TVA employees. 

Mr. Jonas. Are some of them permanent employees? 

Mr. Otiver. Yes, sir. The laborers and the mechanics on the 
project are not permanent employees. They are employed by the 
TVA for this particular job. The engineers are also people employed 
directly by the TVA 

Mr. Jonas. Can you break that down and give us the number of 
permanent employees of the Tennessee Valley Authority with head- 
quarters at Knoxville? 

Mr. Ottver. Yes, I can do that. 

Mr. Priiies. You are going to furnish that to the reporter ? 

Mr. Outver. Yes, I will give that. 

(The following information was submitted :) 

As of February 28, 1953, there were 1,555 permanent TVA employees stationed 
at Knoxville. 

Mr. Jonas. How many of the 953? 

Mr. Putiuies. You mean 3,680? 


Mr. Ontver. Of course, 3,680 is the total number in the Muscle 
Shoals area. 
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ACTIVITIES LOCATED IN THE MUSCLE SHOALS AREA 


Mr. Putiures. Mr. Jones, what is the popul: ation of Muscle — 
Mr. Jones. Between fifty-five and sixty thousand—in the area. 
Mr. Puiures. About 60,000? 

Mr. Jones. Between 55,000 and 60,000 in the 4 towns all contiguous 
to Muscle Shoals. 

Mr. Puitiirs. What are they? 

Mr. Jones. Florence, Sheffield, Tuscumbia, and Muscle Shoals 
There is another community, Hill, Ala., that is close to Muscle Shoals 

Mr. Putiures. What is the population of Muscle Shoals itself ? 

Mr. Jones. I think it is about 3,000. 

Mr. Orrver. The personnel in the Muscle Shoals area proper totals 
2197. 

\lr. PHILuIrs. TVA employees ? 

Mr. Oritver. TVA employees. That figure includes 946 permanent 
employees; office employees, engineers, and the like, who are employed 
onan annual basis; it includes 1,781 trade and labor employees, mainly 
engaged in the operation and maintenance of the chemical plants, 

plant and other facilities immediately adjacent to the Wilson 


rweservolr. 

Mr. Tuomas. Before Np leave that, Mr. Oliver: before we get 
through I would like you to my lress yourself to the question of why 
this matter was not pre ented to the committee when the TVA staff 
was up here in — r sizable numbers. 

] 


Mr. PHi.uirs. I 
LT 


ave that question too. 

Mr. THomas uld like to know further if this represents 
appropri 1 fi , or corporate funds, and how much you are pay 
Ing per square tS building, and how many employees it 

1] date. 

Puiturs. I am sure there will be a number of questions, but I 
ve should allow Mr. Oliver to conclude his statement. 

Mr. Ontver. Thank you. I think some of the questions will be 

wered as I go alone 

Chattanooga there is located the headquarters of the power 

izat Division of Property and Supply, the maps and 

ation, an area office of the Division of Reservoir 

and a district office of the Division of Forestry Relations; 

iarters office of Health and Safety, which is the only group 

hattanooga involved in the se heduled move. The total num- 
ployees on February 28 in Chattanooga was 2,210. 

cal facilities in the i mmediate Chattanooga area include Chick- 

d Hales Bai ‘Dams. In the city itself, physical facilities are 

od lie ly to electrical equipment involved in this nerve center 

» power system. 

\t Knoxville, where 2,379 employees are located, there are several 
offices which are not involved in the move; these are the engineering 
clivisions, the eastern power district headquarters, and an area office 
of the Division of Reservoir Properties. The principal staffs in- 
volved in program work which will be moved are the staffs engaged 
in Agricultural Relations work and in Navigation. 

Now let us take up the Division of Agricultural Relations first. Its 
work centers around the chemical research and production activities 
at Muscle Shoals. It is the staff responsible for determining how the 
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arch and production facilities at the Shoals can best be related to 
problems of soil and land management. 

It has long been clear that the Division of Agricultural Relations 
ild be transferred to achieve better integration with the fertilizer 

erations at the Shoals, and it would have been transferred years ago 

ts activities had not also required frequent consultation with the 
ird. Action with respect to this staff has been postponed to permit 

o coincide with the Board’s move. 

There is an analagous situation with respect to navigation. In 

‘noxville, this staff is based at the extreme upper limit of navigation. 
cle Shoals is much nearer the center of the channel and the ac 
ties with which the staff is concerned. The center of transportation 
of the Tennessee River has been figured by the tran port ition 

perts at river mile 270, which is 377 river miles from Knoxville, 14 

es from Muscle Shoals. 

It has also been clear that the Health and Safety Division, now 
ided hhh Chattanooga and Muscle Shoals, should be consoli 
dat the latter location, where its laboratories are. This move, too, 
been postponed in order that it might coincide with the moving 

the Board. I believe the committee will agree with me that the 

sons for moving these three units out of Knoxville and Chattanooga 

Muscle Shoals are compelling. 


OTHER FACTORS CONSIDERED IN MAKING THE MOVI 


Lay ] ci CUSS the move as it relates LO the Board itself a nad 
management service units Person nel, Law, Finan ec, Reg onal 


cies, and the headq uarters of Re servolr P roperties. These, too, 


| 


to be located ec loser to where the work woes on. The key factor 
ble for the Success of ‘I V A’s eevee ope ratior to date 1S 
fact that TV A’s mat mgement service e mployes s have kept close 
h with the people actually doing the job nthe field. The location 
Muscle Shoals is better for this purpose than Knoxville. What 
Board knows it must avoid, what every General Manager has 
wh must be avoided, is the development in ‘T VA of a head qui trters 
ront office” psychology which would insulate management from 
iob. 
The move W il] increase internal operating efficiency. 
ill bring together un ie 1 roof staffs now scattered about 
el nt buildin oS in Knoxville and 1 in ¢ ares baby Commu! I 
pareve n staffs will be better, coordination of work made easier. 
“Aft 1” the moves which have been described, the pr ine ipal ors aad 1 
il units remaining in Knoxville will be the engineering divisio1 
der direction of the Chief Engineer. The work of these divisions is 
f such a nature that it does not require day-to-day Board review. I 
ould not minimize the work of these divisions, which is extremely 
eavy and extremely important, nor would I minimize the importance 
to that work of Board guidance and supervision. It isa fact, however, 
hat in design and construction work, questions requiring Board 
view arise with less frequency than in chemical engineering, agri 
ulture, health and safety, and other fields. To put it differently, it 
less important to the work of the Knoxville engineering divisions 
that the Board be located at Knoxville than it is to the rest of TVA 
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that the Board be at Muscle Shoals with the divisions already there or 
scheduled to move. 

The Shoals area is well located from the standpoint of TVA’; 
work. 

It is a central point on the river; 259 river miles from the mout} 
571 from the head of navigation at Knoxville. As I stated earlie: 
it is closer to Nashville, the capital of Tennessee, than Knoxville. 
whether one goes by highway, by rail, or by air. When one travels 
from Knoxville to Memphis on the Southern Railroad, he passes 
through Muscle Shoals, It is 34 air miles closer to the geographical 
center of the State of Tennessee than Knoxville—and as I stated 
earlier, 125 air miles closer to the center of the TVA power servic 
area. 

These figures mean less time spent in getting from headquarters to 
the jobs in the field; a saving in time means a saving in money and im 
proved performance of the work. 


NUMBER OF EMPLOYEES THAT WOULD MOVE 


One further misapprehension I should like to correct. I believe 
the size of the problems presented by this move have been exaggerated, 
at least in the Knoxville press. Less than a third of TVA’s office 
employees in the Knoxville area are scheduled to move. 

Mr. Jonas. Give us the number. 

Mr. Ontver. One-third of the 1,600 office employees; well, let us say 
in excess of 1,500. The figure of 2,379 I gave previously includes 
trade and labor employees. 

Mr. Pritirs. How many of them will move? Are they all to 
move ¢ 

Mr. Oxtver. Involved in the present plan, 500 people. 

Mr. Puiiures. 500 families? 

Mr. Ontver. No; 500 employees. The total number of persons now 
employed in the divisions affected is about 500. This includes mes- 
sengers, file clerks, stenographers, secretaries, as well as the super- 
visory and technical staffs involved. They are not all heads of 
families. Not all of them will wish to move. While many of us will 
move and will leave Knoxville with very pleasant memories of the 
years our jobs have permitted us to live there, others will prefer to 
remain. We do not believe the impact on the community life of 
Knoxville will be as grave as some are now suggesting, nor that the 
addition of a few hundred persons to the Tri-Cities area will prove 
too great a problem for those communities to handle. 


TERMS OF PRESENT LEASE AGREEMENT 


Subject to later questions, I believe this summarizes pretty will the 
reasons why the Board proposes to move to Muscle Shoals in the fall 
of 1954. The lease agreement entered into on March 10, 1953, pro- 
vides that the building will be constructed by the lessor at his — 
and that TVA will lease the building for 20 years. Rentals are based 
on a firm cost figure of $3,720,000. The building will have 120,000 
square feet of net usable spac e, 1. e., space exclusive of corridors, stair- 
wells, washrooms, and so forth. The base rental for the first 10 years 
is $299,507 per year; $228,850 per year for the second 10 years, or an 
average—— 
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Puitiies. For how long? 

Oniver. For 10 years. $228,850 per year for the second 10 
or an average of $264,175 per year. 

Tuomas. You are paying about $23 per square foot for usable 


* Oniver. $20 per square foot is the construction cost figure. 
THomas. The usual space you get in a building will be about 
» per square foot. 
How many employees are you vFoing to have in the building ? 
Mr. Oxtver. There will be about 535 initially; there will be some 
ther 
Mr. THomas. 585, which means about 220 square feet per employee, 
it not ¢ 
Mr. Ouiver. That gives us a lot better space, and a bit more space 

1 we now have at Knoxville. 

Mr. Tomas. What is the average space throughout the Government 
r employee ¢ 

Mr. OLIver. It will Vary, Mr. Thomas, by the nature of the work 
ne carl ied On. | would he elad to secure those heures and pros ide 
em for the committee. 

Mr. Toomas. If my memory serves me correctly, ust about a 
ndred percent highe rs 
Mr. Poituirs. Will you proceed with your statement, Mr. Oliver ? 

Mr. Oriver. At the end of 20 years the building becomes the prop- 
t\ of the United States Government. without further payvinent, In 
dition, the Government has the option at any time to buy the building 
thr base price, less the amount of cost amortized through rent on 

percent amortizat ion basis. The annual PToss rent per square foot. 
ncluding insurance, taxes, services, and amounts credited to the option 
price figures $3.68 cents for the 20-year period. This figure, including 

it does amounts credited on the option price, is consistent with the 
prevailing rent for spac e of similai qui ili ty in which the tenant acquires 
oO rights. 

Mr. Tuomas. You are putting up a building about 100 percent better 
han other buildings in the community, and you will be paying ai 
nereased rent in the local ty 

Mr. Outver. Of course, a comparison cannot be made in the com- 
munity, because no comparable space exists there at this time. 

Mr. Tuomas. Mr. Chairman, I think I have heard about all I want 
to hear on that point. There is 1 point I want to have developed, and 
that is why these gentlemen did not come to this committee and tell 
us frankly that they needed some $3,800,000 to put up a building, and 
tell us whe re the buil ling was going to be. and that they woul: ly rob 
ably have to reduce the cost to about 50 percent of the shaded cost 

of the building. 

Mr. Outver. Mr. Thomas, we came before this committee on March 
12 to discuss our 1954 budget, involving many extremely important 
problems for the Tennessee Valley and the Nation. 

Mr. Tuomas. $3,800,000 is not exactly chicken feed, an item which 
you did not mention. 

Mr. Ouiver. This is one of many rental transactions. We have 
leased space in Knoxville and Chattanooga which will be given up, 


30608—53—pt. 8——47 
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and are providing for space at Muscle Shoals, another community of 
the Tennessee Valley area. There is nothing involved in the 1954 
budget for this particular transaction. 


FAILURE OF TVA TO JUSTIFY THE NEW BUILDING TO CONGRESS 


Mr. Puivuips. It is a question of bringing this to the attention of 
the committee. Here is an agency of the Government which proposes 
to spend a certain amount of money, not only for the construction of 
the building, but for subsequent expenditures, and yet we find nothing 
whatever mentioned in the justifications about it. You have given us 
an interesting statement up to this point regarding the facts yo 
have in mind as the reason for moving, but never in the whole history 
of the TVA have you mentioned anything about this move to Muscle 
Shoals to this committee. 

The statement you refer to in 1947 was made to another sub 
conunittee. Never once has the idea of moving the administrative 
offices from Knoxville to Muscle Shoals been made to this committee, 
although before another committee you did make the statement you 
would come and request funds in subsequent years for a building. 
That was made on page 933 of the hearings in the 79th Congress, 2d 
session, to the Subcommittee on Government Corporations which exist 
ed at that time. I think it might be well to have the reporter put in thi 
four paragraphs which refer to it, and which I will now read, be 
cause we do not want to overemphasize this. 

Mr. Yares. For my own information, was the Subcommittee on 
Government Corporations a predecessor to this committee ? 

Mr. Putiiirs. No. It was a separate committee and existed for 
just a few years, and there were no members of this committee who 
were members of that committee. 

Mr. Anprews. But that committee did handle the appropriations 
for TVA? 

Mr. Pures. That is correct. 

Mr. Anprews. And TVA was later transferred to this committee. 


PRELIMINARY PLANNING IN 1947 


Mr. Putiuies. I do not know what its prior history was, but we did 
create the Committee on Government Corporations, and it did hear 
TVA, and subsequently, 2 years later, the Committee on Government 
Corporations was discontinued and TVA came to this subcommittee. 
I just want to refer to this statement on additions to Muscle Shoals 
reservation : 

The Muscle Shoals additions include design and construction of a highway to 
replace present inadequate access facilities, planning and design of a garage, 
design of general office buildings, and miscellaneous minor additions to general- 
service facilities. 

The amount of $189,000 is budgeted for office-building design * * *. 

Was that all expended for the design of a building? 

Mr. Outver. I would have to check that. 

(The information is as follows:) 


Of the $189,000, $2,074 was expended for design work. 
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Puiturrs (reading) : 
and provides for preparation of preliminary plans for an office-building 
up at Wilson Dam * * * 
Is that where it is going to be located ¢ 
Mr. Ottver. That is correct. 
Mr. Puriuirs (reading) : 
* together with detailed construction plans and specifications for the first 
nit of this group. 
hese facilities will: provide permanent headquarters for the TVA Board and 
s general administrative staff now located in rented quarters primarily at 
Knoxville, Tenn., close to the sites of most of the heavy construction projects 
which are about finished. The move will be scheduled over a period of several 
ears. 
It is planned to provide necessary office space in a group of buildings designed 
) permit construction of one or more units in sequence and at any desired 
speed. During fiscal year 1946, preliminary plans for the first building and for 
essential related facilities will be drawn up preparatory to the development of 
construction plans and specifications scheduled for 1947. It is planned to re- 
quest funds in fiscal year 1948 for construction of the first building for prep- 
iration of construction plans and specifications for the balance of the group to 
» built in succeeding years. 
[ thought it well te put that into the record at this point. 
Have you concluded your statement, Mr. Oliver ¢ 
Mr. Oxtver. No, sir. 
Mr. Pxutuuies. I wish you would, because I want to refer to some 
of your points. 


COST OF THE NEW BUILDING 


Mr. Outver. The gross annual rental per square foot, including in- 
surance, taxes, and amounts credited to the option price is $3.68 for 
the 20-year period. We understand office space of this character in 
Washington runs from $4 to $6 a square foot, and the most of the 
costs are at the upper end of the scale. 

Without the option credits, but adding depreciation, the rental would 
be $2.62 per square foot. This figure of $2.62 for modern, first-class, 
air-conditioned office space, designed for TVA’s specific use to pro- 
mote maximum efficiency in operation, may be compared directly with 
average rentals of $2.54 per square foot that TVA pays in Knoxville 
for scattered and much less desirable space, most of which is not air- 
conditioned nor designed for TVA’s efficient use. 

[ am sorry if I have taken too long to describe the details of a prob- 
lem of office management. I hope I have made clear the considerations 
which prompted the Board’s decision. 

Mr. Jonas. Will TVA pay the taxes on this building throughout 
the period ? 

Mr. Putiirs. You will remember a little argument we had on the 
12th of March as to whether TVA was paying adequate amounts of 
taxes, 

Mr. Ouiver. That is correct. Taxes are included in the $2.62. 

Mr. Jonas. I wanted that brought out. 

Mr. Otrver. It includes taxes and services to maintain the building. 
It is a gross figure. 

Mr. Jonas. Then, Mr. Thomas, the answer to your question is the 
number of square feet in the new building at Muscle Shoals will be 
224 square feet per employee, and the Public Buildings Administration 
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allows approximately ai 
office space per employee. 

Mr. Tuomas. I figure it is 240. 

Mr. Pucuips. | took the net figure he gave, and it 1s only 211 squat 
feet in Washington, if it includes all of those other lavatories, hallway 
and so forth. 

Mr. Thomas. And he has 240 square feet. 

Mr. Puinturs. Which is twice the size of the allowance in the 
rf Washington. 

I do not see, Mr. Oliver. _ the statement of the COMparats VE 
cost of what you are paying i 1 Knoxville would have to do with the 
comparative costs in Washington. I think that is a minor detail. 

| do think, as Mr. André Ws has properly said, the desire to extend 
[YA was before that subcommittee then, but I still point out there 
are seven members on this committee this year who apparently neve 
heard of this building before, and you came up here on the 12th of 
March and made no mention then of your intention to spend $3 million 
or to move the offices. 

Mr. Jonas. You kept talking about $3 million. I figure it 
85.283.000. Am I wrong? 

Mr. Outver. The cost of that building is $3,720,000. 

Mr. Jonas. But if you pay $299,502 a year for 10 years, that i 
$2,995,000 in 10 years, and if you pay $228,880 a year for the second 
10 year period, that is $2.288.800 for the second 10 years. That will 
be $5,283,800 for the 20 years. 

Mr. Ourver. I think the difference is the interest. 

Mr. Jonas. I am talking about what you pay if you keep the build 
ing rented for 20 years, Won't 1 t be $5.5 283, O00 ¢ 

(No answer. ) 

Mr. Puuures. What this committee is interested in is what it costs 
the taxpayer. 

Mr. Yarrs. May I havea breakdown, Mr. Jonas, of that cost again ? 

Mr. Jonas. For the irst 10 years they would pay $299,502 a year 
for 10 years ; for the second 10 year per! iod they would pay $998 850) 
per vear to which should be added the ad valorem taxes, insurance, 
and all other costs of management which they assume and which the 
lessor does not have to pay. 

Am I correct / 

Mr. Onuiver. That is correct. 

Mr. Corron. In justice to all parties, if this is a case—and it is 
another case—of an agreement secretly arrived at, can he tell us what 
decrease in cost would result at Knoxville as a result of moving these 
people from there ? 

Mr. Putiiirs. We obviously do not have the whole picture, because 
Mr. Oliver has mentioned the fact that the contract apparently does 
permit them to purchase at any time during the 20 years, at a very 
nice profit to the contractor. 

Mr. Oxtver. There is an option to purchase at the base price of $3,- 
720,000, amortized on a 4-percent interest rate. That is right. That is 
i provision in the contract. 

Mr. Puiuirs. In the meantime, you have to take care of the build- 
ing; do you not? 

Mr. Oxtver. That is correct. 

Mr. Puruirs. And all of the interest? 


average In Washington of 1038 square feet ¢ 


CIty 


Is 
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Mr. Onutver. That is correct. 

Mr. Putuipes. And all of the taxes? 

Mr. Oxtver. That is correct. 

Mr. Paiuures. And repair the building if it needs repair ¢ 

Mr. Oniver. That is correct. 

Mr. Putures. In other words, the man putting up the building, 
nose name you know as Mr. Pitts, does nothing but arrange for the 
onstruction on a firm contract with you that the building will be 
nortized and paid out over a period not to exceed 20 years and that 
( any time in that 20 years you can buy the building from him? 

Mr. Oxtver. That is correct. 

Mr. Puitiirs. Suppose it is all paid out at some time during the 20 
ears. How much profit would Mr. Pitts make on this large invest- 
rent he has at the beginning ? 

Mr. Oniver. I cannot answer that directly. What we did was to 

take what appeared to be the best of a number of proposals which were 

bmitted to TVA in 1950. 

Mr. PuHitwtes. Frankly, is it not in the neighborhood of about 

SHOO OOO ¢ 

Mr. Swipiter. Our own people who have worked most closely on the 

transaction estimated it at about $200,000. 
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NEGOTIATIONS 










Mr. Pun wa I think you should tell us about this rather permimer 
provision I read in the contract that no bids are to be taken, but Mr. 
Pitts estimated, or you expect him to pay about $26,000 for the peng 







ty on which the building is to be placed, with this promiciot that if 
SC ymebo «LY el e comes along and bids highe Tr. he lay mcrenr his hid 





providing the increase in all does not go over $60,000. 

I have read a great many contracts in my life, and I never saw one 
which so deliberately tried to prefer some ‘body in a deal of this kind. 
I dealt with the War Assets Administration for 10-years, and I thought 
they were out of this world. If I am not right, correct me. 

Mr. Swipter. The base price upon which rentals are predicated 
assumes Pitts can purchase the tract of land from TVA for $26,000. 
Now, he will have to buy at public auction and, if he has to pay more al 
public auction, our arrangement with him is that he would be reim 
bursed, but only up to $60,000. If he goes beyond that figure at public 
auction, he would not be reimbursed. And at that point, if he elected 
not. to go through, the deal would fall through: if he elected to go 
through, the excess over 860.000 would be at his own cost. 

Mr. Putuses. That is slightly different than what I read the con 
tract tomean. I do not think the intent is much different. 
















LOCATION OF ITS 





TVA ACT PERTAINING TO THE 
PRINCIPAL OFFICE 


PROVISIONS OF THE 








You said in your initial statement that the legal headquarters of 
the agency were in Alabama. And please understand that anything | 
say is not expressing any particular interest as between places or any 
particular interest in representatives of those places. I have nothing 
of that kind in mind. But, merely from the financial angle, what 
disturbs me particularly is that nothing has ever been said to the 
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committee about it. You say the legal headquarters are there; for th 
reason you presume you must move down there. 

Mr. OLIVER. I did not intend to say that. 

Mr. Prisirs. I say I draw that conclusion from your statement 
Are you implying that a Delaware corporation has to obtain an ad 
ministrative building like that somewhere in Delaware / 

Mr. Outver. I did not intend to imply that we must move fro. 
Knoxville to Muscle Shoals to meet legal requirements that TVA ha: 

Mr. Puiouires. That does not enter into it ¢ 

Mr. Ontver. No; that does not enter into it. I would like to add 
there has always been an expectation that the Board would move 
from Knoxviille to Muscle Shoals whenever operating economies 
and efficiency dictated that kind of move. The Board in the very 
beginning located itself at Knoxville because in 1933 that seemed to 
be the best place where it could get its work done. The reason for 
that location within a few years disappeared, and we have been trying, 
as I indicated earlier, to make a move to Muscle Shoals, not primarily 
or partially to meet a legal point, but because Muscle Shoals seemed, 
on the basis of very exhaustive studies, to be the best location for the 
Joard and administrative staff, 

Mr. Yares. Do I understand correctly that the TVA Act now con 
tains a requirement that the Board’s offices be at Muscle Shoals? 

Mr. Swipiter. Yes, sir; that is right. 

Mr. Yates. That is in the law now ? 

Mr. Swipter. That is in the law now; yes, sir. 

Mr. Puimutrs. I am not an attorney, but is not that the e ustomary 
provision put into any corporation papers, which says that the prin 
cipal offices for business shall be in the State of Alabama? Ts not that 
in every Delaware contract that has ever been written / 

Mr. Swipter. We have considered this as having been incorporated 
for purposes of jurisdiction, venue, and removal of litigation and not 
in order to fix the place at which the work of TVA is carried on. But 
the statute in other provisions indicates the contemplation by Con 
gress that Muscle Shoals would become the domicile and actual resi 
dence of the Board ultimately. For example, there is a provision that, 
of the hundreds of houses which existed on the Muscle Shoals reser 
vation when we came down there and which were built by the Corps 
of Engineers, three of the houses should be reserved for the use of 
the Board. That legal requirement prevented us from disposing of 
those three when we sold all of the other houses. They have to be 
available to the Board. 

I should say our Board does not intend to use them. I mention that 
only as showing the contemplation of Congress that the Board would 
ultimately take up residence at the Shoals. 

Mr. Puinuirs. You said, also, further along—and made quite a point 
of the fact—it was only 14 miles or so from one end of the line and 
100 and some miles from Knoxville. I take it that is not a very serious 
argument in your mind in favor of it. On that basis, the office of the 
Southern Pacific would have to be located somewhere out on the desert 
between Chicago and Los Angeles. 

Mr. Ontver. I was making this point and only this point: that 
Muscle Shoals is a good and reasonable location. 
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HOUSES OWNED BY TVA AT MUSCLE SHOALS 





DISPOSITION OF 














Mr. Puiiuips. Let us concede that and get the cost. If you do move 

er there, Mr. Oliver—you just said you sold some houses at Muscle 
Shoals if you were going to move all of these people down there 
eventually, why did you sell those houses at Muscle Shoals¢ To whom 

d you sell them? Employees of TVA ? 

Mr. Swipter. They were sold at public auction. Most of those 
houses were not sold in place; most of the houses were sold for re 
ioval. 

Mr. Priuies. Were they moved in the immediate area / 

Mr. Swipter. They were moved in the immediate area. Some that 
ould not be moved, of stucco construction, were demolished. We did 
that to get out of the housing business. It is very difficult for any 
large organization to operate a housing project for employees in the 
black. There was considerable sentiment in Congress that all Gov 
ernment agencies should, insofar as their operations permitted, get out 
of the housing business, and we agreed. 

Mr. Priniies. Would you care to say about what that housing cost 
the Government and what it was sold for ? 

Mr. Outver. I would like to get the figures on that. It was several 
years ago. My recollection is that the sale of the houses at Muscle 
Shoals brought around $100,000. That is my recollection. Those 
houses at the Shoals that we are talking about were built during 
World War I, during the construction of Wilson Dam and the Wilson 
steam plant. I do not reeall clearly, but I believe that the book value 
of those houses had been pretty well depreciated, and that the trans 
action showed a profit. I am not sure. 

Mr. Swipter. I believe they had been almost completely written 
off. 

Mr. Prituips. I think, if you will put in the record the number 
of houses involved and the cost of the houses originally—the date they 
were built and, although they may have been fully depreciated, if 
still usable, and the actual cost which you got from them—we would 
like to have that. You say roughly it was $100,000. 

(The information is as follows:) 














At public auctions held during April and May of 1949, the following units 
were sold: 


321 


dwellings : 






Village No. 1 83 
Village No, 2 206 
Village No. 3 29 


Total dwellings 821 


1 apartment building (units) 22 

Of these facilities, 19 dwellings were erected by TVA at a total cost of $124,887. 
The remaining 302 dwellings and the apartment house were built by the War 
Department during World War I in conjunction with the construction of Wilson 
Dam and nitrate plants Nos. 1 and 2 We do not know the original cost of 
the houses built by the War Department. 

Village No. 3, which was built to house operating employees at the dam, was 
appraised by TVA and recorded on its books at a value of $51,998. Because of 
their age and condition, the remaining houses built by the War Department 
were considered to have no value at the date of transfer beyond the cost of 
rehabilitating them. These houses were accordingly carried on TVA’s books 
at the cost of rehabilitation 
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Che following table shows the financial results of the sale: 








Gross proceeds from the sale 
Less selling and cleanup expenses 






Net proceeds 
Book value of properties sold 
Houses erected by TVA 
Houses erected by War Department (app 
of Village No. 3 plus cost of 1 


$124, 887 


aised value 


ehabilitating other 


TSI 
325, SOI 


Less accrued depreciation 









Book value 456, 067 











Book profit on sale 
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OF INFORMATION 





IN TVA JUSTIFICATION 








Mr. Tuomas. From time to time this committee has complained to 
TVA—and has gone a little stronger than complaining—about thx 
lack of information given the committee in your budget. It looks 
to me like this item here is just a continuation of your old plan and 
pattern that you fail and refuse to back away from. At no time, if 
my memory is not faulty, have you ever mentioned an item of the rent 
you have been paying in the city of Knoxville, which has largely 
contributed to its present growth. You are paying a tremendous 
rent, which has never been mentioned to this committee. 

Mr. Ontver. That does present to us the problem of what ma 
terlial— 

Mr. Tuomas. Here is a constructing agency among other things. 
You claim, perhaps, you are the best constructors in the country. 
You do not even want to contract anything: you want to do it on 
force account, because you claim you can do it better than anybody 
else. Why did you not come in and say to this committee “We have 
to have an office building. We are pay ing rent. It is a little high. It 
will be for our convenience, save the taxpayers, and everything else 
to build this building in the Muscle Shoals location. It is going to 
cost $1.5 million or $1.7 million.” Certainly that ought to be enough 
for you. And it all would have been over with. But you did not do 
t. Why did you not do that? 

Mr. Outver. At the time this particular plan was developed, we 
were mn the process of divesting ourselves of housing facilities at 
Norris, and at the Shoals— 

Mr. Tomas. We are not talking about that. 

Mr. Orrtver. We feel that capital outlays by the Treasury at this 
time, as far as our program is concerned for construction, can best 
be spent on generating capacity for the region. We believe very 
strongly that this is a good, sound proposition. 

RENTAL COSTS O1 


rvA 





Mr. Tuomas. You are paying rent every month; are you not, and 
is not that a capital outlay or whatever you call it? 

Mr. Oniver. We are paying rent every month: we are also paving 
rent in Knoxville, Chattanooga, and other locations in the valley. 
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Mr. THomas. How much rent are you paying a month now? That 
more information that you have never given this committee, after 
oming up here for 7 or 8 years. How much rent are you paying 
ery month for office space ¢ 

Mr. Outver. That is in the schedule of obligations in the budget 
presented for 1954. 

Mr. Tuomas. | wonder if you can put your finger on it right quick 

| your own justification. 

Of course, that is so much Greek when you put it in the printed 

idget under “Obligations.” You have one sentence there, with no 

reakdown. If it is in your justifications—and that is where it ought 
to be—I cannot find it, and I would like to have the information. 

Mr. Onrver. I will be very happy to supply you with a complete 
chedule of the rentals we pay in the Tennessee Valley. 

Mr. Puimures. The only item that appears in the printed matter 
that comes before the committee is on page 362 of the committee print, 
[tem 05, “Rents and utility services,” where the estimate for 1953 is 
$1,638,991 and, for 1954, in the original budget, was $1,631,774. There 
sno breakdown and no statement beyond that. So Mr. Thomas is 
correct about that. 

Mr. Yarres. What proportion of the rents would be saved by this 
method? I assume some of it would be saved; would it not? 

Mr. Oxtver. Oh, yes. 

Mr. Yates. What portion would be saved? 

Mr. Outver. Our plans are not complete, of course, on these moves, 
which will not take place for some 18 months, but figures which I have 
indicate that in Knoxville we will give up 80,000 square feet of office 
space for which our rental is $2.81 per square foot. That is a total of 
$224,800. At Chattanooga there is involved 6,000 square feet, and 
the average rentals are $3. That is$18,000. That is a total of $242,800. 

At Muscle Shoals we acquire 120,000 square feet at a gross figure of 
$3.68, of which $1.06 is option credit less estimated depreciation. The 
net rental is $2.62 per square foot or $314,400. 

This means that as of this moment there appears to be an increase 
in the amount to be paid of $71,600, for which we get 34,000 square feet 
of additional space at a figure, roughly, of $2 per square foot. 

Mr. Puitiurps. And reducing them to approximately the same square 
footage, it still is costing you as much or more for floor space: so the 
question of saving does not enter into this; does it? 

Mr. Oxtver. Yes; the question of saving very definitely does enter 
into this. 

Mr. ANprews. I believe you stated the average cost per year over 
the 20-year period for the new building proposed for Muscle Shoals 
would be $264,178. Is that correct ? 

Mr. Outver. That is the rental cost. But this is not the total cost, 
as Mr. Jones pointed out. You would have to add to that the cost 
of services, taxes, and insurance. 

Mr. Anprews. But the rent you are paying today at Knoxville and 
Chattanooga which would be saved by moving to Muscle Shoals 
amounts to $242,800. 
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AMOUNT OF SPACE IN PROPOSED BUILDINGS 


Mr. Oxtver. $242,800 is correct, including about $18,000 for space 
in Chattanooga to be vacated. 

Mr. Jonas. You will have 120,000 square feet at Muscle Shoals, and 
you plan to start with about 550 employees ? 

Mr. Ouiver. Our plans have not yet been thoroughly developed. 

Mr. Anprews. But roughly it is that ? 

Mr. Oxriver. Roughly, it would be 500-plus employees. 

Mr. Anprews. Now, you would have additional space to accommo 
date all of those additional employes if you decided to move ? 

Mr. Outver. That is correct, although I want to be completely can 
did with this committee. This building includes some conference 
space and a small auditorium which we do not have in Knoxville at 
all. When we get the employees together in Knoxville we must 
hire a theater, and in some of our negotiations for wage rates we rent 
a union hall or space in a hotel. Those costs are all—— 

Mr. Jonas. Do you not have courthouses and city halls or public 
school auditoriums available in Knoxville ? 

Mr. Outver. Yes. 

Mr. Jonas. Have you ever tried to get the use of those auditoriums 
for the meetings you describe ¢ 

Mr. Swipier. They are usually not available during the day. 

Mr. Oxtver. On occasions we have used them. In some cases we 
have used churches. 

Mr. Purtures. This is what I think is in the committee’s mind. 
Now, you go down there, and you are exchanging 86,000 square feet 
for 120,000 square feet, but that does not mean you will get the use 
of the additional square footage for office space, really. 

Mr. Otrver. But there are other advantages. 


IMPACT OF PROPOSED MOVE ON THE LOCAL COMMUNITY 


Mr. Puiwuirs. Therefore you said in your testimony you would 
eventually hope to move some of the thousand other employees down 
there in the future. That means the construction of additional build- 
ings. This would necessarily be the beginning move, and that would 
involve eventually other buildings; otherwise you would still have 
your people split between Chattanooga, Knoxville, and Muscle Shoals. 

Mr. Swipter. I think I ought to say that the Board has no con- 
templation of such a consolidation at the shoals. Because of the con- 
siderable spread of the valley area and the conditions of work and 
various other conditions, I do not think even ultimately all of the 
employees of TVA will be consolidated in one place. 

Mr. Putiuirs. Then the testimony in 1946, which you gave in the 
early part of 1946, has been changed: that is, the idea has been 

changed / 

Mr. Oniver. I think not. That testimony, I believe, was. referring 
io the central administrative staff. 

Mr. Putiuirs. You are speaking of a first building and other units 
to be developed in the future. 

Mr. Ouiver. This particular building is in substitution of the plan 
ve hadthen. Let me put it this way: Neither Mr. Swidler nor I would 
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int to commit the Board to some kind of action in the future, and 

e have not looked beyond our current requirements, but we know of 

» plans to move additional staff to Muscle Shoals. 

Mr. Puitures. That isthe most interesting statement you have made, 

ecause, When you do look beyond the current requirements, this com 

ttee natur: ally wants to know what are you going to do with all these 

7 when you do move; where are they going to live; who is going 

build the houses for them: who is going to build the roads; who is 

oing to build the schools for the 500 or 1,000 families down at Muscle 

Shoals. Are you going to lmpose that on the community of Muscle 

Shoals, or w ill we be asked e eventually to sup ply these adk litions to the 
derly community deve lopme nt ? 

Mr. Ouiver. No. I am quite sure the TVA Board has no intention, 

f it can possibly avoid it—and that is not intended as a qualification 
‘TVA Board has no intention of getting into the housing business. 
rh hose houses will be secured in various ways. Some of the employees 

ill rent; some will want to build. 

Mr. Puiuures. Are the houses there now / 

Mr. Oniver. I would assume some additional houses must be built 

ithin the next couple of years in the shoals area, and I am sure that 
t will be done. 

Mr. Puiniips. You know just as well as I do that you have to build 
more houses down there. 

Mr. Ouiver. Somebody has to build more houses down there. 

Mr. Puiiies. Somebody has to do it. 

Mr. Ouiver. Yes. 

Mr. Pui.irs. Has a community survey been made to get the neces 

ties of a move of this kind in the community / 

Mr. Ouiver. A survey was made some years ago. The community, 
as I understand, has contacted us since this move became generally 
known, and the communities in the shoals area are now engaged in such 
a survey. I received a letter just prior to coming up here from the 

chambers of commerce of Florence and Sheffield, asking certain infor 

mation of TVA about the number of employees who would be coming, 
the types of housing they would need, and expressing their desire to 
be as helpful to the e mployees as they could in the move. 

Mr. Puttuirs. This Congress, as you well know, Mr. Jones, is being 
asked by school distri icts for help in every area where public emp oo S 
have been taken in, and the school districts in my district, also, have 
said they could not afford to take care of them. Now, what is the situa 
tion in Muscle Shoals? Do you undertake to guarantee to this com 
mittee that no request will come from the area to whic 7 anne people 
are being taken to help them pay for their schools or to build new 
school buil lings ? 

Mr. Jones. The gentleman from California [Mr. Phillips] knows 
the character of these communities as well as I do. I am quite sure 
as long as Federal funds are made available there is going to be some 
help asked for. However, the people in that area realize their respon- 
sibility to house and furnish community facilities to take care of TVA 
employees. And that has been a subject of discussion between the 
various chambers of commerce, the various civic groups, and TVA 
officials from back in 1938 and 1939 through the various stages of 
proposals of moves. 
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Mr. Ourver. May I make a comment on that? 


The knowledge o| 
this move became e@ 


enerally known 10 years ago in that area when w: 
had plans in 1940 to wove down there, and the communities were asked 
at that time to prepare themselves for this kind of a move. I have here 
i list of some of the things which have been done in that area in th: 
last 10 years. There are 3 new public high schools, 4 elementary 
schools, 2 parochial, and 1 denominational elementary school, thai 
have been built, and 2 additional elementary schools are planned and 
the sites have already been procured by the city of Florence. Then 
there has been one entirely new 129-bed hospital built down there, and 
an addition to accommodate 30 beds has been added to another, and 
another addition provides for 20 beds. 

Mr. Puitiies. Is that a private hospital erected with private funds, 
or is it a Federal or State hospital ? 

Mr. Jones. There are 2 hospitals, 1 in Florence—I believe the 
Coffey Hospital, Florence being the home of John Coffey of 1812 
fame—and then there is a hospital at Sheffield that serves the com- 
munities of Muscle Shoals, Tuscumbia, and Sheffield, and 1 has already 
been enlarged and on a second, I believe construction has been com 
menced to enlarge it. 

Mr. Puritites. How much is actually in the 1954 budget, either 
directly or indirectly, to do what we are talking about today ? 

Mr. Oniver. Nothing is in the 1954 budget for what we are talking 
about today, unless you include the time of the people working on this 
arrangement, the time of Mr. Swidler and myself today. That kind 
of expense is all that is in the 1954 budget. 

Mr. Puitures. If you do not take the people down there from Knox- 
ville, as you suggested they may not all want to move, where do you 
expect to recruit the people to take the places of the people left i 
Knoxville? 

Mr. Ottver. We would follow our normal recruiting procedure. 

Mr. Puituips. Is there that type of labor that is experienced, capable 


office employment? Do you find that available in the area into which 
you are going ? 


Mr. Ontver. Yes. 

Mr. Primus. Would you say so, Mr. Jones? 

Mr. Jones. Yes, sir. 

Mr. Puruires. Has Mr. Pitts ever been an employee of TVA? 

Mr. Ontver. No, sit 

Mr. Corron. Have you made any estimates of what the decrease in 
your rents will amount to in Knoxville after this move is made? 

Mr. Ouiver. Yes. I gave some figures a while ago. That must be 
very rough. Weare giving up 80,000 square feet which, at an average 
cost of $2.81. would be $224,800. 

Mr. Corton. A year? 

Mr. Onrver. A year 

Mr. Corton. And you anticipate that subsequently you will prob- 
ably move some more people down there? 

Mr. Ontver. No. T am sure the Board will continue to move people 
wherever their work can best be done, but we have made no plans for 
moving beyond this which we have described this morning. 

Mr. Swrorer. I think T can put it this way, that every organizational 
unit which the Board thought could operate most. effectively from 
the Shoals is already covered by the plans for this move. 
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Mr. Puiurs. Mr. Oliver testified you are leaving the engineering 
taff in Knoxville and moving the administrative staff down to Muscle 
Shoals. If you are moving the administrative staff down to Muscle 
Shoals and leaving the engineering staff at Knoxville, why would not 
. lot of this administrative staff have to remain at Knoxville or else 
iove them all down to Muscle Shoals? 

Mr. Outver. We do not believe, on the basis of studies, that now is 
iny time to move the engineering staff. I do not know how far in the 
future—or if it will ever be moved. But I am quite clear on one 
thing, that the kind of broad supervision which is required for design 
nd construction work is of quite a different nature than that required 

rthe rest of the TVA program. 


CONSTRUCTION OF FUTURE STEAM PLANTS 


Mr. COTTON. When you were before this committee on youl regulatl 
ring, it was indicated that even if you received the money and the 
iuthority and went ahead and constructed the additional steam plants 
vou are seeking in the 1954 bi idget, that you antic ipate duri ing the next 
» or 6 years construction of some ad litional steam plants each year. 
Of course, you did not indicate where in the future these were Fong to 
be constructed. I assume, perhaps, those plans have not been made. 
But in view of the fact we have heard of those plans as we go along, 
one of the tactors in your seeking to move down to Muscle Shoals 
» fact that these steam plants you are thinking about constructing 

in he future are ties down at that end ? 

Mr. Outver. No. I do not know where the steam plants will be 

vweated. 

Mr. Corron. You really do not know ¢ 

Mr. Ourver. No. Many will be additions to existing steam plants 
But future steam-plant locations would not be a primary consideration 
ind did not enter into this. 

Mr. Corron. Where you are building new projects and developing 
new power would have some bearing on where your headquarters 

hould be, would it not ? 

Mr. Swiper. I think I should add this, that the steam plant at Ful 
ton is located north of Memphis, is closer to Muscle Shoals by the 
whole distance between the shoals and Knoxville. 

Mr. Outver. We now have 7 steam plants under construction, 5 of 
which are closer to Muscle Shoals than to Knoxville. 

Mr. Corron. You mean the construction would be in the area. 
where you have plants now? 

Mr. Outver. Yes. For example, there are spaces for new units in 

ie plants under construction. This move does not contemplate any 
change in the shape of the power service area, and it brings us 125 
miles closer to the center of the power-service area, 


NEGOTIATIONS FOR NEW BUILDING 


Mr. Corron. You said Mr. Pitts’ bid or his proposal seemed to be 
the best of several received. What was the process of ree eiving pro 
posals? You did not advertise for bids; you just had private ne 
gotiations with various people from time to time. What was the 


process ¢ 
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Mr. Ovtver. I will answer that as completely and precisely as | 
can. I did not myself participate in those negotiations. 

In 1950 we were discussing with representatives of the Tri-Cities 
area how space might be provided to house some of our office facilities, 
what the Tri-Cities area could do in helping TVA employees find 
locations, and so forth. My impression is that Mr. Pitts was present 
at some of these discussions. We looked around for other individuals 
and companies which might be interested in building and leasing 
space, and we got four proposals, of which Mr. Pitts’ was the most 
advantageous from the standpoint of the Government. We did not 
advertise for bids any more than we would advertise for leased space 
at any other location. 

Mr. Corron. About when did you get those proposals? Did they all 
come in about the same time? 

Mr. Outver. Yes; they came in and were evaluated at the same 
time. 

Mr. Corron. About when was that? 

Mr. Oxtver. Late October of 1950. 

Mr. Corron. Is Mr. Pitts a resident of Muscle Shoals or Sheffield ? 

Mr. Outver. No. Mr. Pitts, as I understand, is a resident of Mont 
gomery, Ala. 

Mr. Corron. Where do those three people live who submitted 
proposals ? 

Mr. Ortver. One was in Nashville. 

Mr. Corron. Who are they? 

Mr. Oxtver. A proposal was received from J. C. Bradford & Co., of 
Nashville, Tenn., in conjunction with the Foster-Creighton Co., con 
tractors. Another came from L. B. Jackson & Co., of Asheville, N. C., 
and Fort Lauderdale, Fla. The Equitable Securities Corp., of Nash 
ville, Tenn., was asked to submit a proposal. They worked on it, but 
in the end they failed to bid. They indicated that due to their in 
ability to secure firm prices from contractors they did not wish to 
enter a bid. Those were the four proposals received. 

Mr. Corron. This Mr. Pitts is an individual in the contracting 
business, or a member of a firm or organization ? 

Mr. Outver. I think he is a real-estate operator. 

Mr. Corron. Has the TVA, as far as you know, had any business 
dealings with him previously ? 

Mr. Swipter. I do not believe we have; no, sir. 

Mr. Outver. I would want to check that. I do not believe we have 
had any previous business dealings with Mr. Pitts. 

Mr. Corron. Of any kind—contractual or any kind of dealings with 
him ? 

Mr. Ortver. No. May I check and correct that for the record if I 
find we have had ? 

Mr. Corron. I wish you would. 

Note by Mr. Oliver: A check of our records indicates that we have had no 
previous transactions with Mr. Pitts. 


I suppose you have investigated his financial reliability. 

Mr. Outver. Yes; we have. 

Mr. Jonas. That would not be pertinent, because the contract con- 
templates he would form a new corporation. 
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Mr. Swipter. But he guarantees the obligations of the corporation. 

Mr. Corron. But if you were to let some fly-by-night in, he could 
tie up the property and if, after a year or so, he says “I cannot go 
through with it,” it would delay it. 

Mr. Ouiver. A very careful investigation was made before we con- 
tacted anybody toward finding out whether they had a reputation for 
financial responsibility. We considered that all of these four firms 
which we contacted were financially responsible. 

Mr. Swipter. The contractor guarantees the obligations of the cor- 
poration in article 6 of the contract-on page 12. 

Mr. Jonas. But does not the contract contemplate he will form a 
new corporation ¢ 

Mr. Swipter. The contract contemplates he will form a new cor 
poration, and that he will guarantee its performance. 

Mr. Corron. Did this contract have any provision that it can be 
canceled under any circumstances by either party ¢ 

Mr. Puinuirs. Did you write this contract, Mr. Swidler ? 

Mr. Swipter. No, sir. It was written under my supervision. I 
participated in some of the drafting, but most of the work was done 
by amember of my staff. 

Mr. Corron. Now will you answer my question / 

Mr. Swipcer. There is no provision for cancellation. The definitive 
agreements are yet to be written—the definitive lease, the definitive 
indenture—and we are obligated to agree to reasonable provisions 
therein. The substantial provisions are all set forth in this agreement. 

Mr. Corron. And there is no provision for cancellation ? 

Mr. Swipter. There is no provision for cancellation. 

( Discussion off the record. ) 

Mr. Corron. Why did not you advertise this whole project for bids— 
or did you advertise it for bids? 

Mr. Swipter. No; we did not publicly advertise for bids, but we did 
circulate invitations among the group of people that were most likely 
to submit bids. 

Mr. Yates. To how many people / 

Mr. Swipter. Four. 

Mr. Outver. May I make a comment at this point ? 

(Discussion off the record. ) 

Mr. Corron. One comes question: What happens when we are 
tied by an agreement; what can be done? 

Mr. Swipter. That is the point I was trying to make. 

Mr. Tuomas. It is just in keeping with the general idea of TVA to 
demand a blank check to be used at their convenience. 

Mr. Outver. We must have, and certainly there must be certain 
managerial freedom if the job is going to be done cheaply and eco 
nomically,. 

Mr. Puituips. That fact is established for the Board, but it does 
not establish confidence, when you come down here and tell us what is 
going on. 

Mr. Ouiver. I believe it would be borne out, Mr. Chairman, on the 
basis of performance. We have made many lease arrangements in 
Knoxville during the 20 years, and we have a number— 

Mr. Tuomas. It is the same thing that has been going on for some 
time. 
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Mr. Jonas. I would like to ask how you discovered Mr. Pitts in 
order to invite him to submit a proposal, He is not a builder. 

Mr. Oxtver. Iam sorry, I cannot answer that question. 

Mr. Jonas. What TVA officer decided upon the contractors who 
would be circulated with this information ? 

Mr. Ouiver. The Director of the Division of Property and Supply 
is responsible for the acquisition of leased space. 

Mr. Jonas. What is his name? 

Mr. Oxntver. John I. Snyder. 

Mr. Pnitiies. W hy i 1S he not here? 

Mr. Outver. He is on vacation, Mr. Phillips, but we could get him 
here. 

Mr. Jonas. When you say you circulated the information that went 
to a list of different building contractors, you limited it to four individ 
uals or concerns and Mr. Pitts was one of them. 

Mr. Oniver. Yes. 

Mr. Jonas. You did not circulate it among others ? 

Mr. Oxtver. Oh, yes; we had a list of them. 

Mr. Jonas. You listed four in number. 

Mr. Ourver. Yes. 

Mr. Jonas. You said you limited the circulation to four. 

Mr. Oxntver. Yes: we did. 

Mr. Jonas. And you made no effort to circulate it to a wider list 4 

Mr. Ontver. We did not advertise for bids, Mr. Jonas. 

Mr. Jonas. You did not circlate the information that you wanted 
to have an office building among more than four concerns; and you say 
Mr. Pitts was one of them. 

Mr. Ontver. That is right. 

Mr. Jonas. Mr. Pitts is not a builder. This concern in Nas hville 
was not a building concern, but is a promotional organization, is it 
not. é 

Mr. Swipter. The Equitable Securities Corp. is an investment 
company. 

Mr. Jonas. It is an investment house, and Mr. Pitts is a real-estate 
broker. What are the other two? 

Mr. Swipter. J.C. Bradford Co., an investment house 

Mr. Outver. And who was the other? 

Mr. Swioter. The Bradford bid was submitted in conjunction with 
the Forster-Creighton Co., a contractor. 

Mr. Jonas. Amone the ones you gave the information to that you 
were going to have a building constructed only one was a builder? 

Mr. Swipier. There was 1 builder among the 4—— 

Mr. Ontver. The L. B. Jackson Co. 

Mr. Swipter. One, the Jackson Co. is a builder: one, the Bradford 
Co., is an investment house; and one, Mr. Pitts, is a real-estate oper- 
ator. The fourth party co! tacted,. the Equitable Securities Corp., an 
investment house, did not submit a bid. 

Mr. Jonas. Can you tell us how you discovered Mr. Pitts and tell us 
how he developed an interest in this project ? 

Mr. Swipter. No; I do not know. 

Mr. Jonas. You said you investigated his financial responsibility, 
and I notice in article VI of the contract he guarantees performance. 

Mr. Swipter. That is right. 
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RESPONSIBILITY OF BOTH PARTIES TO MAKE COMMITMENTS 


Mr. Jonas. What about his financial standing; did you have a finan 

| statement from him ¢ 

Mr. Swipter. I do not know. 

Mr. Outver. His reputation is good. 

Mr. Jonas. I am not talking about his reputation: I am talking 
bout his financial responsibility. Did you examine it to know what 

was in dollars and cents ? 

Mr. Ourver. I do not have that information. 

Mr. Tromas. Do you know if a performance bond was back of it 

Mr. Swipter. There will be a contractor’s bond before we are com 
iitted, Mr. Chairman. 

Mr. Jonas. What article pro\ ides for that ? 

Mr. Swipier. I will find that for you. 

Mr. Jonas. You mean the contractor who is called in by Pitts ¢ 

Mr. Swipter. Yes. And we have Pitts’ personal guaranty. 

Mr. Jonas. Any liability on the contractor’s bond that would depend 
pon whether Mr. Pitts can pay for the construction. I am talking 

w about whether you examined into his particular financial] ability 
o comply with the contract. 

Vir. Swipuer. Our assurance of performance comes In part from the 
ommitment that he has secured from the insurance company. I 

ive personally had a conference with officials of the New York Life 

Insurance Goi. which is song to provide the oreater portion of the 
noney, and it seems quite clear that he has an arrangement for the 
necessary money. You were asking about the building contractor and 
the bond requirement, Mr. Jonas. That is in section 1 (b) of article 
Il, page 6, last sentence of the paragraph, where you will see what 
S required of the building contractor. 

Mr. Jonas. Do you have a copy of this firm commitment on the part 
of the insurance company with you? 

Mr. Swipuer. Yes, sir. 

Mr. Jonas. While you are looking that up, I would like to ask Mr. 
Oliver this question : I notice this contract was signed on the part of 
the TVA by Mr. Snyder, and by Mr. Snyder alone. 

Mr. Ontver. That is correct. 

Mr. Jonas. Is Mr. Snyder an official of the TVA ¢ 

Mr. Ourver. He is Director of the Division of-—— 

Mr. Jonas. I understand. But is he an officer ? 

Mr. Swipter. No, sir; he is not an officer in the sense you mean. He 
had authorization from the Board to sign. 

Mr. Jonas. Where is that? 

Mr. Swipter. He had informal authority, after an informal Board 
meeting, to sign it. The Board expressly ratified his action at a late: 
Board meeting. 

Mr. Jonas. That raises a question as to whether the TVA is actually 
legally liable under this contract; does it not ? 

Mr. Swipter. I do not understand that there is any legal question 
that he was acting for the TVA; he is acting pursuant to his norma! 
responsibility for this kind of work. He had express but informal 
Board authorization, and the Board has ratified and approved his 
action. 
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Mr. Jonas. He had no authority to execute the contract prior to t! 
time he executed it, did he? 

Mr. Swipier. He acted in pursuance of the Board 

Mr. Jonas. But he was not an officer; did not sign as an officer of 
the Board. 

Mr. Swipter. That is right. A TVA division head is held r 
sponsible for the work of his division, and works closely with th 
Board. It subsequently ratified this transaction—his signing of the 
contract, 

Mr. Jonas. Could the TVA authorize a person or employee of th: 
TVA, not an official of TV A, to sign a contract that will bind the TV A 
to the extent of $5 million? 

Mr. Swipter. That is not entirely unusual. Mr. Wessenauer ha 
been authorized to sign power contracts, I am sure, involving that 
much. 

Mr. Jonas. That would be pursuant to some resolution on the part 
of the Board of Directors authorizing him to do that ? 

Mr. Swipter. Yes, sir. 

Mr. Jonas. You said that this was executed, and subsequently ap 
proved. 

Mr. Swipter. He had authority granted at an informal meeting of 
the Board, and subsequently it was approved. 

Mr. Jonas. I am talking about the time when he actually signed 

Mr. Swipter. Yes. 

Mr. Jonas. The Board had not passed any resolution directing 
him to sign? 

Mr. Swipter. No; no resolution had been adopted; it was adopted 
afterward. 


AREA SERVED BY TVA 


Mr. Jonas. Now will you please tell me if I am correct in my under 
standing that the entire State of Tennessee is included within the 
area you speak of as the TVA area? 

Mr. Oxtver. We have activities going on, I believe, in every one of 
the 

Mr. Jonas. The answer would be “Yes”? 

Mr. Oxtver. Yes. 

Mr. Jonas. Now, what part of the total area of the State of Ala 
bama is included in what is known as the TVA area ? 

Mr. Otrver. What percentage of the land area of the State of 
A labama—about one-fourth or one-third, Mr. Jonas. 

Mr. Jonas. What percentage of the area of Mississippi ? 

Mr. Oturver. About one-fourth. 

Mr. Jonas. What percentage of the area of Kentucky ? 

Mr. Ouiver. Mr. Kampmeier, I recall, was asked that question here 
n couple of weeks avo. 

Mr. Swinter. I think it would be less than one-fourth. 

Mr. Ontver. Something less than one-fourth. 

Mr. Jonas. What percentage of the land area of North Carolina? 

Mr. Swipter. A small percentage, about 10 percent; and just a 
corner of Virginia, and a corner of Georgia. 

Mr. Jonas. Thank you. Mr. Oliver has testified that during the 
past 10 years various studies have been made in the Muscle Shoals area 





ry the Tennesseee Valley Authority and by chambers of commerce 
and by other civic organizations looking toward formal plans to make 
thismove. That has gone on for about 10 or 12 years / 

Mr. Outver. Yes. 

Mr. Jonas. When did they sell these houses at Muscle Shoals? 

Mr. Outver. In 1950. 

Mr. Jonas. That means since these plans have been under way? 

Mr. Outver. Oh, yes. 

Mr. Jonas. That is all. 


ADDITIONAL COMMUNITY FACILITIES REQUIRED 


Mr. Krurcer. Mr. Oliver, you have testified that within the past 10 
years it was pretty well known around Muscle Shoals that you were 
going to move there and going to construct this building ‘and that 
the community has prepared itself to receive the new popul: ition. 

Mr. Outver. I said that a great many improvements have been made 
in the Muscle Shoals area in the last 10 years in anticipation of the 
eventual move of the TVA Board and certain other of its administra- 
tive personnel, and that there were general community improve- 
ments—schools, transportation systems, streets, and so on. 

Mr. Krurcer. That is what I am coming to. You have stated that 
several schools were built there and an additional hospital. 

Mr. Outver. Yes. 

Mr. Krusgcer. To what extent are they occupied at the present time / 

Mr. Oniver. I do not have that information, Mr. Krueger. 

Mr. Kruecer. Can you tell the committee whether there would be 
space enough in the schools and the hospitals to provide the necessary 
accommodation for the new people to move into that area, or would 
it be necessary to construct additional school facilities and hospitals ¢ 

Mr. Otiver. It is necessary to build additional schools, either in 
Knoxville or in the Muscle Shoals area. It is awfully easy to magnify 
the importance of this move, either to Knoxville or to Muscle Shoals. 
The number of children—and I do not have the statistics with me 
but many of these people, I am sure, are not planning to move. It 
would be my guess there would be about 150 school children. There 
are inadequate school facilities in some of the areas around Knoxville 
how, 

It will be necessary to increase the facilities in either event; so, I 
do not think that is a particular element for or against the move. 

Mr. Krurcer. My next question is: If you move these people to 
Muscle Shoals, will you have to build additional school facilities 
to take care of this new population ¢ 

Mr. Oniver. Likely there will be about 150 children. I do not know 
whether the school facilities are sufficient there now. 

Mr. Krurcer. How many employees? 

Mr. Oniver. 500 employees, but many of them are clerks and ste 
nographers who are not heads of families. 

Mr. Puiuies. Mr. Krueger’s point is that if they move from Knox 
ville somebody has to replace them, and if they move into the Muscle 
Shoals area do they have enough facilities to take care of the addi 
tional people without having to construct additional facilities. 

[ think Mr. Krueger’s question is still unanswered. 





1264 


Mr. Otrver. There will be some increase in school pupils in thy 
Muscle Shoals area; yes. Whether it will require any new schox 
buildings or not, I cannot answer. 

Mr. Krurcer. No doubt Knoxville is taking care of the populatio 
t has now, and they have built school facilities and other facilities t 
meet the needs of the population. Now, would they be hurt by th 
population moving out? No doubt they have built schools and have 
had to issue bonds to erect si hook buildings and other facilities. Cai 
you tell us whether they would be hurt by this movement from Knox 
ville to Muscle Shoals? 

Mr. Ontver. No: I think not. There is great need for facilities i 
Knoxville and in Knox County. I know more about the school needs 
1! Ki OX Cou Cy than I do for Knoxville proper 5 but like other com 

nities throughout the country, they have been engaged in building 
programs trying to catch up with what has been a very serious lack it 
school facilities. That does not relate only to Knoxville but to othe 
areas over the whole country. 


OBSERVATIONS OF TVA OPERATIONS 


- Corron. Mr. Chairman, Iam going to have to leave but I would 

nake a very brief statement: It appears to me that this corpora 

. operated by its board, 1s a Coe well run efficient operation, and 

ar as the aa ss 1s ce cerned, we are in more or less the 

of a bank that h: qeene its money, and perhaps as far as 

ing on the particular transaction is concerned, there is no reason 

it should not go where it pleases, to carry out the best functions of 

the corporation. That is one thing. But it has seemed to me, so far 

is the banking side of it is concerned, that we are now engaged in a 

tudy not with respect to the conduct of TVA ene so much as 

hether we are to provide it additional mone y or not, ‘to let them 

do business on the mone they have. Perh: aps the V have ie right to 

inke anv contract they choose, but I do not think. in view of this 

ontract, that we should give them a cent of additional money; and of 
course, that would be too bad, in terms of steam plants. 

Mr. Krvurcer. Are there any people who are to move out of their 

wn homes in Knoxville? 

Mr. Ortver. Yes. 

Mr. Krurcer. And if they move they will have to sell their homes? 

Mr. Ortver. That is right. 

Mr. Krvurerer. Would that not m: ake the value of the property less 

able because ‘vy have tomove? Would there not be a period of 
n which they will have to live in Muscle Shoals, and try to find 
er place, an ‘d maybe take a loss on their homes ? 
Quiver. Mr. Krueger, the effect of this particular move will 
ilt in throwing an unusually heavy amount of real estate on the 
i] eer There has been m: iny homes built in Knoxville 
n the last few ‘ars. J assume there will be more. I do not have the 
number of satadlaiianad rs Wiey will be leaving, but it is not necessarily 
enificant in a metropolitan area of 150,000 to 175,000 people. 

This kind of a change could occur in other towns, with the addition 
of any small industry, or the loss of any small industry, and really, I 
lave not been able to understand the ‘importance which the city of 
Knoxville has attached to this particular loss of a group of employees. 
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Chere are many other problems which we feel the city of Knoxville 
ould be doing something about. 

Mr. Puiiures. One of the important things is the amount of money 
at you hope to get out of the committee to carry on this project. 

Mr. Krurcer. That is correct. 


JUSTIFICATION OF ESTIMATES 


Mr. Tuomas. Mr. Chairman, I believe I have made my observation 
nd I would like to tell the TVA that in the future I expect them to 
tify every dime of money they get out of this committee, and I do 
ot mean to stop with the appropriated funds, because if they did not 
get corporate funds, it would mean more taxpayers’ money directly 
from the Tre: asury. 
They have never justified the amount of money which they have 
alled upon the Congress for, and next year, if they come in with this 
same kind of justific ation, without justifying it in detail, giving the 
expenditure by projects, we are going to send them back. 
Mr. Oxtver. Mr. Thomas, we will submit the best justifications we 
can. 
Mr. THomas. We have had that testimony before, but we see the 
same thing the next year. 


PROPOSAL TO CONSTRUCT THE NEW BUILDING BY FORCE ACCOUNT 


Now, can you explain to us why you did not come to this commit 
tee and ask for the money to build this building—and I am not talking 
non your move; I think you have made a pretty good presentation in 
behalf of it—but why you did not come in here and ask for the proper 
amount of money to construct this building? 

Mr. Outver. That would have been one way to do it. 

Mr. THomas. One way ¢ It is the only way. You have thousands 
of employees down there, and why did you not come to this committee 
and tell them that you can save the taxpayers’ money, and save the 
time and expense of the operation, by doing the work through the 
operation of the TVA personnel, and tell us you want to build an 
office building in Muscle Shoals that is going to cost $1.2 or $1.7 mil 
lions, or whatever the proper figure ought to be ? 

Mr. Outver. We have been under considerable pressure to keep down 
capital expenditures, Mr. Thomas, which are paid for from the Fed 
eral Treasury. We have lease agreements in Knoxville. This is a 
lease agreement for Muscle Shoals. If we had $3,700,000 right now, 
we would like to apply it—— 

Mr. Tuomas. But why did you not tell the committee that you had 
a clear-cut offer and lay the information on the line and explain what 
you wanted to do, so that we would have had better knowledge. Would 
that not have been the more satisfactory way ? 

Mr. Ottver. I think it is an open question. 

Mr. Tuomas. What do you mean “an open question” / 

Mr. Outver. I think, Mr. Thomas, that we have come in with a 
sound proposal. 

Mr. Tuomas. When did you make the proposal? Let us go into 
that a little bit. That was in 1950; is that right / 

Mr. Ottver. That is correct. 
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Mr. Toomas. The time has changed, and materials are more plenti 
ful since you had this thing up in 1950. “Almost 3 years have inter 
vened. Is that the pattern you have followed in conducting the not 
mal business of the TVA, of m: iking a tentative agreement in 1950 
and staying with it without revision, almost 3 years ¢ 

Mr. Oxtver. No. 

Mr. Swipier. As a matter of fact, it was reviewed very recently. 

Mr. Pritiirs. By whom? 

Mr. Otrver. By the Division of Property and Supply. 

Mr. Putituips. By Mr. Snyder? 

Mr. THomas. Do you have the same method in passing on othe 
operations, notwithstanding the fact that materials have gone down! 
Materials were scarce back in 1950. 

Frankly, you have given a very, very weak explanation of the 
TVA’s action here, Mr. Oliver. 

Mr. Ourver. That I regret, Mr. Thomas. 

Mr. THomas. It makes us wonder if TVA conducts all of its business 
like this. Most of us brag on TVA without knowing anything about 
it, the way it conducts its business. I wonder if we turned loose 
about 25 or 30 investigators to look into the operations within the 
last 10 years, just what would be developed ¢ 

Mr. eek I think we would be pretty confident of that, Mr. 
Thomas. We would be very happy to see the committee come down 
and look it over at any time. 

Mr. Tuomas. Do you have any more deals like this 4 

Mr. Ourver. No. 

Mr. Tomas. You are not proud of this one; are you ¢ 

Mr. Otiver. Yes; we think we have presented here this morning 
a description of a proposal that is in the best interest of the Govern- 
ment. 

Mr. Tuomas. I am speaking for myself, but my advice to you is 
that you had better stop this thing dead in its tracks right now. 
Next year you had better come in here with clearcut justifications for 
reasonable costs, and pli in to construct a pl: int yourse If, and do it in 
a businesslike way. 

Tam a little bit disappointed, to tell you the truth. 


PROPOSAL OF THE BOARD TO MOVE TO MUSCLE SHOALS 


Mr. Anprews. Mr. Oliver. was the decision to move the office to 
Muscle Shoals a unanimous decision of the Board of Directors? 

Mr. Onutver. It was. 

Mr. Anprews. You had been contemplating that move since 1940 
or 19388 ¢ 

Mr. Outver. That is correct. 

Mr. Anprews. I believe you told this committee that the forces of 
TVA can perform more efficiently and economically from a central 
office at Muscle Shoals than from the office now in Knoxville. 

Mr. Outver. We are convinced that is correct. 


PRESENT SPACE OCCUPIED IN KNOXVILLE 


Mr. Anprews. Now, can you tell me something about your lease 
arrangement for office space that you now occupy in Knoxville and 
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which you pay $224,800 a year? How many buildings do you 
cupy $ 
Mr. Outver, We occupy space in a number of buildings. I have 
it information here. A principal building is the new Sprankle 


B ulding. 
Mr. Anprews. What type of lease do you have with the owner of 
at building ? 
Mr. Outver. We have been trying for years to keep these arrange 
ents to short-term leases. Here is what happens to us on rents, 
ng as an example the Union Building in Knoxville. 
I have here a chart showing what has happened to our rentals 
his building. We signed a 3-year lease in 1938. Remember we were 
ing to confine our lease arr: angements to short per iods in antic Ipa 
tion of this move, and in order to maintain some flexibility. That 


ise expired in 1941, and when we renewed it for a period of 5 years 


the rent went up $1.8 percent, 

I should say that that building was air-conditioned 1941 
ie only air-conditioned building we have in Knoxville. 
Mr. Yares. How much is the space in that building ¢ 

Mr. Ouiver. We have 46,816 square feet. When that lease expired 

1945, we renewed it for an additional term of 5 years at an increase 

f 11.6 percent in the rent, and when that expired in 1951, the increase 


and is 


as 50.2 percent. 

Mr. Anprews. What percentage of increase was that from 1940 
when you first made the contract, or 1938 ¢ 

Mr. Ontver. Let us count from 1941, because the 
onditioned at that time, and it is a fairer comparison. The increase 
as about 41 percent. 

Mr. Anprews. When does your present lease 
building ? 

Mr. OLiver. 
31, 1956. 

Mr. Anprews. Is that the highest priced space you have / 

Mr. Outver. No. The highest priced space is in the Bank of Knox 
ville Building, but in the Bank of Knoxville Building we oecupy a 
The Union Building is one of the better 


building was air 


expire on that 


The lease on the Union Building expires on August 


rather small amount of space. 
buildings we occupy in Knoxville. 
Mr. Tuomas. What is the rental in that building—your high-priced 
building ? 
Mr. Oniver. In the Union Building, $2.76 per square foot. That 
compares with $2.62 which I gave a while ago for the building at 
Muscle Shoals, and the Musclé Shoals buil ling will be superior office 


space. 

Mr. ANDREWS. 
do in any other building in Knoxville ? 

Mr. Onitver. That is correct. It houses the engineering divisions. 


You have more space in the Union Building than you 


RENTAL CHARGES 


Anpbrews. And you pay how much per square foot / 


* Outver. $2.76. 
Anprews. As against $2.62 proposed at Muscle Shoals / 


*. Ourver. As against $2.62 





Mr. Anprews. And each time you have renewed your lease in t 
Union Building there has been an increase in the rent ? 

Mr. Oriver. That is correct. But that is typical not only of Knox 
ville, but of Chattanooga, say, or Washington. We rent some space 
the Hamilton National Bank Building, none of it air conditioned, 
1.965 square feet, at 83 per square foot. 

We occupy in the new Sprankle Building, which is where the offi 
of the Board is located, and the office of the General Manager, and 

umber of these divisions that are scheduled to move—we rent 38.429) 
square feet, none of it air-conditioned space, unsatisfactory for the us 
to which it is put, at $2.41 per square foot. 

The Arnstein Building is another major building. That is 
square feet of usable space The figure is $2.21 per square foot. 

Mr. Anxprews. Can you give me the average cost per square foot for 
the space you have in Knoxville ? 

Mr. Ouriver. $2.54 per square foot. 

Mr. Anprews. As against $2.62 proposed for Muscle Shoals? 

Mr. Outver. That is right. 

Anprews. And in a building especially designed to take care of 
youl needs and which is air conditioned ? 

Mr. Ontver. That is correct—and in a location better suited to our 
needs. 


29,674 


COST OF PROPOSED MOVE 


Mr. Anprews. Now, you are not asking for any money in the 1954 
budget to make the move; are you? 

Mr. Ouiver. No, sir. 

Mr. Anprews. Do you contemplate asking for any in the 1955 
budget ¢ 

Mr. Ouiver. Yes: there will be funds in the 1955 budget for moving 
employees and moving files and furniture from Knoxville to Muscle 
Shoals. We estimate that cost at about $105,000. I have seen it esti- 
mated in the press at $1,400,000, but it will be right at $100,000. 

Mr. Anprews. You testified earlier this morning there would be a 
saving to TVA if the office is moved to Muscle Shoals in the item of 
travel. 

Mr. Outver. That is correct. 

Mr. Anprews. Can you give us some indication of the saving that 
would occur ? 

Mr. Ontver. It is difficult to itemize that kind of a saving; it is dif- 
ficult to estimate the overall saving. I am completely convinced that 
these savings will be material. 

Mr. Anprews. In other words, it is your opinion that this is a 
smart business thing to do, to move the office down to Muscle Shoals? 

Mr. Outver. Very much so. 

Mr. Putiuies. Do the comparable figures you gave include all the 
comparable items; that is, does the $3 figure and the $2.62 figure in- 
clude exactly the same items—rent, insurance, interest on borrowed 
money to build the building, taxes, and everything else—so that we 
have comparable costs? I think that is desirable. 

Mr. Oxtver. That is correct. These figures are directly comparable. 
Now, we do not pay taxes directly on any of the space we lease in 
Knoxville; the lessor pays the taxes, but all costs are included. 
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PROVISIONS OF THE TVA ACT PERTAINING TO THE LOCATION OF ITS PRINCIPAL 
OFFICE 


Mr. Anprews. Mr. Chairman, I would like to read into the record 
it this point section 831 (g) of title NVI of the United States Code, 
ibsection (a). 


The corporation 
eaning TVA— 


ill maintain its principal office in the immediate vicinity of Muscle Shoals, 
\labama. The corporation shall be held to be an occupant and resident of the 
rthern judicial district of Alabama within the meaning of the laws of the 
nited States relating to venue of civil suits 

(Discussion off the record.) 

Mr. Outver. 1 would like to express appreciation to Mr. Krueger 

r his consideration of the e mployees who will sell "ai of whom 
[ am one, but we do not think it will be too bad. Last year we trans 
ferred 750 employees from one location to another. 

Mr. Krurger. Since you brought that up, my primary object in 
isking the question is this: The Government probably has spent con- 
siderable mone y in helping to build school facilities in Knoxville and, 
f the people move, we might be asked again to appropriate money to 
build some more at Muscle Shoals. That was the purpose of’ my 
question. 

Mr. Outver. I do not think the number is enough to be concerned 
with that. 

Mr. Yates. Congressman Jones, you referred to John Coffey of 
1812 fame; who was he? 

Mr. Jones. John Coffey served as a general officer in General Jack 
son’s army at the Battle of New Orleans. He commanded the left 
flank of General Jackson’s army and stopped Admiral Cochrane with 
his force of rangers, the same admiral who burned the Capitol Build 
ing here in Washington. 

Mr. Yates. Thank you, Mr. Jones. 


EXPIRATION DATES FOR LEASED SPACE IN KNOXVILLE 


Now, Mr. Oliver, in response to Mr. Andrews’ question, you stated 
you had a lease which expired in 1956 for one of the buildings. Is that 
expiration date true of all of the buildings you occupy? Do all of 
your leases expire in 1956? 

Mr. Ontver. No; they expire at different times. 

Mr. Yates. When do your leases expire ? 

Mr. Ortver. There is a lease on the new Sprankle Building, which is 
& major lease, which expires August 31, 1954; there is a lease on the 
Arnstein Building which will expire on February 28, 1954. The lease 
of space in the Hamilton National Bank Buil ling, a relatively small 
amount of space, will expire on September 15, 1953. We have a 1-year 
option for renewal of that lease. The Union Siikding lease, as I 
indicated earlier, expires on August 31, 1956. We also rent small 
amounts of space in the Bank of Knoxville Building and the Daylight 
Building. I do not have the dates of the expiration of those leases. 

Mr. Yares. Is it contemplated that in the event you proceed with 
the construction of the building at Muscle Shoals you will permit the 
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leases to run their course before occupying the new structure? First, 
when it is contemplated you will be in a position to move into the 
hew structure / 

Mr. Outver. Late in the summer of 1954. 

Mr. Yates. What happens with respect to the leases that expire in 
L956 ¢ 

Mr. Oxtver. We will probably continue to occupy space in the 
Union Building. It houses the Engineering Divisions. 

Mr. YaArrs. Does that mean you are not moving all of your em- 
ployees out of Knoxville to Muscle Shoals ¢ 

Mr. Ourver. We are moving only about 30 percent of the office 
employees out of Knoxville. Seventy percent of the technical, admin- 
istrative, and supervisory employees will continue to be located at 
Knoxville. 

Mr. Yarers. And for the foreseeable future will have to continue 
to be located at Knoxville? 

Mr. Ottver. For the foreseeable future will continue to be located 
at Knoxville. 

Mr. Yares. And you have no intention of moving them to Muscle 
Shoals, so far as you know, in the foreseeable future ? 

Mr. Outver. That is correct. 

Mr. Yares. What percentage of your employees will be moved to 
Muscle Shoals from Knoxville ? 

Mr. Oniver. Thirty percent of 6ur office employees now in Knox- 
ville. 

Mr. Yares. And how many is that? 

Mr. Oriver. About 500. The total now in Knoxville is upwards of 
1,600 people as of February 28. 

Mr. Yates. And how many employees will remain in Knoxville? 

Mr. Ourver. Over 1,100. 

Mr. Yates. Over 1,100 will continue to remain in Knoxville? 

Mr. Outver. That is correct. All these figures are exclusive of what 
we call trades and labor people who will not be involved in the move. 
The total number of employees in the Knoxville area, as I recall, is 
of the order of 2,379. 

Mr. Yarrs. Did you communicate with the General Services Ad- 
ministration with respect to the construction of this building? 

Mr. Ontver. No, Mr. Yates. We have been doing our own space 
acquisition. 

Mr. Yares. Did you ever consider building yourself in view of the 
fact that you have your own construction crew, rather than under- 
taking to have Mr. Pitts do it? 

Mr. Oviver. At one time, 10 or 12 years ago, the tentative plans 
were for the construction of a building with our own forces—by 
force account. But our design-and-construction people are quite heav- 
ily loaded, primarily on steam-plant construction, and this, I think, 
would be a distraction. We now have underway a transportation 
garage building, at Muscle Shoals, and we employed a contractor for 
that building. It is working out very satisfactorily. We simply felt 
it better not to get our own people tied up with this particular kind 
of construction at this time. 

Mr. Yares. Would it have cost less for you to build the building 
yourself rather than have a private contractor do it? 
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Mr. Oxtver. We think we do construction as well and as economi 
‘ally as about any construction organization going. Our engineers tell 
me the construction figures on this building are reasonable. I have 
not checked with our chief engineer on what his estimate for con- 
struction by force account would be on this particular structure. 

Mr. Yares. In other words, you would have to go out and hire an 
additional construction crew in order to construct this building, be- 
cause your present construction crew is engaged in constructing steam 
plants ; is that correct / 

Mr. Ourver. Yes. We have no spare construction people at all. 





REVIEW OF BIDS RECEIVED FOR CONSTRUCTION OF THE NEW BUILDING FROM 
DIFFERENT PARTIES IN 





1950 





. Yares. Why did you limit the number of people whom you ap- 
tea » bid on the construction of this building to only four; 
why did not you advertise for Lids to the general public / 

Mr. Ouiver. What we were trying to find was a representative group 
of financially responsible bidders who would give us a test of whether 
or not we had a good arrangement from anyone who submitted the 
best proposal. I would assume there are relatively few people in the 
immediate region who would be interested in an arrangement of this 
kind. We felt the four with whom discussions were held did repre- 
sent four reputable parties, financially responsible and capable of 
carrying out the arrangement. 

Mr. Yares. Had the buik ling been designed at the time you asked 
for bids? 

Mr. Ouiver. Yes. They had to submit proposals based upon TVA 
designs; not detailed designs, Mr. Swidler corrects me. They are 
what we call preliminary designs. 

Mr. Yarers. Did the preliminary designs include blueprints as to 
what you wanted ? 

Mr. Swipier. Those included general floor layouts, general con 
struction arrangements, and so forth. They did not include the kind of 
blueprints that would be required for construction. That will have to 
be done. That is a part of the contractor’s obligation. 

Mr. Yares. Well, the part I do not understand is why more than four 
firms were not approached to see whether they would be interested } 
undertaking construction of a project of this type. 

Mr. Swipter. The reason is we were not building a builk ne This 
is not a case of TVA advertising for the construction of a building 
for which it would pay upon completion; we were inte sia in some 
space that we could lease, and we in effect were asking whether there 
was some prospective lessor who would undertake the construction 
of a building for us. 

Mr. Yates. What you are saying, then, is that you propose the same 
type of transaction as firms like Sears, Roebuck and other large com- 
panies follow ? 

Mr. Swipier. Yes, sir; somewhat similar. 

Mr. Yarres. When Sears, Roebuck proposes to move into a com- 
munity and construct a major store, it hires somebody to construct 
the store and it signs a lease which will pay for the construction of that 
building over a period of time. 



































Mr. Swipter. That is right. I do not know how closely it is con 
parable. It certainly has points in common. 

I might say we started out asking for a lease for a shorter tern 
We would have preferred an arrangement whereby we would not. bi 
tied down for as many years, but it became clear that nobody would 
build a building at that location except under a long-term lease whic! 
would insure that the landlord would get his money back for th: 
building during the rental term. It was therefore necessary for u: 
to enter into this long-term lease. 

Mr. Yates. When Mr. Reynolds : appeared before our subcommitte: 
n connection with the ap propriation for the General Services Ad 
ministration, he cited a practice of General Services which he said 
was working out very well, of having their buildings constructed by 
private contractors and entering into an arrangement under the terms 
of which the building would be paid off almost on the same basis as 
a rental agreement. The Government would own the building at the 
end of the rental period. Is that what is proposed here ? 

Mr. Swipter. That is what is proposed here in substance. 

Mr. Yares. In other words, at the end of the period of the lease, 
the Government will own the building? 

Mr. Swipter. That is right. 

Mr. Yarrs. Is that true with respect to your present situation in 
Knoxville? 

Mr. Swipter. No. In our present situation in Knoxville. we are 
merely tenants and at the end of the period of tenancy we have no 
interest in the building whatever. We have 1 or 2 arrangements 
where we: have an option to purch: ise, but the y aree xceptions, 

As we see the situation, the amounts we are paying are comparable 
to rental, the gross amount we are paying, for space of similar quality, 
and we get the building, as it were, without additional cost. I do not 
mean to say we would enter into this transaction and pay these iden 
tical amounts if we acquired no interest, if we had no option on the 
building, but I do mean to say our land experts tell us that the 
amounts we are paying, the gross amounts, constitute no more than 
a fair rental. In effect, what we are doing here is simply substitut 
ing a single lease for a group of leases in Knoxville. We are con 

olidating some space and entering into a lone-term lease for that 
space and surrendering a number of leases we hs ive at another loca 
tion, in the same way that throughout the years we have had to man- 
age our space arrangements. 

Mr. Yarrs. How much better was Mr. Pitts’ deal than those of the 
other three people who competed with him for the job? 

Mr. Ourver. That would be a technical point. Could we supply 
that ? 

Mr. Yares. Tell the committee what your reason was for accepting 
this deal.in prefe rence to those submitted | V the other three firms 
whom vou contacted. 

Mr. Ourver. M: ay we supply that for the record, Mr. Yates? There 
is an analysis here based upon the recommendations made by the 
Board in October 1950. 

Mr. Yares. Did you get four bids? You invited four people to 
bid. 

Mr. Onriver. We invited four people to bid. 

Mr. Yares. Did you receive four bids? 
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Mr. Outver. We received three. As I indicated earlier, one of the 
parties, the Equitable Securities Corp., of Nashville, failed in the 
end to submit its bid because of its inability to secure firm prices from 
ontractors. We will analyze all of the other proposals. 

Mr. JONAS. We have a copy of the Pitts contract. Why not furn- 

h copies of the other proposals ¢ 

Mr. Ontver. This will require some interpolation, because there 
ire 1950 figures in all of the proposals. 

Mr. Yarres. Mr. Swidler testified he thought TVA was protected 
n this deal through two things: One, the commitment that Mr. Pitts 
btained from the mortgage company in the first ea 1 do not 
remember the name of the company—and, secondly, by the contrac 
tor’s bond that was proposed to be put up. Is my statement correc té 

Mr. Swroier. That is true. We are satisfied we are dealing with 
i responsible man, and he has presented to us commitments which he 
as received from a responsible contractor and from the insurance 
company and two banks. 

Mr. Yates. When you say you are satisfied you are dealing with a 
responsib le hiah, what do vou mean 4 Did you check his financial 
condition before you a his bid? 

Mr. Swipier. Yes, sir; it was checked. As I say, he supported his 
offer with assurances of his ability to finance and ability to construct 
t the firm price. 

Mr. Yares. The letter from the insurance company which you 
showed Mr. Jonas earlier—is that the type of letter of commitment 

hich is usual in obtaining mortgage money from an insurance com 
pany for the construction of a building ¢ 

Mr. Swipter. I believe so. Maybe I did not make one point as cleat 
as IL should. Of course, TVA is not obligated to make any payments 
whatever until the building is completed and accepted by TVA as con 
forming to the specifications. 

Mr. Anprews. You will just be a tenant; you won’t pay rent until 
you occupy the leased property / 

Mr. Swipter. That is exactly it. We do not supply construction 
money ; we do not supply any long term financing; we merely pay rent. 

Mr. Anprews. In addition to getting comparable rent, you will own 
the building at the end of 20 years ¢ 

Mr. Swipier. That is right. 

Mr. Yates. And if he does not build the building, you do not have 
to pay any rent ¢ 

Mr. Swipter. That is true. 

Mr. Yates. Did TVA investigate the community facilities at Muscle 
Shoals to determine their aclequacy for the descent of its employees 
upon the community ¢ 

Mr. Oniver. Yes. We are very familiar with those facilities at 
Muscle Shoals. We have in that area about as many people as we 
have in Knoxville. 

Mr. Yares. Are the schools sufficient now to take care of the addi- 
tional number of employees which will be coming in‘ Is that a part 
of the study you made? 

Mr. Oxutver. Yes. As I understand it, there are two additional ele 
mentary schools for which the land has already been secured. 

Mr. Yates. Who is paying for that—the local community ? 
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Mr. Oxtver. I assume it is the local community. But the number of 
children of school age who will be moving down is relatively small 
In an area of upward of 50,000 people, it won’t be much of an impa 
upon that community. You see, industries have moved into the tri 
cities, and Iam sure Mr. Jones can speak of that more precisely tha: 
I can, but I would assume that the number of people brought in by 
any 1 of 3 or 4 industries in that area in the last 10 years brought 
more children than are involved in this move in 1954. 


RENTAL CHARGES AT KNOXVILLE 


Mr. Yarers. Do any of your leases have escalator clauses—the leases 
for the properties you have in Knoxville now ¢ 

Mr. Swipter. I believe some of them provide escalation for som¢ 
items—for example, janitorial wages, and there may be a tax escala 
tion. We do not have any general escalation provisions. 

Mr. Yares. You testified this morning you had had several rent 
increases. Is that true of all of the Knoxville properties in which you 
now occupy space ¢ 

Mr. Swipter. All we have occupied a substantial period of time 
have, of course, gone up very substantially in rents along with the 
general increases in prices and rental levels. 

The increases are quite large over the years. 

Mr. Oxtver. I think we would like to add there have been increases 
at all places where TVA has rented space. This situation of increas- 
ing rents in Knoxville is not peculiar to that location. 

Mr. Yares. What is the comparison between the per foot rental 
payment by TVA and other tenants in the building? Is TVA’s lower 
than that of other tenants? Is it likely that TVA’s rental will be 
increased if you stay on at Knoxville? 

Mr. Oxiver. I think that would depend pretty largely on the gen- 
eral price level. 

Mr. Yares. That is the question I am asking. Do you know what 
the general price level is that is being paid by the other tenants? 

Mr. Ouiver. Our rentals, I am sure, are comparable to those being 
paid by other tenants. 

Mr. Yares. Except for this fact: I was wondering whether the 
other tenants have been receiving increases recently upon expiration 
of their leases. Do you know whether that is the condition or not? 

Mr. Swipter. I do not know. I can say there has been a rent in- 
crease at every expiration date on pr actically every occasion. 

Mr. Yares. Have the rentals gone up in other buildings as much as 
they have in the buildings you have told us about this morning? You 
said the rent increase had been as much as 40 percent. 

Mr. Ouiver. That is correct. 

Mr. Yares. Is that true of all other buildings ? 

Mr. Oxtver. I can only speak about our buildings. We have had 
somewhat comparable increases in other buildings. There was an in- 
crease in the Commercial National Bank Building in 1947 of 50 per- 
cent; in 1949, 3314 percent. Now, in some of the buildings, we started 
at a rate that may have been pretty low, because we tried to get the 
lowest rental we could, and we do the best job we can of getting space 
at the lowest cost, and we do some negotiating on these leases. 
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Mr. Yares. In the chart you showed the rate of increase in one 
uuilding; is this representative of what the rents could be in other 
buildings; were your other buildings increased ¢ 

Mr. Swipuer. Yes. If you will look at the 4 rent charts for the 4 
major buildings in Knoxville, 1 think you will see that the rental 
ines are fairly similar for all of them. There have been progressive 
nereases in every case. Some of them are very steep. We are not 
complaining, you understand, about the rents being excessive; we 
are simply pointing out that this kind of a lease arrangement will 
protect against other increases in rentals. 

Mr. Oniver. And I would like to say for the record, Mr. Chairman, 
that we are not here complaining about the rental rates in Knoxville. 
We are simply showing what we have to pay for space in buildings 
which do not constitute first-class offices of the kind ‘TVA needs. The 
dollar comparisons are with space we will get at Muscle Shoals and 
which will be better located for TV A’s operations. 

Mr. Yares. You testified this morning as to what your rentals were 
for offices you are occupying. What additional costs are there to TVA 
during the year in connection with the rental of the theater and in 
connection with other rents for other facilities for meetings that you 
have with your employees / 

Mr. Ouiver. That figure would be nominal, partly because meetings 
which should be held are not held due to the lack of convenient 
space in which to hold such meetings. I think any administrator of 
any organization feels very deeply that inefficiency will creep into an 
organization when people are not located in relation to each other 
with a view to getting the job done at minimum expense. 

Mr. Yates. What is the fundamental purpose of this move to 
Muscle Shoals; will your organization be more efficient and economical] 
if the central office is located at Muscle Shoals rather than at Knox 
ville? 

Mr. Outver. Mr. Yates, the program emphasis has shifted both 
in terms of activity and in terms of geography. In 1933, the Board, 
on the basis of overall considerations, felt that Knoxville was the 
proper place for its operation to be. The best place from the point 
of view of the interests of the Government, following precisely the 
same kind of considerations, considering the smaller fraction of the 
personnel now located at Knoxville should be to move the Board’s 
offices to Muscle Shoals. 


PROVISIONS OF THE TVA ACT PERTAINING TO THE LOCATION OF ITS 
PRINCIPAL OFFICE 


Mr. Anprews. I should like to ask you this question, Mr. Oliver: 
This proposed building is to be the home office of TVA; is that right / 

Mr. Ourver. That is correct. 

Mr. Anprews. And the contract you propose to make with Mr. Pitts 
is a lease contract whereby you will lease the building for a period of 
20 years with an option to buy at that time? 

Mr. Outver. That is right. 

Mr. Anprews. And at the expiration of 20 years the Government, 
the TVA, gets fee simple title to the building? 

Mr. Oxiver. That is correct. 
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Mr. Yares. I would like to ask general counsel this question: You 
said that a construction of the same type could be made by TVA, wit 
such rental contract for the building to be constructed in Knoxville / 

Mr. Oniver. Yes. 

Mr. Anprews. In the light of section 831g, paragraph (a) of the 
l nited states Code. title 16, which says: 

fhe Corporation shall maintain its principal offices in the immediate vicin 

Muscle Shoals, Ala 

Mr. Swipter. Yes, Mr. Andrews, I think if the requirements of thi 
ob dictate it. 

Mr. Anprews. If what? 

Mr. Swipter. If the requirements of the job dictate that the central 
office should be located in Knoxville, then we could make the same 
arrangements in Knoxville. 

Mr. Anprews. In other words, this statute does not mean a thing? 

Mr. Swipier. There was considerable discussion of the meaning of 
that statute in 1933 when the offices were located in Knoxville, and it 
was agreed, I think on all sides, that the purpose of that provision was 

ne of establishing jurisdiction for the purpose of litigation in Federal 
courts, 

Mr. Anprews. Notwithstanding the fact that it says as plain as a 
bump on the nose, that the corporation shall maintain its principal 
offices in the immediate \ icinity of Muscle Shoals, Ala. 

Mr. Swipter. Yes, sir. It is a question of definition. 

Mr. Anprews. Yes. [| Reading:] 

The corporation shall be held to be an inhabitant and resident of the northert 
udicial district of Alabama, within the meaning of the laws of the United States 

ating to the venue of civil suits 

I do not see how there could be any permanent offices in Knoxville in 
view of that statute. 

Mr. Swipter. The point has become academic, I believe, Mr. 
\ndrews, in view of the Board’s decision to move to Muscle Shoals. 
gut under our interpretation of that statute, it did not require resl- 
dence by the Board at Muscle Shoals. 

Mr. Anprews. But you say it could be established at Knoxville. 

Mr. Swipter. I say, if the situation should be changed so that 
Knoxville should again be the more convenient location, then we 
could make the same arrangement at Knoxville. 

Mr. Anprews. I understood you to state this morning that the rea- 
son you located at Knoxville at the time you did was because of con- 
venience and you never had any intention of abandoning Muscle 
Shoals for your home office. 

Mr. Swipter. I think that is right, and I would suggest that in lo- 
cating in Knoxville we recognized that the offices were there tem- 
porarily, because Norris Dam at that time was being built nearby. 

Mr. Anprews. But, as of today, you say the statute requires your 
move back to Alabama ? 

Mr. Swipter. No, sir; in my opinion it depends upon where the 
job can best be done, and it appears now that the job can best be done 
at Muscle Shoals. 

Mr. Oxtver. I would like to point out that the intention has been 
that the permanent headquarters, from the beginning— 

Mr. Tuomas. So that the law means nothing. 





Mr. Anprews. The law states “shall maintain.” 
Mr. Tuomas. That is all IT have. 
Mr. ANprEws. That is all. 


NEGOTIATIONS WITH MR. PITTS TO CONSTRUCT THE BUILDING 


Mr. Jonas. There is one other point I would like to clear up. This 

orning, in the testimony brought out by Mr. Yates, I understood you 
tosay that these proposals resulted from this special circular that went 
out in 1950. 

Mr. Outver. Yes. 

Mr. Jonas. Immediately prior to the execution of this contract with 
Mr. Pitts you did not recircularize anyone ¢ 

Mr. Outver. That is right. 

Mr. Jonas. W . re any subsequent proposal at all ¢ 

Mr. Oriver. No. s I indicated in mv statement, Mr. Jonas, at the 
time these nian were broken off in late 1950, we recorded with 
Mr. Pitts the understandings which had been reached at that time. 
The prices here are different than they were in 1950, and they are 
related to the changes in the construction costs since 1950. 

Mr. Jonas. Rentals have been changed. 

Mr. Ouiver. Rents have been changed. 

Mr. oJ ONAS., The construction costs have changed: the entire con 
tract. a matter of fact, has been changed, so that everything there is 
practically out of line. 

Mr. Ottver. My recollection is, Mr. Jonas, that the construction 
costs for this building in 1950 was upward of $17 per square foot. 
The cost now is $20 per square foot. So, if we could have gone ahead 
in 1950—— 

Mr. Jonas. In truth and in fact, then, you are making this contract 
with Mr. Pitts, and it is not on a competitive basis with anybody at all 
in March of 1953? 

Mr. Ontver. I think the answer to that is “Yes. 

Mr. Swipter. It was a resumption of where we had left off. 

Mr. Jonas. But you did not resume any negotiations with the other 
three who originally had proposals and give them an opportunity to 
meet this competition ¢ 

Mr. Outver. But, Mr. Jonas, when we entered into—— 

Mr. THomas. What was the answer to the question ? 

Mr. Swipuer. We did not. But at that time we had arrived at a 
conclusion that Pitts’ bid was the best. 

Mr. Tuomas. Three years ago. 

Mr. Jonas. That was in 1950. 

Mr. Swipter. That was only 2 years ago, a little over 2 years ago. 
At that time we entered into a memorandum underst: nding with him, 
setting forth where we had arrived in the negotiations as the basis for 
the resumption of negotiations as soon as conditions and circumstances 
would permit. 

Mr. Jonas. But you did not resume negotiations with the other 
three. 

Mr. Swipier. No; because they had been excluded in t 

gvotiations. 


ss 


he original 


20608 





1278 


Mr. Outver. I think there is one other point—— 
Mr. Tuomas. Mr. Chairman, these Members of Congress have been 


sitting around here waiting for 2 hours, and I think we ought to hear 
them 


Mr. Jonas. I think we should, too. Thank you very much, gentle 
men. 


Frmay, Marcu 27, 1953. 
Move or TVA Boarp Orrices ro Muscir SHoALs 


WITNESS 


HON. HOWARD H. BAKER, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF TENNESSEE 


Mr. Jonas. We are very glad to have with us our colleague from 
Tennessee, the Honorable Howard H. Baker, re presenting the Second 
District 

Mr. Baker. Mr. Chairman and gentlemen of the committee, I will 
be very brief. My name is Howard H. Baker. I am a Member of 
Congress from the Second Tennessee District, which includes Knox 
ville. 


I respectfully request that this committee incorporate a provision 
in the current appropriation -_ providing in effect that no part of the 
funds herein appropriated, or any corporate funds of the Tennessee 
Valley Authority, shall be sal for the purpose of defraying the cost 


of moving the administrative offices of the Tennessee Valle »y Author- 

ity from Knoxville, Tenn., or for the payment of rentals on the pro- 
posed new office building, not as yet erected, at or near Muscle Shoals, 
Ala. 

I respectfully submit that there is no justification for this pro 
posed action. What I hear from some 500 families who have lived 
in Knoxville for nearly 20 years, they are satisfied at Knoxville, Tenn. 
they have their homes there; they have engaged in community cad 
welfare work, such as Red Cross, C ommunity Chest, and edue ational 
programs. 

I am informed that from two-thirds to three-fourths of these people 
own their own homes. I know many of them personally. The type 
of homes they own in most instances range from $8,000 to $20,000. 
If these 300 or so homes were placed on the market in Knoxville as 
a result of this action, these people would necessarily have to sell their 
homes at a great sacrifice. 

The school plants in the city of Knoxville and Knox County, Tenn., 
over the last 20 years, have been substantially enlarged, and large 
sums of money have been spent to take care of the education of chil- 
dren of these most welcome newcomers to our community. 

I insist that it is not in the interest of national defense to create an 
acute housing shortage in Muscle Shoals, Ala., a community with a 
population of some 3,000 people and in the neighboring towns, where 
I am informed the school facilities are already overe ‘rowded, with the 
requirement to build several hundred homes and to enlarge the educa- 
tional facilities with the attendant use of materials and money, and I 
anticipate, since there is no place for these people to live, that the 
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United States Government would be involved further financially, both 

, housing and school facilities and in all other community facilities. 

The Tennessee Valley Authority is logically associate <1 throughout 
he Nation with the State of Tennessee, although it serves a seven 
State area. A mere glanace at the map, it seems to me, completely 
refutes the arguments that have been made, and I would be glad to 
lave you glance at it now. There is neither logic, rhyme nor reason 
to move the Board of Directors and the management and the very 

namo of this, perhaps the largest corporation in the world, down 
nto northern Alabama, as much as I love my good colleague, Bob 
Jones. 

Let me give you a few figures furnished to me by the Tennessee 
Valley Authority within the past week. 

There are 14 major TVA <lams in Tennessee; there are only 3 in 
\labama; the 2 new dams under construrction are in Tennessee. 

There are 6 major TVA steam plants in Tennessee, and 3 under 
construction ; only 2 steam plants in Alabama, with 1 under construc 
tion. 

Kight hundred and sixty-five thousand customers are served by TV A 
electrically in ‘Tennessee, through municipalities and cooperatives ; 
only 148,000 in Alabama. 

The income by TVA from power revenues in the calendar year 
1952—and I might interpolate here that regardless of the original 

urpose and concept of Congress in forming ‘this corporation in May 
of 1933, which was to take care of the long dormant Muscle Shoals 
plant, it has now become primarily a power-generating and power 
selling corporat ion. ‘The income by TVA from power in the calendar 

ear 1952 in the State of Tennessee was $72 million; in Alabama, $15 
million. 

The TVA net plant investment in power facilities, as of June 30, 
1952, in ‘Tennessee, was $477,273,095; in Alabama, $157,725,455. 

Mr. Tuomas. Almost 3 to 1. 

Mr. Baker. Mr. Oliver stated earlier today at the outset of his 
testimony that he thought the facts had been somewhat magnified. It 
is true that in Knoxville for the past few di ays, Since this announcement 
dropped in Knoxville almost like an atomic bomb, the people—and I 
may say it is about the only time the two newspapers have ever 
agreed—but Mr. Oliver stated that there were certain commercial 
and real-estate firms that were opposed to the move. 

I would like to say to Mr. Oliver, whom I like personally, that the 
chamber of commerce has passed a resolution against it, as has several 
civic clubs in Knoxville. And I read in yesterday’s paper that the 
‘Tennessee Legislature unanimously resolved against it—in the senate 
I am not so sure it was unanimous. 

Now, back to what I was considering a moment ago. I have only 
been a Member of Congress for a little over 2 years, but during the 
2 years I have been here and on the floor every moment when the 
TVA was being discussed, the Members of the House cert: ainly, 
including myself, have justified TVA’s request for large appropria- 
tions during this wartime period, based on its contribution to national 
defense, on the theory that the TVA, with its vast organization of 
experts, and it does have a vast organization of engineering experts, 
people with know-how who are loc: ated right in the area at Oak Ridge, 
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which is only some 20 miles from Knoxville, and in the district whic! 
I represent, and Oak Ridge is the largest atomic-bomb operation of the 
entire program. 

And from such information as T get, the plant will remain perma 
ne ntly at Oak Ridge, Tenn. Cert: ainly every indication of the ex 
pend itures at Oak Ridge, the expansion of buildings, and office space— 
and incidentally, the United States Government owns all of that, and 
it. is not rented- -and all of the electricity Is served by TVA, except l 
small steam plant which is operated out there. é; 

Moving west in the State of Tennessee, if you will note the map, it 
refutes so much of Mr. Oliver’s argument that the hub of this vast 
corporation is in northern Alabama. 

We come around to the Arnold engineering works at Tullahoma, 
T e] the W ind tunne ] bet wee} n Knoxville and Nashville. And may I 
say in passing ¢ that LT went down there last year with President Truma) 
at the dedic ation, and there seems to be no secret that it is to be a1 
airplane testing flight project due to the electricity, that is where 
that is going to be for years. 

Moving further west we find the tremendous Air Force installation 
at Smyrna, and moving further west you see the shell-loading plant 
at Milan. ‘J eli. 

So, the Tennessee Valley \uthority covers the entire State of Ten 
nessee, and it is the only source of electri 1c ity to any individu: il m: wn, 
woman, or child. There are no private power companies in Tennes 
see—I am almost certain of that, unless there are some that I have 
never heard of. I am sure there are no longer any private electric 
plants. 

Moving then just across the line, across the river to where we get 
to Paducah, Ky., which is almost in Tennessee, which is the next big 
gest atomic-energy development coming up, and which will require 
tremendous amount of TVA electricity. 

Now, with all due respect to Alabama, if the real justification for 
TVA’s request for a quarter billion dollars a year for normal operation 
of a billion-dollar corporation to be justified at all, they would be 
justified for defense, and I am helping justify that in every way all the 
way through, and I am sure that Congressman Jones will frankly tell 
you that. 

Now, last vear I was a member of the Public Works Committee of 
the House, as was Congressman Jones, and I heard Gordon Clapp 
testify for 2 days before the subcommittee in comparing costs be 
tween theirs and the Corps of eo . 7 other Government 
agencies on construction, and they brought in TVA, and Mr. Clapp 
testified in effect, as I recall, that TVA comes within 98 percent— 
that was the approximate term—of the estimate on building costs, 
because, as I say, they do have the know-how to build. 

So, a $1.5-million or $2-million or $3-million office building is 
literally a drop in the bucket compared to TVA operation, and I see 
no justification for this lease agreement. Apparently TVA has never 
done it before, and, if there was justification, I say that it is not 
necessary to move to Muscle Shoals. 

TVA should come in and ask this committee for the amount of 
money it needs to construct a building; with its great engineering 
force, and with its architects, it could do the job of drafting its plans, 
and drawing its spec ifications. 
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At the outset, that would have saved $200,000 to $300,000 alone in 
rofits, and at 4 percent interest over a period of 20 years; and, if 
VA had to borrow the money, to borrow it at less than 4 percent, I 
think an item such as this is literally infinitesimal. 

Our feeling, gentlemen of the committee, is that before these hear 
ngs are concluded, and I ask that this committee find out more about 
how Wallace S. Pitts got into the picture? There was no public 
dvertising, or public solicitation. I think that John I. Snyder, who 

gned this important agreement, and signed it in the capacity as Di- 
rector of the Division of P rope rty and Sup p hi les, shoul | be brought 
before this committee for further explanat ion. Tam not making any 

arge about it, but I think this committee is entitled to know what 

e facts are. 

Mr. Tuomas. May I ask Mr. Baker if he is referring to the head 
f the Real Estate and Supply Division, Mr. Snyder, and whether 
e is the same gentleman who sloned some of the coal contracts 2 or 
» Vears ago ¢ 

Mr. Baker. I would prefer you ask Mr. Oliver or Mr. Swidler. 

Tuomas. Is he the same man / 

Mr. Swipter. I think those contracts were signed by i Mr. Mills, 
assistant in his office. 

Mr. Baker. I understand that Mr. Snyder is head of that depart 
ment, and I would prefer that you gentlemen ask the General Mana- 
ver about it. 

I do not care to go any further, except to say this: that I am sure the 
members of this committee realize the way the city of Knoxville feels 
about it. They feel they have supported TVA to the limit, and they 
want these people to stay there; and, in accordance with my corre 
spondence, most of these 500 families want to stay in Knoxville. And 
<0 far as Savi expenses is concerned, the transportation costs, in 
addition to what Mr. Oliver has testified to, would cost $100,000, which 
could be saved. 

In addition to that. were the Board of Directors located at Muscie 
Shoals, Ala. they will be located in the extreme southeast of a gigantic 
system that covers seven States all to the north of it. 

Every time a directors’ meeting was held, if you are going to have 
the advantage and benefit of the know-how of those experts, they 
have to be brought to the directors’ meeting either by air, automobile, 
train, or something else. I see no justification for it. I hope the com 
mittee will stop it. 

Mr. Jonas. Thank you, Mr. Baker, very much. 


Move or TVA Boarp Orricres to MuscLe SHOALS 
WITNESS 


HON. ROBERT E. JONES, JR., A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF ALABAMA 


Mr. Jonas. We also are happy to have with us our colleague from 
Alabama, the Honorable Robert E. Jones, Jr., representing the Eighth 
District, which includes Muscle Shoals. 

Mr. Jones. Mr. Chairman and members of the committee, I ap- 
preciate the opportunity to appear before you and discuss the pro- 
posal now pending before the committee. 
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I would like to recite some of the history in connection with the 
headquarters of the Tennessee Valley Authority with particular 
reference to what has taken place within the most recent years. 

The basic act recites the location of the principal offices of the 
corporation. I am quite sure every board that has served in the Ten 
nessee Valley Authority has understood where the principal offices 
would eventually be located. There has been no misunderstanding 
on that point. But, in the beginning, it was thought they could 
function more properly, be more intimate with the problems in con 
nection with the construction program, if they were in Knoxville. 
So, you have heard Mr. Oliver tell today of the several contemplations 
that the Authority has gone through with in hoping to remove the 
principal offices to Muscle Shoals. It is not an issue of Alabama 
versus Tennessee nor of Knoxville versus Muscle Shoals nor of Con 
gressman Baker versus myself. This is a basic question of whether 
or not the Board of Directors in their line of duty are exercising wise 
discretion.. If they are charged with that responsibility, then they 
must make the necessary decisions that reflect. better management, 
wiser uses of property, and which obtained for the Federal Govern 
ment the maximum return on the taxpayers’ investment. 

It is with a great deal of pride that I can point back over 20 vears 
of TV A’s existence and say there has not been a single action under 
taken by the Board that has ever been discolored, that has ever been 
questioned, or where the integrity of that Board was ever brought 
into general discussion. ,TVA has made a magnificant record. We 
down in our area would have liked to have had the TVA principal 
offices all of these many years, but we have been satisfied that obliga- 
tion to duty required them to be in Knoxville. So our feelings were 
passive, and we did not become excited, since we knew they were 
trying to do a good job. 

What is at issue here is whether this agency is to continue to serve 
the whole region, without favoritism or political chicanery, or whether 
TVA’s management decisions are to be made for it on a political 
basis. 

I know how the people in Mr. Baker’s area must feel, and certainly 
had the members of the Senate or had Congressman Andrews of 
Alabama, just for political reasons, wanted TVA to move down there, 
we would have exploited it long before now. The accomplishments 
TVA has made to date have been reached, we feel, independently and 
free from political intervention. 

I did not insist that TVA make this decision. As a matter of fact, 
I was unacquainted with their plans until they were announced. Of 
course, there are tremendous defense enterprises in the area, in 
Tennessee, in Kentucky, in Virginia, and in Alabama, but I assure 
vou gentlemen that none of the services of TVA are going to be im- 
paired because they make a decision to remove some 500 employees 
from Knoxville. Tenn.. to Muscle Shoals, Ala. This decision was 
based solely on how it could best carry out its work. If we are to 
expect TVA to carry on in the future with the same efficiency and 
economy as in the past, we must respect the decisions of the TVA 
Board on the matters which Congress has confided to its discretion. 

You presented in your discussion here today two factors, one being 
whether the offices should be moved and the other concerned with the 
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housing arrangements after the offices are moved. I would not tres- 
pass upon the sovereignty of this committee today to advise or to 
speculate with you as to how the latter could best be solved. If there 
have been derelictions in making proper reports to the committee 
ibout the proposed move, I am quite sure, knowing what I do of the 
caliber and character of the fine officials of TVA, it was an omission 
which they would not have made had they been fully aware of your 
wishes in the matter. 

I would like to talk, too, about the capacity of the people in Muscle 
Shoals to assume their responsibility with respect to community fa- 
ilities. I have here a copy of the Florence Times of March 25, 
Wednesday afternoon, in which there appears an editorial that goes 
into the very question of making preparation to take care of the peo- 
ple who will be moved from Knoxville. I shall not take the time of 
the committee to read this editorial, but I want to make it available 
to the committee and, Mr. Chairman, I request unanimous consent to 
have it made a part of my testimony. 

(The editorial referred to follows :) 


{From the Florence (Ala.) Times, March 25, 1953] 
Now Is TiME ror SHOALS To Ger READY FOR TVA’s CoMING 


The action of the Florence and Sheffield Chambers of Commerce in notifying 
the Tennessee Valley Authority that the people of the Tri-Cities and Muscle 
Shoals district are ready and anxious to cooperate in every possible way to make 
removal of TVA headquarters from Knoxville to Muscle Shoals as orderly and as 
efficient as possible is a good omen. 

That the business communities of the district would cooperate was well 
exemplified the day it was announced that the removal would take place. Scores 
of telegrams from business and civic leaders were sent to the Authority in as- 
surance that whatever the local communities need to do to accommodate the 
Authority’s headquarters and personnel will be done. 

In this connection, it will be necessary for representatives of our local cham- 
bers of commerce and local governments to meet with representatives of the 
Authority so that plans can be worked out for provision of the amount and kind 
of housing and supervised recreation as will meet the needs of the 535 em- 
ployees and their families who are coming here some months hence from Knox- 
ville and Chattanooga. 

The local communities will need to know the number of school children num- 
bered among the employees’ families so that ample and up-to-date instruction will 
be available for them. 

There may be other instances involving their welfare in which the TVA per- 
sonnel will want reassurances. Whatever is necessary can and will be done; 
that the Times and Tri-Cities Daily know. 

In this connection, we think it only fair that the people of the Muscle Shoals 
district, leaders and institutions, be congratulated on the manner in which they 
received the news that at long last the Authority was moving its headquarters 
here in obedience to the law creating it and because current operating conditions 
in the Valley demand it from a practical business standpoint. 

There was no undue elation. The people had cooperated with the Authority 
and trusted it throughout the years when headquarters were maintained at 
Knoxville. They had always been told that the headquarters would be moved 
here at the first opportune moment following the completion of the heavy con- 
struction program in east Tennessee, and they believed it. They accepted it as 
fact from men of honor and have made their preparations toward that day 
from the very beginning of the TVA program. 

As a matter of fact, they had expected headquarters to be established here 
considerably earlier, but the defense program preceding World War II, then the 
war itself, and the restrictions following the war, and the Korean war, constantly 
interfered. The reaction simply was, better late than never. 
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As happy are we are to have the Authority move its headquarters here, wy 
would not want such faciilties here if we did not also believe that their coming 
to the shoals will work to the advantage of the Authority and the administratio1 
of its many important facets. 

These newspapers bespeak for the Authority and its personnel the cooperatioy 
of the people of the Muscle Shoals district, their leaders, and their local govern 
ment units and institutions in the full knowledge that such cooperation will he 
forthcoming 

Let us find out what the Authority’s wishes and requirements are as soon a 
possible. And then let us go about providing those faciilties as completely, as 
rapidly, and as economically as possible. 

Let us so conduct ourselves toward the Authority and its workers that they 
will always be glad they came to Muscle Shoals. 

It seems that over the 20-year period Congress in its handling of 
TVA matters has recognized that it would not make all such decisions 
as this. If it were to occupy itself with the subject now pending, then 
we would ce ave to Si ay to TVA,.“Well, let us build this dam here.” And, 
incidentally, back, I believe. in the 80th Congress the then senior Sen 
ator from Tennessee insisted that the Board make a decision with 
respect to the location of Douglas Dam contrary to the findings of the 
engineers, but at that time Congress rejected the senior Senator’s plea 
to have that location changed, because the engineers stated it would be 
better and should be constructed at the site on which they had decided. 
If the committee entertains the notion of overruling the Board in this 
decision, then I perceive it would be its future obligation to tell TVA 
where to locate steam plants and to decide all of the attending factors 
that go into the consideration of whether or not a steam plant should 
be built at Savannah; Colliersville; or Paducah, Ky. It would also 
have to make a complete survey of all decisions with respect to TVA. 
And I submit to this committee that if we make all of the detailed 
decisions of TVA, we will destroy its integrity and the respect that the 
people in that area have for it 

(nd I say unto you gentlemen that the decision to move the principal 
offices to Muscle Shoals is a fair decision and one that certainly has 
Leen long looked for and not unexpected. 

Mr. Tuomas. I am not attempting to speak for the committee, but 
will let our past actions speak for themselves. We never attempted to 
inject ourselves in any engineering matters or tried to overrule any 
policies laid down by TVA with respect to the location of dams and 
so forth and so on—never at any time. But do you think this is an 
economical contract for the taxpayers of the United States to shoulder / 

Mr. Jones. As I understand it, Mr. Thomas, over the period of 20 
years it will certainly be a saving to the taxpayers. 

Mr. Tuomas. It will cost about $5 million or $6 million. Do not 
you think TVA could build a building to satisfy their needs for much 
less money than $5 million or $6 million ¢ 

Mr. Jones. Of course, I cannot speak for the Authority, but I can 
speak for myself. Certainly, I would prefer to see the Appropriations 
Committee make appropriations so that the building would be con- 
structed and owned by the Government. 

Mr. Tuomas. I concur with your thoughts. I think you are sound. 

Mr. Krurcer. You mean constructed by the Government to begin 
with ? 

Mr. Jones. Either to construct it or purchase it. 

Mr. Yates. There is not anything to purchase here; is there? 
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Mr. Jones. If it is constructed under the conditions of a purchase 
vreement, it could be. 

Mr. Yates. This is my own feeling on the matter. I agree with 

our View on the right of TVA to pick its own place of operation for 
ts own efficiency. The only thing I do not like about the testimony 
day is the fact that when the decision was made to go ahead with 
ne construction of il building, it was submitted to only Lord differ- 
nt firms. I would think that in a building of this type it would have 
een much better in the public interest for the designs to be contracted 
gprs 9 ty ain dagis 208 bidding rather than just picking 4 
Oo 5 people that it was submitted to. That is my own Viewpoint, It 
a be that ultimately this will be the most economical means of 
indertaking this sort of construction; yet I feel the procedure is im 
vortant under the circumstances. 

Mr. Jonas. Of course, that brings on a broad field of discussion 
that has been going on in the Congress ever since I have been a Men 
ber of Congress. I heard Mr. Bert Reynolds testify over and over 
vain before the Committee on Public Works that in the long run a 
egotiated contract has been just as economical as all contracts, 

Mr. Tromas. Would you think a contract that was made 3 years 
go under the circumstances that existed then—shortages of this and 
means a that at that time—would compare favorably with the 
‘ircumstances that exist as of today? In other words, what I am get 
ting, at there is no private epeusention-ee- weit Shel would go out 
and handle their business like this has been handled—going out and 
negotiating with 3 or 4 people in 1950 and then turning around and 
trying to wri ap it up 8 years later without readvertising, without re 
‘contracting. Private indus stry would not have done that. You would 

not; would you? 

Mr. Jones. Are you trying to get from me whether or not that is 

chy pest | bid that coule | probably be obtained under the circum 
stances? Of course, I cannot answer that question. 

Mr. Yates. He means whether that is the best procedure, I think, 

Mr. Trromas. Construction costs today may be higher than they 
were in 1950. I suspect they are, 

Mr. Jones. I have directed the most of my discussion not to the 
housekeeping, but to the question of the right of the Board to make 
its decisions. 

Mr. Tuomas. You made a very fine statement. 

Mr. Jones. As I said, I would not trespass upon the sovereignty 
of this committee but say to you that the terms and conditions are 

questions for you to se ttle. 

Mr. Tuomas. We need your help and Mr. Baker’s, too. 

Mr. Jones. I do not know whether he is going to question the con- 
struction costs, as to whether or not that is a good contract. I ce1 

tainly would not say it isa bad contract because of the fact it was not 
saeditiona in the paper, because I know Foster-Creighton of Nash 
ville, Tenn., is one of the largest construction companies in the entire 
Southeast, and they have done a lot of Government work, They com- 
yleted a contract very recently. 

Mr. Tuomas. Were they given an opportunity in March of 1953 to 
reassess and revalue the situation, looking toward entering into a 


contract for this building? 
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Mr. Jones. I suppose the index of costs would have been applicab| 
to all companies and not just because there is only one, and to say it 
might have applied to 1 company but would not have applied to th 
3 others I do not think is true. 

Mr. Yares. Do you know Mr. Pitts, to whom the contract was 
awarded ? 

Mr. Jones. I do not know Mr. Pitts. I never heard of the man or 
his company. 


COSTS OF NEW BUILDING COMPARED TO RENTAL SPACE 


Mr. Anprews. I would like to ask as to the rent proposed for this 
new building. As I recall the testimony, the new building will cost 
TVA $2.62 per square foot per annum compared to $2.76 average they 
are paying today for space in Knoxville, Tenn. 

Mr. Jones. That is my understanding of the testimony. 

Mr. ANprews. So, as a matter of fact, the new building will cost less 
than the present rent costs TV A ? 

Mr. Jones. Yes. 

Mr. Krurcer. But who is keeping up the building, and all of the 
services needed there ? 

Mr. Yarrs. I thought all of the costs were included in those figures. 
Is not that right ? 

Mr. Outver. That is correct. 

Mr. Yares. All of the costs in both cases? 

Mr. Ottver. Yes, sir. 

Mr. Anprews. In other words, in the case of Muscle Shoals, the rent 
of the new building will be $2.62 ? 

Mr. Outver. That is right. 

Mr. Anprews. Compared to $2.76 that you are paying now on space 
in Knoxville? 

(Nov! Prior testimony shows that the cost for space in the Union Building is 
$2.76; average cost for all office space in Knoxville is $2.54 per square foot.) 

Mr. QOLIveER. For all of the office space in Knox, ille. 

Mr. Anprews. And the rent at Muscle Shoals will remain $2.62 for 
ZU years, whereas your rent in Knoxville has gone up every time you 
made anew lease 

Mr. Outver. There is an element in the $2.62 for services which TVA 
will provide. The cost of services provided will, as in rental space, 
go up or go down over the years, whichever way the price level goes. 

Mr. Anprews. And the rent of office space alone will remain sta- 
tionary for 20 years and will not increase at Muscle Shoals? 

Mr. Outver. That is correct. 

Mr. Jonas. How much is the total square footage of occupiable 
space in this building? 

Mr. Otuiver. 120,000 square feet. 

Mr. Jonas. What is the total over-all cost that you are going to in- 

vest in this property over the period of 20 years? What figure are 
you using to arrive at this $2.62 ¢ 

Mr. Outver. The figure of 120,000 square feet. 

Mr. Jonas. I mean in money. 

Mr. Oxtver. The base price for the building is $3,720,000. 

Mr. Jonas. But you are going to pay over $5 million, are you not, 
considering the rent, the insurance, and the interest and all ? 





Mr. Ottver. That is correct. 

Mr. Jonas. If you take a pencil and paper, it figures out much more 
than $2.62. 

Mr. Outver. That is based on the gross payments we make. 

Mr. Yates. When you say that is ‘the base, what do you mean? 

Mr. Ottver. The square-foot figure is based on 120,000 square feet 

of usable space and the gross cost, including not only payments that 

vill be made to the landloard but also the insurance, the taxes, and 
ervice costs of the building. 

Mr. Yates. Do you have those figures ? 

Mr. Onutver. Yes. 

Mr. Yates. What are they ? 

Mr. Ourver. The gross amount we will pay on the average, which 
neludes, of course, interest, is $441,778. 

Mr. Tomas. What items are included in that $441,778—interest 
and what else? 

Mr. Outver. That includes $264,178 annual gross rental on the 
average, 

Mr. Yares. That is the average annual rental ? 

Mr. Ontver. That is the average annual rental paid under the lease ; 
and in addition it will cost $177,600 for insurance, taxes, and operating 

‘osts. The average cost per square foot exclusive of taxes, insurance, 
anil operating costs is $2.20, and it becomes $2,62 by adding in the 
oper: iting costs and by dedu ieting the net eredits against the option 
price. 

Mr. Jonas. But do not you divide 120,000 into that figure, which 
would run up to $2.62? 

Mr. Outver. That is correct; the $2.62 figure is derived by dividing 
the 441,778 by 120,000 and then deducting the net credits applicab le 
to the option price. 

Mr. Jonas. I thought you said this morning you figured that item 
to be over $3 a square foot—$3.68. 

Mr. Oxtver. No; $2.62 is exclusive of credits against the option 
price. 

Mr. Jonas. But when you figure it against the total you pay out, 
including the cost of purchasing the building, it amounts to $3.68 a 
square foot ? 

Mr. Outver. That is correct. And that gives us the building at the 
end of 20 years, 

(Discussion off the record. ) 

Mr. Yares. So that figuring the cost of the building and trying to 
put it on a comparable basis with Knoxville, that is $2.62? on 

Mr. Oxtver. That is right. 


DISPOSITION OF HTOUSES OWNED BY TVA AT MUSCLE SHOALS 


Mr. Ottver. This morning you asked about the disposition of the 
housing that was acquired by TVA from the Corps of Engineers, 
the construction agency for Wilson Dam. Those houses were built 
in the First World War. They were in a poor state of repair. The 
cost of maintenance far exceeded the revenues obtained from them. 
and they were sold in 1950 and have been moved off the property and 
rehabilit: = As far as I know, they were moved off in the early 


part of 1951 
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Mr. Jonas. Do you know how many there were? 

Mr. Outver. As I recall, there were something like 400 units. 

There is a general sentiment among the people that they will pro 
vide without cost to the Federal Government community facilities 
necessary for housing and school and other community needs fi 
these people. 


COST PER SQUARE FOOT OF SPACE IN THE NEW BUILDING 


Mr. THomas. I would like to ask Mr. Oliver a question. Including 
your amortization, your rent, maintenance, taxes and upkeep, is that ut 
figure of $3.68 per month for the lifetime of the contract of 20 years 

Mr. Oniver. Yes. 

Mr. THomas. Based upon 120,000 square feet ? 

Mr. Outver. Yes. 

Mr. Tuomas. Tell us how much the building will have cost you at 
the end of 20 years. 

Mr. Outver. The total outlay will have been $8,835,560. That in 
cludes the purchase of the building, and includes the taxes, interest, 
and the occupancy of the building during the 20-year period. 

Mr. Yates. This is the cost of the building—the $8 million ? 

Mr. Jonas. The cost of acquiring it at the end of 20 years. 

Mr. Yates. And that includes taxes, interest— 

Mr. Oniver. And occupancy. 

Mr. Yarrs. Taxes are not a cost of acquisition. 

Mr. Jonas. They are included. They pay them. If they were 
enting space, the owner would pay the taxes. 

Mr. Anprews. But you should deduct from that $8 million figure 
the amount of rent you are now paying, and you are paying $242,800 
a year in Knoxville; : oe not? Soin 20 years that would be ne: arly 
$4 million—a little better than $4 million—up to about $5 million. 
Is that right? 

Mr. Ouiver. That is right. 

Mr. Anprews. So you would wind up, as a matter of fact, getting 
a building for $3 million that cost $3.7 million. 

Mr. Oxtver. That figure is $4,856,000 that we would be paying out 
for this space in Knoxville and at the end of 20 years we would have 
nothing; whereas we would have in Muscle Shoals at the end of 20 
years ownership of 3 building as well as having had better quar- 
ters, larger quarters, for the 20 years which would contribute to better 
efficiency. 

Mr. Anprews. What return is your contractor getting for building 
this building for you? 

Mr. Outver. This contract with Mr. Pitts? 

Mr. Anprews. This contractor is putting up a building for you to 
cost so much, and he gets a little beyond that. What will his return 
be ? 

Mr. Swipter. I mentioned an estimate earlier in my testimony that 
he would get perhaps $200,000 profit on the transaction. 

(Discussion off the record. ) 

Mr. Yares. With whom is your contract? 

Mr. Outver. Wallace S. Pitts. 

Mr. Yares. And he is under obligation to form the corporation ? 

Mr. Swipier. Yes, sir. 
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Mr. Yares. The contract is with him as an individual / 

Mr. Swipier. Yes, sir. 

Mr. Yates. And in the event he does not build the building or for 
iny reason defaults in the contract and the TVA sues him, can the 
[VA recover from him?’ What is his financial responsibility ? 

Mr. Swipter. We understand his financial responsibility is good, 
nd he— 

Mr. Yares. You say you understand his financial responsibility is 

ood. How do you know this? Did you draw on Dun & Brad 

reet for a report, or check with a bank, or did you ask him; what 
formation did you rely on ¢ 

Mr. Swipter. The Division of Property and Supply made the finan 

alcheck. I cannot give you the details. 

Mr. Jonas. You mean Mr. Snyder did? 

Mr. Swipter. Mr. Snyder or his staff. 

Mr. Jonas. | think we ought to have Mr. Snyder in here. He 
ened the contract, and I think he should be here. You say he is on 
vacation 4 

Mir. Oxrtver. That is correct. 

Mr. Jonas. When is he coming back ¢ 

Mr. Ourver. I think he is due back after the first week in April. 

Mr. Jonas. When did his vacation start 4 

Mr. Onrver. I think he went on his vacation around the 10th or the 
Lith. 

Mr. Jonas. He signed the contract on the 10th, so he could not have 
been on vacation. 

Mr. Oxtver. He signed the contract and shortly afterward left on 
his vacation—I think it was on a Saturday ora Sunday. Mr. Snyder 
is In — Florida and he can be reached. 

Mr. Jonas. I do not know that we ought to make him come back 
until isin his vacation. 

( Off-record discussion. ) 


COSTS OF NEW BUILDING COMPARED WITH RENTAL SPACE 


Anprews. Under the proposed contract. which the corporatiol 
with Mr. Pitts, you proposed to construct a building at Muscle 
Shoals contamineg 120,000 square feet of office space, and you pro 
pose l to pay him for the first 10 years, $299 O07 a year, making a total 
82,995,070 for the 10-year period ; and in adk lition you proposed to 
pay him S228.850 a year for 10 years, making a total of $2,288,500 for 


the second 10-year period, making a total of some 20 years for $5,28 
5OT that will be paid the landlord on the building to be built at eae le 
Shoals. 

Mr. Ourver. That is correct. 

Mr. Anprews. In addition to that it will be necessary for you to pay 
$177,600 a year for a period of 20 years, which includes taxes, and 
insurance, and the upkee p of the building. 

Mr. Outver. That is correct. 

Mr. Anprews. The total amount paid out over a period of 20 year 
under the proposed contract by TV A will be $8,835,560. 

Mr. Outver. That is correct. 
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Mr. Anprews. And if you do not go forward with the proposed 
contract for the new building, it will be necessary for you to continue 
to rent office space in Knoxville for which you will pay $224,800 a 
year, and office space at Chattanooga, for which you pay $18,000 a 
year, making a total of $242,800 a year for rent in Chattanooga and 
Knoxville, and if there is no increase in the 20- -year period, you wil! 
pay in rent, in these two cities, $4,856,000. 

Mr. Ottver. That is correct. 

Mr. ANprews. And at the end you wind up with only rental re- 
ceipts. 

Mr. Ovtver. That is correct. 

Mr. Anprews. If you pay over a 20-year period $8,835,560, which 
will be the total cost to TVA for the use of the new building at Muscle 
Shoals, then you will receive title to the building at the end of the 
20 years? 

Mr. Outver. That is correct. 

Mr. Anprews. So that the difference between what you pay for the 
new building and what you are now paying in Chattanooga and Knox 
ville will be $3,979,560. 

Mr. Jonas. May I add one thing to that? 

Mr. Ottver. Certainly. 

Mr. Jonas. If you exercise your option next year or a year after 
you begin occupancy you can get the building for $3,700,000? 

Mr. Ottver. Yes. 

Mr. Jonas. You could save nearly $300,000 by taking title? 

Mr. Oturver. Yes, sir; exc ept that we would be required to pay a pre 
mium for prepayment of the $3 million amount to be financed by the 
New York Life Insurance Co. The rate of the premium is 4 percent 
in the first year, gradually reducing to zero by the nineteenth year. 

Mr. Jonas. There is one other question I want in the record: Has 
Knoxville been declared to be one of the federally impacted areas? Do 
you know if the Federal Government contributes anything toward the 
support of schools in that area? 

Mr. Outver. It is my impression that it does not. 

Mr. Jonas. Mr. Baker, do you know? 

Mr. Baxer. I do not think so. 

Mr. Jonas. If they do, I do not know of it. 

Mr. Anprews. May I get one other small statement in the record: 
In the new building at Muscle Shoals you will have 120,000 square 
feet of floor space ? 

Mr. Oxtver. That is correct. 

Mr. Anprews. And how much floor space do you now have in Knox- 
ville and Chattanooga ¢ 

Mr. Oxtver. The space which is now taken up by the units which 
are moving there, is 86,000 square feet of space. 

Mr. Jonas. You are speaking of usable space, without relation to 
the number of people using it? 

Mr. Oxtver. That is correct. 

Mr. Jonas. Are there any further questions, gentlemen ? 


FINANCIAL COMMITMENTS ARRANGED BY MR. PITTS 


Mr. Yares. Since the question has come up of the commitment of 
the company, the New York Life Insurance Co., which TVA appar- 
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ently acted on, it seems to me, Mr. Chairman, it should be made a part 
of the record. 

Mr. Jonas. I see no reason why it should not. 

Do you have copies of that 

Mr. Swipter. Yes, sir. 

(The materials referred to follow :) 


EXHIBIT C 


New York LIFE INSURANCE Co., 
New York, N. Y., February 25, 1958. 
Mr. WALLACE A. PITTS, 
Montgomery, Ala. 

DEAR Sir: We understand that you propose to organize a corporation (here- 
inafter called the corporation) under the laws of Alabama, with the intention 
that the corporation shall acquire from Tennessee Vally Authority (hereinafter 
alled TVA) title in fee simple to a parcel of land owned by TVA and situated 
between Florence and Sheffield, Ala., adjoining the Wilson Dam Reservation, 
and shall construct thereon a seven-story and basement office building for oc- 
cupancy by TVA. 

We further understand that, concurrently with the acquisition of said prop- 
erty, the corporation, as lessor, will lease the same to T'VA, as lessee, under a net 
lease for a term of 20 years from the date of completion and occupancy of said 
building by TVA. 

We further understand that the cost of construction of said building will be 
finenced through the medium of an interim loan and that, upon completion of 
construction, the permanent financing will be accomplished (1) in part through 
the issuance by the corporation of $3 million principal amount of its first mort- 
gage sinking fund 4-percent 20-year bonds (hereinafter called the bonds) to be 
issued under an indenture and deed of trust (hereinafter called the indenture) 
and to be secured by a first lien upon the project, an assignment of the lessor’s 
interest in the lease (hereinafter called the lease) to TVA and an assignment 
of the rents due under the lease; and (2) in part through the borrowing of an 
additional $500,000 under an unsecured 4 percent loan (hereinafter cailed the 
term loan) for a term of 10 years. 

We further understand that, under the terms of the lease, TVA, as lessee, would 
pay a basic annual rental of $299,507.56 during the first 10 vears of the term 
thereof and of $228,850.56 during the remaining 10 years of the term thereof 
(said basic annual rental to be payable in monthly installments), in addition to 
which TVA would pay, as additional rent, all real-estate and other taxes and 
assessments applicable to the leased premises, all premiums for insurance main- 
tained with respect to said premises pursuant to the requirements of the lease, 
and all other expenses in connection with the operation and maintenance of 
the premises. 

We further understand that the lease would grant to TVA an option, exercis- 
able on satisfactory notice, to purchase the premises on any date upon which 
interest might be payable under the indenture at a price equal to the sum of (a) 
the moneys which would be required to prepay in full, in accordance with the 
terms of the indenture, all bonds then outstanding under the indenture, plus 
(/) on amount equal to the then present value of quarterly payments of $10,- 
202.56 for the period from the date of such purchase to the date of expiration of 
the 20-year term of the lease, plus (c) if such purchase occurs during the first 
10 years of the term of said lease, an amount equal to the then present value of 
quarterly nayments of $70,657 for the period from the date of such purchase to 
the end of the 10th year of the 20-year term of said lease; plus (d) the amount 
o. the premium, if any, which may then be payable with respect to the prepayment 
of the term loan; the then present values of such quarterly payments to be 
determined on the basis of interest at the nominal rate of 4 percent per annum, 
convertible quarterly. The right to exercise the above option must be conditioned 
upon the absence of any defaults under either the lease or the indenture. 

This is to advise you that, subject to— 

(1) Our approval of the plans and specifications for the proposed building, 
and our being satisfied that the value of the land and building will be at least 
equal to our investment in the bonds ; 

(2) Our approval of the title to said premises ; 





Vy ? 


(3) Our approval of the construction contracts or other agreements betwee 
the corporation and the contractor or contractors which it engages to periori 
such construction work ; 

(4) The completion of construction of said building prior to July 31, 1954, i: 
accordance With the plans and specifications as approved by us; and 

(5) Our approval of all proceedings to be taken in connection with the trans 
actions herein contemplated and the form and substance of all documents to b« 
executed in connection therewith or incident thereto, including, without limita 
tion, the indenture and the lease and the formal bond purchase agreement here 
inafter mentioned ; 


this company is willing to purchase the proposed issue of bonds from the cor 
poration at the price of 100 percent of the principal amount thereof, plus accrue: 
interest, if any, to the date of payment. 

As above stated, the lease must be a completely net lease under which 
lessee is required to assume all expense and other burdens, of whatever character, 
in connection with the ownership, operation and maintenance of the premises 
and in no event may it be terminated by the lessee prior to the expiration of 
the 20-year term except by the exercise of the option to purchase as above 
mentioned. The 20-year term of the bonds must coincide with the 20-year 
term of the lease and the payment dates for the monthly installments of annual 
rent must occur at least 15 days prior to the day of the month upon which sinking 
fund payments are required to be made under the indenture. 

The entire amount of each installment of rental payable under the lease must 
be paid to the trustee under the indenture, to be accumulated and applied, first 
toward the payment of the moneys required to be paid under the indenture, and 
second, toward the requirements of the term loan, after which any undistributed 
balance may be made available to the corporation but subject, however, to all 
of the provisions of the indenture. 

We understand that it is proposed that the First National Bank of Montgomery 
shall act as trustee under the indenture. Such an arrangement will be satis 
factory to this company. 

In addition to the mandatory sinking-fund requirements of the indenture, the 
indenture will permit the voluntary redemption of bonds on the basis of a de- 
clining premium schedule commencing at 104 and declining to par 1 year prior 
to maturity. 

We are attaching hereto a statement showing the application of the portion 
of the rental required for the amortization of the bond issue and also showing 
the portions of the annual rental required to amortize the sum of $580,000 in 
10 years and to amortize the further sum of $140,000 in 20 years. 

It is understood that a formal bond-purchase agreement, satisfactory both to 
the corporation and to this Company, setting out all of the terms and provisions 
of the transaction will be entered into as soon as possible and, in any event, 
not later than 6 months from the date hereof. 

It is further understood that, whether or not the bonds are ultimately pur- 
chased by us, you will pay or cause the corporation to pay all expenses incurred 
in connection with the transactions contemplated hereunder including, withot 
limitation, the fees and disbursements of this company’s special counsel, the 
fees and other charges, including counsel fees, of the trustee under the in 
denture, the cost of a mortgagee’s title policy written in the full amount of the 
bond issue, revenue stamps, recording fees, the costs for printing the bond-pur 
chase agreement, the indenture, the lease, the assignments of both the lessor’s 
interest in the lease and of the rents and of such other documents, if any, as may 
be printed, and all other out-of-pocket expenses, if any, Which may be incurred 
by this company in connection with the transaction. 

\s we have previously advised you, this type of financing involves very sub- 
stantial expenses, principally of the nature above indicated. Furthermore, the 
forevoing covers merely certain basic features involved in the financing of a 
transaction of this character and as we indicated to vou during our conference 
at this office last week, in the preparation of the legal documents, many ques- 
tions will arise which will have to be resolved as the negotiations proceed. It is 
not possible at this stage of the proceedings to indicate specifically what these 
questions may be and ovr purpose in mentioning the matter at this time is to 
point out to you that there will undoubtedly be questions which may not vet 
have heen considered by any of the parties but which, if and when they do arise, 


will have to be resolved to the satisfaction of all parties concerned. 
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It is our understanding that TVA has indicated its approval of the financing 
the new building in question upon substantially the basis hereinabove set 
rth. 
If the foregoing agrees with your general understanding, will you please so in 
cate by signing and returning to the undersigned, the enclosed carbon copy of 
is letter. 
Very truly yours, 
H. EveReErT' WoopRuFFr, Vice Pre sident 
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Application of quarterly rentals amounting to $54,662 to amortize $3,000,000 bo 
issue—Continued 


Principal 
outstand- 
Quarters ing at be- Interest 
ginning 
of period 


Reduction Balancs 
in princi- | with tru 
pal at end | tee at er 
of period | of per 


$758, 000 $7, 580 $47, 000 
711. 000 7.110 47,000 
664, 000 640 48, 000 
616, 000 », 160 49. 000 | 
567, 000 5, 670 49, 000 
518, 000 5. 180 49, 000 
469, 000 690 50, 000 
419. 000 190 51, 000 
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1 The final rent payment may be reduced by this amount; otherwise, it will accrue to the borrowir 
corporation 


Quarterly amount required to amortize $140,000 in 20 years, interest at 4 per- 


cent per annum: 
$140,000 


_ = $2,550.64 
54.8882061 


Quarterly amount required to amortize $580,000 in 10 years, interest at 4 pere 


cent per annum: 
$580,000 


32.8346861 


= $17,664.25 


Annual rentals 
First 10 years | Final 10 year 


On $3,000,000 bond issue ($54,662 4 $218, 648. 00 $218, 648. 0 


On $140,000 ($2,550.64 4 10, 202. 56 10, 202. 5t 


On $580,000 ($17,664.25 4 70, 657. 00 


299, 507. 56 228, 850. 5¢ 


Average aunual rent, 20 years: $299,507.56 plus $228,850.56 equals $528,358.12, divided by 2 equals 


Marcu 5, 1953. 
Mr. WALLACE 8. PITTs, 
Montgomery, Ala. 

Dear Mr. Pitts: Referring to the last sentence of the second paragraph on 
page 2 of our letter to you dated February 25, 1953, in which it is stated that 
TVA’s right to exercise the purchase option is to be conditioned upon the absence 
of any defaults under either the lease or the indenture, it was not our intention 
that the mere existence of such a default would operate to preclude TVA’s 
exercise of the option. The point involved is, in effect, that any exercise of the 
option must necessarily be accomplished on a basis which would assure the 
payment of all sums payable pursuant to the provisions of the indenture as well 
as the other items enumerated in the second paragraph on the second page of 
our letter of February 25, 1953. 

Without attempting to spell out at this time the precise manner in which this 
concept would be reflected in the documents, it would be my thought that an 
appropriate provision would be included in either, or both, the lease and the 
indenture to the effect that, in the event of a default under the indenture, the 












Der- 
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option would not be extinguished unless TVA had been notified in writing of the 
existence of the default and had failed, within some reasonable period there- 
after, either to cure the default or to exercise the option. It would be under- 
stood, of course, that even though the option were to be extinguished through 
TVA’s failure to exercise it within the time limited, the lease would be otherwise 
unaffected by any subsequent foreclosure, provided TVA was then in full per- 
formance of its obligations under the lease, 

I trust that the foregoing will satisfactorily resolve the question which has 
arisen with respect to the portion of our letter in question. 

1 am forwarding a copy of this letter to the attention of Mr. Snyder and Mr. 
Robinson. 

If the foregoing agrees with your understanding, will you please so indicate 
by signing and returning to the undersigned the enclosed carbon copy of this 
letter as well as the carbon copy of our previous letter to you dated February 
25, 1953. 

Very truly yours, 














H. Evererr Wooprurr, Vice President. 





Approved this day of March 1953: 





WALLACE S. PITTs. 









EXHIBIT D 










THe First NATIONAL BANK OF FLORENCE, 
Florence, Ala., February 24, 1953. 





Mr. WALDACE 8. Pitts, Sr., 
Montgomery, Ala. 

Dear Mr. Pitts: This will confirm our several conversations concerning a pro 
posed $500,000 10-year term loan with 4 percent interest to be secured by a pledge 
of the proceeds of a lease between you and the Tennessee Valley Authority on 
property in Colbert County, Ala. 

This bank has discussed the proposal with the State National Bank of Decatur 
and with several financially competent individuals in Florence, all of whom 
have agreed to join with this bank in making available the total sum of $500,000 
for the loan referred to above. 

Upon your formalization of plans, we will undertake to provide you with com 
mitments adequate for the negotiation of your construction loans which will 
contain provisions protective to the lenders. Of course, these provisions will 










cover our assurance on every legal aaspect of the proposed loan, 
Yours very truly, 
















C. L. HALEY, Jr., President. 





ExHIBIT E 








Tue First NATIONAL BANK OF MONTGOMERY, 
Montgomery, Ala., February 26, 1953 





Mr. Waxuace §. PItts, 
Montgomery, Ala. 






Deak Mr. Pitts: For some months we have been negotiating with you con- 
cerning the possibility of a construction loan in the approximate amount of 
$3,500,000, for the purpose of erecting an office building for the Tennessee Valley 
Authority on a parcel of land between Florence and Sheffield, Ala. It is our 
understanding that you have now obtained a commitment from the New York 
Life Insurance Co. for a $3 million mortgage loan on the proposed building upon 
completion of the structure, and a commitment from the First National Bank of 
Florence, and another participating bank for a $500,000, 10-year term loan to be 
consummated upon completion of the proposed building. 

This matter was considered by our directors’ loan committee today, and we 
propose to take a $350,000 participation in a construction mortgage loan of ap 
proximately $3,500,000, provided we can arrange for one of our correspondent 
banks to participate in the construction loan to the extent of the loan above our 
legal lending limit. As you know, I have negotiated with two of our New York 
correspondent banks concerning this proposed construction loan, and both of the 
said banks have evidenced a desire and willingness to participate in such a con- 
struction loan. 
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of the commitments for 


This will confirm the fact that, subject to all 
acceptable to us, and upor 


long-term financing being consummated in final form 
of a satisfactory construction-loan agreement and appropriate 
security instruments, and the arrangement of a satisfactory participation agre 
ment, we expect to handle the construction loan on this project. The rate of 
interest on the construction loan and the details will, of course, have to ly 
negotiated with you 

It is our understanding that title to the property on which the proposed build 
ing will be erected will be vested in a corporation to be formed by you and tl 
construction loan of course will be made to the said corporation, 

We are ready to begin final negotiations on the terms of the construction loa 
ther phases of the matter have been determined 


as soon as the ot 


Yours very truly, 


the execution 


WALTER KENNEDY, President 


Mr. Jonas. Mr. Chairman, I raise the question of having Mr. 
Snyder here, 

Mr. Puiures. Can he be here next week ¢ 

Mr. Oniver. He is on vacation, but he can be here, and will be. 

Mr. Prinurrs. Thank you very much, gentlemen. 


WEDNESDAY, APRIL 1, 1955. 


ConsTRUCTION OF OrricE BuiLpING FoR THE TENNESSEE VALLEY 
Auruoriry ar Muscie SHOALS, ALA. 


WITNESSES 


JOHN OLIVER, GENERAL MANAGER, TVA 
JOHN I. SNYDER, DIRECTOR OF PROPERTY AND SUPPLIES DIVI- 


SION, TVA 


Mr. Putuuies. We have with us this morning, Mr. Oliver, General 
Man: wel >of TVA, Mr. Snyder, Director of the Property and Supply 
Division of the TVA. 

Mr. Snyder, you enteréd into a contract on the 10th of March with 
Wallace . Pitts on behalf ot the TVA, W hich isa corporation of some 
size, which you signed as Director of the Property and Supply 
Division. Youare familiar with that ¢ 


Mr. Snyper. Yes, sir 
Mr. PHILLIPS. | have a carbon copy whic hy ] have no reason to 
doubt is an accurate copy of the original contract, as I understand it. 


AUTHORITY OF MR. SNYDER TO CONTRACT FOR TVA 


The first question of the committee, Mr. Snyder, i s by what au- 
thority did you as Director of the Division of Property fae Supply of 
the TVA sien such a contract? You are not a corporation officer; are 


/ 


vou! 
Mr. Snyper. Mr. Phillips, [ had an opportunity to glance over 
the transcript, and I noticed that that question came up-last Friday. 
I do interpret my position as being an officer of the corporation 
for such purposes. 

Mr. Prius. What is the interpretation based on, in the sense that 
you were delegated authority? Here is a corporation set up under 
the laws of Alabama. pe rhaps, and does it definitely state who are the 


officers of the corporation / 
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Mr. Jonas. May I ask what office you do hold ? 
Mr. Snyper. We do not have in the TVA, for instance, a number of 
vice presidents, or people with the usual corporate titles who would 
gn on behalf of the corporation. However, the heads of the divisions 
nd even the heads of the branches have authority to sign contracts 
nd we sign as officers of the corporation, We have no authority as 
ndividuals: we sign as representatives of the corporation, 

Mr. Puiwiirs. You mean they would have authority to commit 
the TVA for any amount of money, without limit ? 

Mr. Snyper. No. In the delegation of responsibility there are 
mits set for contracts of certain amounts. For example, we have 












many leases to be executed: some of them are leases for small amounts 
of space which do not involve a great amount of money. Up to a 


certain amount those leases are signed by the Chief of the Office 






Service Branch. 

Mr. Jonas. I think we could clear this up, Mr. Chairman, perhaps 
by having Mr. Oliver tell us what the bylaws of the corporation are, 
or any resolution passed by the Board of Directors authorizing Mr. 
Snyder to sign a contract, or state if none exists. 

Mr. Putts. Mr. Snyder, as to those delegations, what delegations 
were made to give you the authority: by the Board of Directors? 

Mr. Snyper. In connection with this matter, which has been ap 
proved by the Board of Directors, I received a direct delegation to 
execute this contract through Mr. Oliver, General Manager. 

Mr. Puiviutrs. Was that in writing? 

Mr. Ouiver. That was over the telephone. It so happens, Mr. Chair 
man, that I have here the administrative code which makes a general 
delegation to the Div ision of Property and Supply, whi h I might file 
vith you. ] 
(The statement referred to is as follows :) 



















SPACE 






Vi 





Authority, Office of the General Manager 





Administrative Code, Tennessee Valley 
















AND MAINTENANCE OF OFFICE SPACE AND RELATED SERVICE FACILITIES 





PROVISION 








The Board of Directors approved the following policy on January 13, 1949 

TVA provides necessary office, laboratory, garage, and storage space and related 
service facilities by lease, purchase, or construction of facilities. It endeavors 
to use the most efficient techniques and highest standards in the procurement, 
operation, and utilization of space and related services. 

Space is acquired on a permanent basis only when such acquisition is eco- 
nomical in the long run and conforms to applicable policies of the Federal 
Government. In planning for permanent facilities to meet future requirements, 
consideration is given to integrating the needs of various programs and manage- 
ment services, interchangeable uses of the space, and proper relation of structures 
and facilities to development plans of the communities in which they are located. 

In order to select space that is adequate, economical, and conveniently located, 
TVA surveys available space in areas in which space is needed. Primary con 
sideration is given to available Government-owned space which TVA may occupy 
without charge. If Government-owned space is not available, TVA selects the 
lowest-priced suitable space to meet its requirements. In selecting space, TVA 
takes into consideration the building structure, safety factors, illumination, 
ventilation, heating, and other service facilities and the adaptability of the space 
to the anticipated use. These factors are also considered in preparing layouts 
for the most effective placing of employees and equipment for efficient operations 

TVA complies with the Economy Act of 1932 (40 U. S. C. 27Sa and Federal 
regulations concerning the alteration of structures leased by Government agencies 


















At its discretion TVA permits other Government agencies to occupy without 
payment of rent space it owns or has assigned to it. It may lease and license 
space owned by TVA and sublet rented space to other Government agencies; to 
coneessionaires providing services for TVA employees; and to others when 
dictated by economy and efficiency of TVA operations. When TVA leases, 
licenses, or sublets its space, it endeavors to charge rates which are not less than 
all applicable costs of such space. 


RESERVATION 


Contracts involving the payment of $50,000 or more during the effective period 
are approved by the General Manager and the Board of Directors. Contracts 
committing TVA to a period of more than 2 years are brought to the General 
Manager's attention for submission to the Board if he thinks it advisable 


DELEGATION 


The Division of Property and Supply surveys divisional needs and ascertains 
requirements for office, laboratory, garage, and storage space and related 
service facilities: forecasts TVA’s future space requirements: develops co 
ordinated plans for TVA permanent service facilities: and reviews proposals 
for acquisition, rental, and disposal of space or construction of permanent sery 
ice facilities for conformance to these plans. It negotiates, executes, administers 
and terminates leases and contracts for space on premises not owned by TVA; 
and allocates space to TVA organizations and plans layouts for the most effective 
use of space It provides for the servicing, alteration, and maintenance of 
space on premises not owned by TVA; in the Power Building in Chattanooga ; 
and on other TVA-owned property when requested by other offices and divisions 
to which space is assigned. It establishes charges and makes arrangements for 
subletting space to others. It formulates and secures adherence to standards 
for the procurement, maintenance, and utilization of space and related services 

*The Office of the Ma er of Reservoir and Community Relations develops 

ite plans for TVA facilities and structures; ascertains space requirements for 
construction camps; provides for the assignment, servicing, and maintenance of 
space in TVA camps and villages and on reservations and reservoir property : and 
makes arrangemen for the use of such space by other agencies or concession- 
aires. It also ady s the Division of Property and Supply on factors in the 
acquisition and maintenance of space affecting the health and safety of employees 
Che Division of Personnel furnishes information as required on future numbe! 


types, and location of personnel 


ion of Law approyes standard forms for contracts and leases, pre 


leases which cannot be effected by means of 


forms, and provides legal advice and assistance in negotiation and 
ion of agreements 


ion of Finance advises a i arrangements in contracts for 


approves individua 


| offices and divisions keep the Division of Property and Supply informed as 
to their present and anticipated needs for service facilities and predictable 
changes in such needs and observe standards developed under this policy. 

Mr. Putuures. When I left to go to the floor to answer the roll call. 
Mr. Synder had just said he thoneht he had authority to sion the 
contract. which committed the TVA to build a building, and Mr. 
Oliver was just about to discuss the same question. 

Mr. Outver. This, Mr. Phillips, is the Administrative Code, which 
makes delegations, with regard to the provision of office space, to the 
various staff members and other divisions, including the Division of 
Property and Supplies. 

Mr. Pruiures. What is the basic authority of the TVA; under what 
basic law is it operating? 

Mr. Ortver. The Tennessee Valley Authority Act of 1933. 

Mr. Pritims. What is the legal citation of the code? 


Mr. Anprews. Section 16, United States Code, 831, and following. 


*Revision. 





1299 
REASON FOR NOT ASKING FOR COMPETITIVE BIDS 


Mr. Putuirs. Is there anything in that which has to do with 
requiring a contract of this size being put out to bids on a competitive 
basis ¢ 

Mr. Snyper. Do you wish me to answer that? 

Mr. Puiuures. Yes. 

Mr. Snyper. This is not the type of contract which falls under 
section 9 (b) of the TVA Act, which requires us to seek public bids 
for materials, equipment, services other than personal. Section 9 (b) 
does not apply to leases or interest in realty. 

Mr. Puitiies. Will you explain that to me, because I hold a copy 
of the TVA Act in my hand? Section 9, subsection (b) reads as 
follows: 

All purchases and contracts for supplies and services, except for personal 
services om 

Mr. Snyper. Yes. 

Mr. Putiures (reading) : 

All purchases for supplies and services shall be made after advertisement in 
such manner and for time sufficient to accumulate such bids, 


You hold that does not cover an 8 or 9 million dollar contract for 
a building ? 

Mr. Snyper. It would be completely impractical to apply such 
procedure to the ac quistion or lease of space. We execute and ane 
tiate hundreds of leases. 

Mr. Puimuirs. There is a distinction in your mind between leasing 
of space and building a building involving the preliminary expendi- 


ture of the amount developed here ? 

Mr. Snyper. Mr. Phillips, I feel this is entirely a lease transaction. 
It is true that the lease contains, or will contain, when the formal 
lease is executed, an option which will permit the purchase of the 
building, but we are negotiating a lease, not entering into a building 
construction contract. 


SUBMISSIONS TO BUREAU OF THE BUDGET FOR NEW BUILDINGS 


Mr. Putuirs. That is an interesting point. This matter was pre- 
sented to the Bureau of the Budget in fiscal year 1950 on this project, 
and the Budget refused it; am I correct ? 

Mr. Snyper. This specific proposal was never presented to the Bu- 
reau of the Budget. It is true that at two different times the TVA 
sought to obt: stn appropriation funds for the erection of an office 
building at Wilson Dam, but this project-—— 

Mr. Puurps. And several times those funds were refused 

Mr. Snyper. That is correct. 

Mr. Corron. Just to recapitulate, Mr. Snyder, would you list right 
now for the record at this point the occasions that the TVA has 
requested of the Bureau of the Budget or of the Congress, authority 
or permission to erect an office building at Muscle Shoals and to change 
the location of ve principal offices ? 

Mr. Outver. I do not have the precise dates before me. Past hear- 
ings, were about as follows: In 1940, the TVA requested of the Bureau 
of the Budget funds for the erection of an office building at Muscle 
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Shoals, Ala., to be constructed in fiscal year 1942. Those funds wer 
denied, because of the materials shortages, and a feeling that we wer 
moving into an urgent situation with regard to building supplies re 
quired in the defense effort. 

Mr. Corron, Let me interrupt you, to keep the record complete 
When you allege that as the reason for the denial, do you base that 

tatement on the statement of the Bureau of the Budget, or on son 
analysis of it’ 

Mr. Oriver. Those were the reasons, yes, in 1940, Mr. Cotton—I will 
be glad to review the record—but that was the explanation at the 
time we discussed the matter with the Bureau of the Budget. 

When that budget came before the Congress, an item tor an offic 
building at Muscle Shoals was added by the Senate Appropriations 
Committee and approved by the Senate but it was dropped finally in 

conference. 

The Bureau of the Budget approved an item for planning studies 
in fiscal year 1947 looking toward the erection of an office building 
at Muscle Shoals the next year. Congress appropriated money for 
that purpose. It is my recollection that the following year we went 
to the Bureau of the Budget for the request for construction funds, 
which were denied by the Bureau of the Budget. 

Mr. Corron. What reason was given for this denial? 

Mr. Outver. That it was the policy, as expressed by the President 
and the Bureau of the Budget for that particular budget year, not 
to begin construction of buildings which could possibly be postponed 
until the following fiscal year. I might say, if you would like, that I 
will be glad to get the budget instructions for those years, and the 
basis on which the requests for funds were denied to begin construction. 

This was the last time we submitted a request to the Bureau of 
the Budget for construction funds. We began to look at the problem 
from a different angle—— 

Mr. Corron. Just a moment, before you go on from there: You 
have now mentioned 2 occasions when the Bureau of the B udget was 
approached by the TVA—or 8 occasions, one to obtain the money for 
plans, and 2 occasions when they sought money to erect the building. 
Now, were there any occasions in which the corporation took this 
matter up with the committee of the C ongress? Of course, assume 
that when the Budget approved the planning funds in the budget, 
it went through a committee of the Congress. I mean anything other 
than that ? 

Mr. Outrver. No. There have been several occasions on which mem- 
bers of the Board have discussed with congressional committees 
plans of the TVA and of the TVA Board to move its headquarters 
to Muscle Shoals. In 1941, in connection with the first budget request 
that came in, Mr. Lilienthal was questioned as to whether or not 
there had been an item in the TVA budget, as submitted to the Bureau 
of the Budget, for that purpose. 

In 1946 there were questions by the Senate committee on the same 
matter. 

Mr. Corron. Are you prepared to give us the citations to those two 
questionings for the record ? 

Mr. Outver. I will do that. 
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(The information requested follows: ) 


1938: Hearings before the Joint Committee on the Investigation of the Tennes 
e Valley Authority, Congress of the United States, pursuant to Public Resolution 
No. 83 Tth Congress, 3d session. Pages 504 HOS, 834-838, 9238. 1041, 1224-1225 
097, 3760, 3761-3763, 3765. : 3770, 4480-4482, 4485, 5203-5227, 5913 

February 19, 1941: Hearings before the Senate subcommittee of the Commit 

» on Appropriations, independent offices appropriations bill for 1942 (H. R 
Y7TSS), T7th Congress, Ist session, pages 46-51 

February 25, 1944: Hearings before the Senate Committee on Appropriations, 
ndependent offices appropriation bill for 1945 (H. R. 4070), 78th Congress, 2d 
session, pages 427-429. 

June 20, 1946: Hearings before the Senate subcommittee of the Committee on 
\ppropriations, Government corporations appropriation bill for 1947 (H. R 
G777), T9th Congress, 2d session, page 5. 

January-February 1947: Hearings before the Senate Committee on Public 
Works on the nomination of Gordon R. Clapp to be a member of the Board of 
Directors of TVA, SOth Congress, Ist session, page SS. 

IM48: Hearings before the Senate subcommittee of the Committee on Public 
Works on 8. 1277, 80th Congress, 2d session, part I, pages 12, 191, 852, and S856 

Mr. Corron. Proceed. 

Mr. Ontver. In 1948 we began to approach this problem from the 
tandpoint of leasing space, just as we do in Knoxville and Chatta 
nooga and at other locations. Mr. Snyder was asked to see what he 
could do about the rental of office space at Muscle Shoals. He is more 
familiar with that than I, and I will ask—— 

Mr. Corron., He was asked by whom ¢ 

Mr. Oriver. By the General Manager, acting on instructions from 
the Board. 


STEPS IN FORMULATING PLANS FOR THE NEW BUILDING 


Mr. Corron. Were those instructions from the Board the result of a 
decision on the part of the Board that appears in the minutes of the 
meeting or otherwise informal action ? 

Mr. Oxiver. It would appear in interoffice correspondence. There 
were no formal resolutions of the Board. 

Mr. Corron. When was it that these instructions were given to Mr. 
Snyder to start looking around to prepare for that ? 

Mr. Snyper. In 1948, 

Mr. Corron, And what did you do pursuant to those instructions in 
1948 ? 

Mr. Snyper. In 1948 we communicated with the Chamber of Com- 
merce of Florence, Ala., and we had a number of meetings with a 
committee of the chamber of commerce to explain our problem of 
finding office space that would permit us to move TV A’s headquarters 
to Muscle Shoals. 

The committee on its own initiative sought proposals for providing 
office space in Florence. It was a substantially smaller building that 
we were considering because we realized that it would be impracticable 
to have the entire headquarters located in the city of Florence alone. 
We thought about splitting it between Florence, Sheffield, and/or 
Tuscumbia, and such buildings as we had on the reservation. 

Mr. Corton. Why is that impracticable? 

Mr. Snyper. Because it leaves the staff scattered over a consider- 
able area. 

Mr. Corron. Wait a minute. I thought you said at Florence you 
had divided it up. 
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Mr. Snyper. It was impracticable from our point of view to place 
a building, with the entire TVA headquarters personnel away from 
the reservation, where our chemical facilities, the chemical plants, are 
located, and where a vary large part of the TVA program is carried 
on 

Mr. Corron (interposing). I am sorry, but I think we ought to 
clear the record, because I must have misunderstood your statement. 
1 thought you said just a moment ago that it would be practicable at 
Florence to have the space split up among the area around Florence 
and Sheffield. Now, you say it should be concentrated near the opera- 
tion. I do not quite reconcile the two statements. 

Mr. Snyper. Perhaps I can clear it up, Mr. Chairman. Anything 
located in the town of Florence we would regard as purely a temporary 
expediency until we could have one headquarters building for the 
staff adjacent to the reservation. 

Mr. Corron. Very well, go ahead. 

Mr. Snyper. The committee of the chamber of commerce developed 
two proposals, as I recall, for providing a building of about 32,000 
square feet at Florence. I reported to the Board the results of our 
contacts and the plan that we could work out. 

Mr. Corron. This was all in 1948; is that true? 

Mr. Snyper. It extended for some period. The final report on that 
may have been in 1949. 

The Board reviewed the situation. To move headquarters into 
scattered buildings in the general area of Florence was felt to be 
unwise, because it still spread the headquarters staff over an area 
and did not bring them under one roof, so that plan was abandoned. 

Mr. Cotron. When did they determine to abandon that particular 
plan, as you tell the committee that that decision was made, was it, 
about 1949? 

Mr. Snyper. I would say it was late in 1949. 

Mr. Corron. What happened next in regard to this project ? 

Mr. Snyper. During these various contacts we discussed the possi- 
bility of a building being located adjacent to the reservation for 
housing the entire headquarters staff of the TVA and the Board, and 
they indicated—— 

Mr. Corton. Let me get this straight. You are now still exploring 
the possibility of a central building near the operation, and that was 
after the Board had decided to abandon the project of going to 
Florence ? 

Mr. Snyper. That is correct. 

Mr. Corton. That the result of a formal decision of the Board, of 
some kind? 

Mr. Otrver. Yes; it would not be recorded as a formal resolution. 
I might explain how TV A’s plans are developed and carried out. The 
Board meets after the General Manager has prepared a formal agenda 
of the items which are to be formally attended to. We then have what 
we call an informal meeting at which members of the staff describe 
activities which are in progress and problems which they anticipate 
will come up later for action by the Board. At these meetings, the 
Board gives general guidance to the staff. Decisions on details of the 
office building were made in that kind of a session. 
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Mr. Corron. Perhaps instead of formally, I should say that the 

3oard in conference decided to abandon the idea of leasing space in 
Florence, and that occurred sometime in 1949, and immediate ly they 
decided rather definitely in conference to explore the possibility of a 
building near their operations. 

Mr. Oxitver. I believe there were two buildings in the plan in 1948; 
building in Florence and a pelaes in Sheffield, Ala., both small 
enough so that when the permanent buildings might be built, those 
buildings could be utilized by dentists, doctors, and other people in 
the town. It was the Board’s feeling that this plan was economically 
inadvisable and would not meet TVA’s requirements. 

Mr. Corron. I am afraid I am taking too much time, but I would 
like to finish this chronological statement. You are now down to 
sometime in 1948, when you started exploring the possibility of hav ing 

larger building near the operations. Then will you proceed from 
there # 

Mr. Snyper. In the early spring or early part of 1950, we proceeded 
to see if we could develop a proposal along the line that private 
industry has found feasible, that is, to have buldings constructed for 
lease under terms which ultimately amortize the investment. 

As a first step we communicated with J. C. Bradford and the 
Equitable Security Co., both of Nashville; Wallace S. Pitts of Mont- 
gomery, because through the preceding contacts with the committee in 
Florence, we had learned of those people and their interest in devel- 
oping proposals for a building. J. C. Bradford and Wallace S. Pitts 
had actually submitted proposals to the committee in Florence. 

We also had learned of L. B. Jackson & Co., who were engaged in 
financing buildings and leasing them to industrial plants and private 
industry. And as a matter of fact, I believe they had constructed 
quite a number of sub post offices for the Post Office Department. All 
four of these people—— 

Mr. Corron. At this point, would you indicate, please—you have 
stated why you approached these particular individuals, and will you 
tell us why you went about it in this manner, rather than to advertise 
in some other public way, letting it be known you were interested in 
receiving proposals of anyone desiri ing to make them. 

Mr. Snyper. We decided—— 

Mr. Corron. By “we”’—— 

Mr. Snyper. I decided. 

Mr. Corron. a right. 

Mr. Snyper. I decided, if I thought of it—frankly, I do not think 
it ever occurred to me to ask for public bids, for a proposal of this 
type. 

The normal procedure in obtaining space of this kind for TVA is to 
look for desirable space and negotiate the best terms we can obtain. 
The same way in buying real estate. We look for a piece of property 
that meets the requirements, and we negotiate for its purchase. 

I have never heard of a situation where bids were invited for the 
lease of a certain amount of office space. It may be done, but I have 
never heard of it. We are engaged in leasing space throughout the 
valley, to meet the demands of the operating organizations which are 
continually changing. Currently we have something like 150 leases. 

Mr. Corron. This is actually an agreement under the lease definitely 
to purchase the building, to construct, and the purchase of the building. 
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Mr. Snyper. We did not in terpret it that way, Mr. Cotton. M. 
thought, and my efforts were devoted to obtaining this space on a 
leasehold basis. 

Mr. Corron. You mean you did not, about 1949 or 1950. when vor 
began to negotiate with various parties, at that time you did not have 
in mind the possibility of having a building, of going to have a build 
ing built and leased, and you did not have in mind the possibility of 
ultimately owning it 4 

Mr. SNYDER. Oh, yes 5 I dy d. And this is one of the reasons: It 
is Impossible to get somebody to invest their money in a building of 
this kind, located whe re it woul | be, unless the *) can amortize the in 
vestment in that building. 

Mr. Corron. You mean one located near the operation down at 
Muscle Shoals, and if it had to be abandoned for some reason in the 
future there would not be much use for it ¢ 

Mr. Snyper. That is correct. 

Mr. Corron. That is not true for Knoxville, is it / 

Mr. Snyper. No, it would not be true there, and it would not be 
true of many other like cities, although I question seriously whether 
even in Knoxville we could persuade someone to make an investment 
ina buil ling of this size unless over a period of the lease we amortized 
avery large proportion of the ae ant. 

Mr. Corron. You have, however, by the action you have indicated, 
throughout the entire discussions of the type of transaction and on 
which you spent a lot of hours of work, and there have been all kinds 
of transactions, under which you have required general advertisement 
and proposals for bids? 

Mr. Snyper. That is right. 

Mr. Corron. You have also said that this is not one of the little 
instances which called for invitation of bids and proposals. 

Mr. Snyper. That is correct. 

Mr. Corrox. And incidentally, while it has no relationship to this 
inquiry, were you the official that handled the contracts on certain 
supplies of coal, which the committee investigated some 2 years ago? 

Mr. Snyper. I have general responsibility for the purchase of coal, 
and materials and equipment. 

Mr. Corron. Very well. We have gone from 1942 to 1950. Will you 
vo ahead and wind this up as quickly as we can ¢ 

Mr. Snyper. I have stated that four parties displayed a general in 
terest in developing proposals. Our architects drew up specifications 
and designs of the type of building we desired. ‘Those were submitted 
to the four parties and proposals requested. 

Mr. Corron. About when did that occur ¢ 

Mr. Sxyper. I would say that it took oor 60 days for us to develop 
the plans, and about 60 days for them to reply. 

Mr. Corron. When they ‘ developed the plans, did they take those 
plans to the TVA Board? 

Mr. Snyper. Yes. 

Mr. Corron. And there again there are no formal papers, but I as 
sume you did get approval of the plans / 

Mr. Snyper. That is correct. May I say, there was no formal ap 
proval of the plans. 

Mr. Corron. You mean no formal approval, but they did go over 
the plans with you and approve the plans for these four concerns? 
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Mr. Snyper. That is correct. 

Mr. Corron. Very well: go ahead. 

Mr. Snyper. That was about November. 

Mr. Jonas. Of what vear are you now talking / 

Mr. Sxyper. 1950. Before we received replies from these four par 
ties, the Korean situation had developed, and alth eh we realized and 

ere instructed that the country would have to conserve building mate 

als, and knew we could not go forward immediately with any pro 
posal we developed, we felt it desirable to cry stallize the transaction 
o that we could go forward as soon as the materials situation eased. 
Do vou wish me to discuss the four propositions 4 

Mr. Corrox. I will leave that to ny colleagues; I just wanted to get 
the chronological story in the record first. You say you received some 
proposals. ff 

Mr. Snyper. That is right. 
| Corron. And vou received those proposals in L950 2 

Mi SNYDER. Yes. ‘| Wo oft tho e proposals we considered real pos 
Lilities. J hey were submitted by J.C. Bradford and Wallace Pitts. 
()ver a period of time we negotiated with them. 

Mr. Corron. Just to complete the chronological history for the 
record: When you received the proposal notices from Bradford and 
Pitts, those who made proposals, cid you go over those proposals 
with the Board of the TVA ? 

Mr. Snyper. Not until after we had negotiated with them, con 
cerning 


Mr. Corrox. In other words, you made the decision to negotiate 
only with Bradford and Pitts and eliminated the others without going 


back to the Board ? 

Mr. Snyper. That is correct. 

Mr. Corron. Very well, go ahead. 

Mr. Snyper. The final action—— 

Mr. Anprews. May we have him tell us why he abandoned the 
others / 

Mr. Corron. Certainly. I was simply hurrying along to complete 
the chronological story. 

Mr. Anprews. Will vou tell us briefly why you dealt with Bradford 
and Pitts? 


BIDS RECEIVED 


Mr. Sxyper. I should first correct the impression, if I gave it, that 
we received four proposals. Actually, the Equitable Security Co. 
failed to develop a proposal because of their inability to get a firm 
bid from the contractor. L. B. Jackson submitted a proposal on a 
cost basis, plus 12.5 percent. We have always avoided cost-plus con 
tracts as undesirable. That left the proposals made by Pitts and 
Bradford. 

Mr. Corron. Very well, go ahead. 

Mr. Snyper. As the result of the negotiations we developed a pro 
posal which we thought was exceedingly economical for us and would 
fully satisfy our object ives. 

When I analyzed the results of our exploration of this problem 
with the Board, I pointed out that although we could not go forward 
at this time with the transaction, | had put a great deal of time and 
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work and effort into it, and I thought that we had a very valuabk 
proposal, and I suggested— 

Mr. Corron. This was to the Board ? 

Mr. Snyper. That was to the Board. 

Mr. Corron. When? 

Mr. Snyper. 1950. I suggested that if they approved, I would ad 
vise Mr. Pitts, that we would like to work out the details of the lease, of 
the mortgage, of the deed, and put the transaction in order so that 
when the materials situation eased we could go forward. This was 
done. However, we were unable to go forward until 1952. 

Mr. Corron. So, back in 1950 you perfected the details of this ar 
rangement or plan for ultimately letting the contract that was made, 
and went over it with the Board of the TVA, and then held it in 
abeyance from 1950, waiting a favorable and proper time to put it into 
execution ¢ 

Mr. Snyper. That is correct. 

Mr. Corron. What was the next step; when did you again take up 
this matter? 

Mr. Snyper. In September—or before that; I can find the date 
in 1953, I advised 

Mr. Corron. 1952, you mean? 

Mr. Snyper. 1952. 

Mr. Corton. That is, last September. 

Mr. Snyper. Last September; yes. 

Mr. Outver. May I interrupt you a moment, Mr. Snyder? I think 
you will find that you reported to me early last spring that the steel 
situation at last had eased, that it was easier than it was 2 years ago, 
and I recall that we had an informal discussion with the Board in the 
late spring of 1952. Is that correct ? 

Mr. Snyper. Yes, I think that is right. 

Mr. Corron. But in September of last year, after a conference with 
Mr. Oliver, or in conference with Mr. Oliver, you took it up with the 
Board ? 

Mr. Snyper. We took it up jointly with the Board. 

Mr. Corton. I mean jointly. 

Mr. Snyper. Yes. 

Mr. Corron. And what was the result? 

Mr. Snyper. They authorized or requested me to proceed to see if 
we could adjust the basic proposal which we had received from Mr. 
Pitts in 1950-—— 

Mr. Corron. In 1950? 

Mr. Snyper. That we had received in 1950. 

Mr. Corron. Yes. Go ahead. 

Mr. Snyper. And to report back. 

Mr. Corron. And you did that? 

Mr. Snyper. I did that. 

Mr. Corron. Were any material changes made in the plans which 
you had provided in 1950? 


CHANGES MADE FROM ORIGINAL NEGOTIATIONS WITH MR, PITTS 


Mr. Snyper. There were some substantial changes. In 1950, during 
the negotiations, we had sacrificed certain elements in construction 
in an effort to achieve economy—elements that our architects would 
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ive preferred not to give up. When we took the matter up in 1952 
vere : ised our specifications so that we could have a more substantial 

building. If we could work it out on a reasonable basis, we were 
clined to do SO. W e were quite suc ‘essful. 

Mr. Corron. I do not quite understand what you mean by “rea 
onable.” 

Mr. Snyper. If we could work it out on a reasonable-cost basis. 

Mr. Corron. That is for these additional good qualities which went 
nto the building ? 

Mr. Snyper. Let me explain, Mr. Cotton. For example, in the 
building specifications which we had in 1950, we were then accepting 
a construction material which was different from the conventional 
oncrete-steel construction. The architects had tested the materials 
ind found that they would meet the requirements of 50 pounds per 
quare foot floorload. We preferred to increase that so we could have 
i floor that could withstand 75 pounds. 

Mr. Corron. That was in 1952 

Mr. Snyper. In 1952 

Mr. Corron. Was that because there was more steel available, or 
ecause it Was more economical in 1952 than in 1950? 

Mr. Snyper. It was not so much a question of economy. We felt 
that if we could obtain a better structure at a reasonable price, that it 
would be worth while for us to do so. 

Mr. Corron. Did you obtain a better structure ? 

Mr. Yares. And will you say what you mean by a better structure ? 

Mr. Snyper. A more substantial structure. As I have explained, 
we had been willing to accept material other than the conventional 
concrete-steel construction. It met the specification of 50 pounds per 
square foot load, but we preferred, because we have to prov ide for very 
heavy office equipment, to increase the floor strength to 75 pounds. 

Mr. Corron. What is the name of your chief architect ? 

Mr. Snyper. Mr. Harry Tour. 

Mr. Corron. Was he the chief architect in 1950 when the original 
specifications were drawn up? 

Mr. Snyper. That is correct, Mr. Cotton. 

Mr. Corron. Very well; briefly, will you tell us if there were any 
other material or substantial changes in the plans in 1952 over 1950? 

Mr. Snyper. Yes. We also wished to specify electronic-control 
elevators, which had been developed in the meantime. This would 
increase the construction cost, but it represented a very substantial 
saving in the operation and maintenance costs. 

Mr. Corron. Any other? 

Mr. Snyper. We also wished to specify the Robinson-Q-type floor, 
which permits using a method of construction providing greater 
flexibility in arrangements. In the building as specified in 1950 we 
had removable partitions so we could adjust offices at any time 
necessary. R 

Mr. Corron. They are the material changes? 

Mr. SNYDER. They were the three. 

Mr. Corron. Now, having worked out the new plans in 1953 you 
again submitted the -m to the Board of TVA ? 

Mr. Snyper. That is correct. 

Mr. Jonas. When ? 
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Mr. Snyper. It was discussed with them as the negotiations pro- 
ceeded. 

Mr. Corrox. And at some point they authorized you to make the 
contract f 

Mr. Snyper. Yes: they informally authorized the signing of this 
agreement on March 10. Mr. Oliver conveyed the authority to me, 

Mr. Corron. When was that authority granted, Mr. Oliver? 

Mr. Ourver. That was early in February. As I recall our discus 
sions wtih the Board at that time, there were 3 matters upon which 
the Board wanted to be satisfied; 1 was the matter of interest rate 
Mr. Snyder brought in a proposal, if I recall correctly, incorporating 
an interest rate of 4 percent, but he indicated that Mr. Pitts mighi 
have to take 4.5 percent. The Board instructed Mr. Snyder and me 
that if we could get 4-percent interest, and when the other matters 
were cleared up, we were to report back to the Board. We did go 
back to the Board, and received a direction to enter into the agree 
ment, and to prepare the final lease document. 

Mr. Corron. You did report back for formal instruction ¢ 

Mr. Ortver. Yes. 

Mr. Corron. When did you report back ? 

Mr. Ouiver. Mr. Snyder was to report in January .as I recall. 

Mr. Corron, When did he report 4 

Mr. Ouviver. As a matter of fact, I think it was in late February 


that I reported to the Board by phone; two of the Board members 
were out of town. 































































































Mr. Snyder, upon my instruction, signed this particular lease agree- 
ment on March 10, with the understanding that it would be later 
ratified by the TVA Board. 

Mr. Corron. On March 19 the Board of the TVA, by Board direc- 
tion, ratified the contract which was entered into on March 10? 

Mr. Outver. That is correct. 

Mr. Corron. That was the only formal action taken by the Board 
of the TVA with reference to this contract, and all other actions have 
been informal instructions given in conferences with the Board and, 
given to you and to Mr. Snyder. 

Mr. Ontver. That is right. 
“informal, but definite.” 

Mr. Corron. Yes. 

Mr. Outver. There are many occasions upon which I have filed in- 
structions with Mr. Snyder, in cases of this kind, pending formal in- 
struction from the Board to proceed. 

Mr. Corron. I was just trying to develop the case in order. So 
the contract was signed on March 10; by whom? 

Mr. Ouiver. By Mr. Snyder. 

Mr. Corron. On behalf of the Corporation ? 

Mr. Ortver. On behalf of the Corporation. 


Mr. Corron. And what was the authority given to him to sign for 
the Corporation / 









































A while ago, you used the phrase 
I believe that language would apply here. 


















































Mr. Outver. Mr. Jonas asked me a moment ago about the form of 
delegation. 


Mr. Corron. Yes. 


Mr. Orrver. It might be appropriate to put this one paragraph in 
the record at this point. 
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Mr. Corron. I will defer that for just . moment, and let the record 
how that Mr. Jonas will take that up, because I want to complete 
he chronological statement, and I will complete it very shortly. 

Mr. Sryder, does the record show your official position with the 
rvA? 

Mr. Snyper. It does. 

Mr. Corron. That is already in the hearings? 

Mr. Outver. Yes. 


FAILURE OF TVA TO JUSTIFY THE NEW PUILDING TO CONGRESS 


Mr. Corron. Now, Mr. Oliver, the testimony of yourself and Mr. 
Snyder so far this morning indicates in the record that from 1949 to 
March 1953, with some periods when the project was abandoned 
because of the Korean conflict, for certain reasons, the Board of the 
(VA has been planning to move its — irters, and enter into a 
ontract for this building, in spite of the fact that in previous years 
there were no funds carried in the budget, and in spite of the fact it 
was discussed with the Congress and congressional committees, nothing 
was included in the appropriation bill. 

Now, to your knowledge and to Mr. Snyder’s knowledge, the TVA 
Board and no one else took this up with either the Bureau of the 
Budget or with the committees of Congress. Is that a fair statement ? 

Mr. Ouiver. That isa fair statement, Mr. Cotton. We were prepar- 
ing a lease agreement rather than preparing to construct a building, 
and we did not take it up, either with the Bureau of the Budget or 
with the Congress. 

Mr. Corron. You consider that as a part of the ordinary operations 
of the Corporation, and that you have had authority to do that; is 
that correct ? 

Mr. Ottver. That is correct. 

Mr. Corron. And you did not consider this was buying a building? 

Mr. Oxtver. We get an option on a building which we think is very 
favorable. 

Mr. Corron. Yes. 

Mr. Ourver. And, as Mr. Snyder has described, when we started out 
on this proposal in 1948, he was looking for space to rent in Florence. 
In the proposal that was finally negotiated, we have a better proposi- 
tion for the TVA and the Government with the option arrangement 
in the proposal. 

Mr. Corron. You have characterized this contract as one in which 
you have got an option to buy the building on very favorable terms; 
is that correct ? 

Mr. Ontver. That is correct. 

Mr. Corron. Suppose you decide not to buy the building, and i 
becomes a lease contract that is rather unfavorable, you have sacri- 
ficed any such benefit it you do not buy the building? 

Mr. Ortver. I would like to ask Mr. Snyder to discuss that. 

Mr. Snyper. That is correct. 


20608 53 pt. 3 
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FINANCIAL RESPONSIBILITY OF MR. PITTS 


Mr. Corron. Mr. Snyder, in your negotiations did you ascertain thi 
financial reliability of Mr. Pitts and his ability to construct thi 
building before you signed the contract ? 

Mr. Snyper. We did. 

Mr. Corron. What kind of an investigation did you make ? 

Mr. Snyper. An employee of my staff at that time went to Mont 
gomery and reported to me concerning Mr. Pitts. Mr. Pitts, he r 
ported to me, was the owner of a very large, 10-story building in 
downtown Montgomery. He was president of the Jackson Manufac 
turing Co., a small manufacturing company, but a substantial one; 
he was president of the Admiral Simms Hotel Corp., and his credit 
standing with the First National Bank in Montgomery was excellent. 

However, I was more impressed by the fact that Mr. Pitts, when we 
first discussed the building proposal, had a commitment from the 
Prudential Life Insurance Co. for a loan of $214 million, if the pro- 
posal was developed. Furthermore, he had an associate with him. 
and throughout the negotiations had associated with him, John A. 
Johnson, of the Johnson Construction Co., a nationally known concern, 
which builds all over the United States. 

Mr. Yates. You say he had an associate with him. 

Mr. Snyper. Yes. Mr. Johnson and Mr. Pitts joined with me in 
negotiating the terms of this transaction. As a matter of fact, I 
would say that I had more negotiations with Mr. Johnson than I had 
with Mr. Pitts. 

Mr. Yates. Do you know if he had some sort of a contract with 
Mr. Johnson ? 

Mr. Snyper. I assume that he did at the time, although I did not 
know what their financial relations were. 

Mr. Anprews. Did not the Johnson Co. build the Admiral Simms 
Hotel in Mobile? 

Mr. Oniver. I do not know. 

Mr. Anprews. I think it did. 


AUTHORITY OF MR. SNYDER TO CONTRACT FOR TVA 


Mr. Jonas. Mr. Snyder. where was this contract signed ? 

Mr. Snyper. At my office in Chattanooga. 

Mr. Jonas. Has your office always been in Chattanooga ? 

Mr. Snyper. Not always. We removed from Knoxville to Chatta- 
noowa in 1949, 

Mr. Jonas. Is your office one of those that is going to be shifted? 

Mr. Snyper. No. 

Mr. Jonas. Your office will remain at Chattanooga ? 

Mr. Snyper. Yes; that is correct. 

Mr. Jonas. You have not satisfied me from your testimony that you 
have a proper standing as an official of the corporation to execute a 
contract of this sort. T would like to ask a few questions about that, 
and if Mr. Oliver would like to supplement the answers, that will be 
perfectly all right. 

Toes the Corporation, as a legal entity, have a secretary ? 

Mr. Ontver. Yes. 

Mr. Jonas. Does it keep minutes of the Board meetings? 
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Mr. Ottver. Yes. 

Mr. Jonas. Do you have bylaws for the Corporation ? 

Mr. Outver. I would prefer to have counsel answer this, because I 
im not a lawyer. We have an instrument which would correspond 
to bylaws, I believe. 

Mr. Jonas. That is contained in the charter itself ? 

Mr. Ontver. The charter is the Tennessee Valley Authority Act of 


Jonas. You were not formally incorporated under the laws of 
Alabama ? 

Mr. Outver. No. 

Mr. Jonas. You do not know of anything in the act that says 
whether you should have officers or not ? 

Mr. OL iver. No. The act provides for a board. 

Mr. Jonas. A board of directors? 

Mr. Outver. Yes, and it indicates that the Board of Directors shall 
set up a system of organization and employ personnel. We do have 
a system of delegation of responsibility to division heads, and there is 
incorporated in the minutes of the Board formal resolutions and the 
like. This document is such a delegation. 

Mr. Jonas. As I understand it, the only reference that will be found 
in the minutes of the Board will be that showing approval of the con 
tract after it was executed, and that approval was entered in the formal 
Board minutes on March 19? 

Mr. Ontver. That is correct. 

Mr. Jonas. There were no formal actions taking granting that 
authority to anybody prior to the execution of the contract on 
March 10? 

Mr. Outver. The minutes will not disclose them. However 

Mr. Jonas. You have already testified that you communicated with 
Board members by telephone, and that you met with Mr. Snyder, and 
that there was a rather informal arrangement, that you thought that 
you had the full approval of the Board. 

Mr. Ontver. That is correct. 

Mr. Jonas. Did the Board, when it approved the contract, have the 
text of the contract before it? 

Mr. Ontver. Yes, Mr. Jonas. 

Mr. Jonas. And perhaps spread a copy of the contract on the 
minutes? 

Mr. Ottver. A copy of the contract would be attached to the 
minutes as one of the exhibits. 

Mr. Jonas. You have said a number of times, Mr. Oliver, and Mr. 
Snyder, too, that you thought the contract that was executed was 
favorable to the Government and for the TVA Authori ity. 

Mr. Snyper. That is correct. 


COSTS OF THE NEW BUILDING 


Mr. Jonas. Is it not true that that will depend on whether 20 years 
hence this building, having been occupied for 20 years, will at that 
time be worth $3,900,000 ? 

Mr. Snyper. Or a somewhat depreciated amount—— 

Mr. Jonas. That is what you will be paying for it? We have 
already gone over the figures showing what the net cost to the Gov- 
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ernment for the acquisition of the building will be, and when you 
speak of it in terms of favorable, you think of ¢ 1 period 20 years in 
the future and say that the building will be eneth $3,900,000 then. 
That is what you mean when you say it is a favorable contract, i 

it not? 

Mr. Snyper. No, I am sorry, I cannot agree with that interpreta- 
tion, Mr. Jonas. You see, the right to occ ups for 20 years 1S quite 
valuable 

Mr. Jonas. Yes, but the gross amount, which the TVA will pay 
for purchase and occupancy ot the b uilk ling ex ‘eeds aS million. We 
have eliminated money that would have to be paid out for rent and 
all of those things in arriving at the figure of $3,900,000. 

Mr. Snyper. I believe if you will permit me to analyze this contract, 
T can do it ina very simple w: 

Mr. Jonas. We went over th at the other day, but I have no objec- 
tion; I am just y ying to shorten the hearing. 

Mr. Snyper. I do not think this will be repetition. 

Let us assume for the moment that the building cost of $3,720,000 
is 9 reasonable investment. 

I believe you will agree, Mr. Jonas, that you cannot expect any 
financier or any organization to construct an office building, whether 
it be in Chicago, Washington, or any other place, without expecting 
to get from the rental a net return of 6 percent. That would be a 
reasonable rental to pay. 

If you pay on a 6 percent basis for 20 years, the rental, that is a 
reasonable rental is $223,200. If you substract that for the gross 
amount of $264,000 under the terms of this lease, the annual difference 
is $40,978, and you will find that what we are paying for the building 
amounts to about $819,560. 

In other words, we are acquiring, during this rental period, 
$3,720,000 building at that figure of some $800,000. I think that is a 
very simple analysis of the proposition. 

Mr. Jonas. Do you have anything else to say about it? 

Mr. Snyper. No, I have concluded. 

Mr. Jonas. Of course, your figure and mine do not agree. I feel you 
will be paying between $3,700,000 and $3,900,000 for the building, and 
whether it is a good deal or not, will depend upon what the building 
will be worth at the end of 20 years. 

What was the interest rate originally in the first proposal made by 
Mr. Pitts? 

Mr, Snyper. Four percent. 

Mr. Jonas. Four percent. 

Mr. Snyper. Yes. 

Mr. Jonas. How did you get to thinking above that interest rate? 

Mr. Snyper. Because money rates had gone up. Asa matter of fact, 
during these negotiations, the rediscount rate was raised. I believe 
the rate for veteran borrowing was raised. Four-percent money on 
this type of project is very scarce, and I believe we have about the 
last 4-percent loan. 

Mr. Jonas. At the time you had the preliminary negotiations with 
Mr. Pitts in 1950 you never had a complete meeting of the minds at 
all, and you never even approached the formal completion of the 
negotiations ¢ 
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Mr. Snyper. I would say, Mr. Jonas, that we had a complete meet- 
ing of the minds to the extent we could go forward as soon as materials 


were available. ; 
Mr. Jonas. Which you have simply put on the shelf, with the idea 
of taking the subject up again if and when funds become available 
and the Board decided to go forward 4 
Mr. Snyper. That is correct. 


REVIEW OF BIDS RECEIVED FOR CONSTRUCTION OF THE NEW BUILDING FROM 
DIFFERENT PARTIES 


Mr. Jonas. Now, at that time you had before you two proposals, 
Mr. Pitts’ proposal, and the other made by the Bradford Co. ¢ 

Mr. Snyper. That is correct. 

Mr. Jonas. And you felt the Pitts proposal was the better proposal ¢ 

Mr. Snyper. That is correct. 

Mr. Jonas. The Equitable Security Co. and the Jackson Co. never 
submitted formal proposals, because of the inability to get firm con- 
tract commitments ? 

Mr. Snyper. The L. B. Jackson did submit a proposal, but it was 
on a cost-plus basis. 

Mr. Jonas. And the other firm, the Equitable Security Co., did not 
submit one? 

Mr. Snyper. That is correct. 

Mr. Jonas. They were asked to submit proposals after the outbreak 
of hostilities in Korea, which was in the summer of 1950? 

Mr. Snyper. They were requested to submit them before the out- 
break, but while they were being prepared, the Korean situation de- 
veloped. 

Mr. Jonas. And I suggest that is perhaps one of the reasons the 
Equitable Security Co. dropped out, and perhaps the reason the Jack- 
son Co. made the cost-plus basis proposal. 

Mr. Snyper. That is correct. And also that is the reason why both 
proposals that we received from Bradford and Pitts contained a pro- 
vision for escalation. 

Mr. Jonas. What I would like to know is why, when you and the 
Board finally decided to go forward with the proposal, you did not 
again open negotiations with Bradford and the Equitable Co. and 
Jackson, and give them another opportunitity to better this proposal 
of Pitts? 

Mr. Snyper. If I had been unable, Mr. Jonas, to adjust the lease 
arrangement on what I considered a reasonable basis, I would have 
reopened it. 

Mr. Jonas. But you did not reopen negotiations with anybody other 
than Pitts? 

Mr. Snyper. That is correct. Because as a result of a great deal 
of time and effort we had negotiated what we thought was a very 
valuable proposal. As long as we could keep it related to the basic 
proposal of 1950, we felt that we ought to hang on to it. 

Mr. Jonas. Had you ever had any contractual relationships with 
Mr. Pitts before? 

Mr. Snyper. No; TVA never had. 

Mr. Jonas. And you never had personally ? 

Mr. Snyper. And I never had; never knew him before. 





1314 


Mr. Jonas. You did not know him until 1952—no, 1950, when you 
had this matter up with him? 

Mr. Snyper. Yes; I think it was in 1949 when I first met him, as a 
result of the contacts through the Florence Chamber of Commerce. 

Mr. Jonas. But he has never built anything for the TVA, nor leased 
anything to the TVA ? 

Mr. Snyper. That is correct. 

Mr. Jonas. And has had no contractual relationship with you, 
either ? 

Mr. Snyper. That is correct. 


AUTHORITY OF MR. SNYDER TO CONTRACT FOR TVA 


Mr. Jonas, I wonder if I could clear up the question regarding the 
matter of delegation of authority. I feel there is something missing 
in regard to what has been said on that subject. 

Mr. Jonas. I am not entirely satisfied that you have authority to 
sign a contract that will bind the TVA authority in this kind of : 
proposal. 

Mr. Snyper. I wonder if I could clarify that to your satisfaction 
at this time? 

As Mr. Oliver started to explain, we have a set of administrative 
codes which are formally adopted by the Board of Directors, which 
provide for the delegations of authority to the various division heads 
for the functions they are expected to carry out. The official delega 
tion to the Division of Property and Supplies gives the right to exe- 
cute leases and, literally, 30, 40, or 50 other types of contracts. 

Mr. Pumuies. Will they permit a contract for the construction of 
a building? 

Mr. Yates. Without subsequent ratification in any amount? 

Mr. Snyper. Here is the normal procedure. The Property and 
Supply Division handles many different types of contracts. We do the 
purchasing of materials and equipment and buying of land. We ar- 
range for office services and transportation needs. I would say that 
thousands of contracts clear through us monthly. 

There are certain limitations on official authority to execute various 
types of agreements. 

For example, a purchasing agent has the authority up to $15,000; 
the head of the purchasing unit, up to $25,000; and above that they 
will have to come to my office for approval up to $50,000. Above 
$50,000 it goes to the Board of Directors for approval before the exe- 
cution of the contract. We are the contracting officers. And I have 
in my organization probably 50 people who execute contracts of var- 
10us types. 

Mr. Yares. I can imagine that you would have to have delegation 
of authority to execute certain contracts for the purchase of supplies 
and materials and things of that sort, but wherein is there authority 
which covers the right to bind the corporation over 4 period of 20 
years, on a lease of an amount which represents a sizable sum of 
money ¢ 

Mr. Snyper. As I said earlier, I would not do that unless the Board 
approved the transaction. 

Mr. Jonas. Your contention is that the Board’s ratification of the 
contract, after it was executed, made it legal and binding. You do 
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not contend that the informal telephone instructions prior to that 
xecution would be such ? 

Mr. Oriver. No; I would not. I would prefer to ask the General 
Counsel to answer that more specifically in the record, but unless he 
had lost his mind, Mr. Snyder would not have signed the contract, 
intil he had assurance from me that the Board had stated to me that 
t was prepared to ratify the contract. 


REQUIREMENT OF COMPETITIVE BIDDING FOR SUPPLIES AND SERVICES 


Mr. Yares. This excerpt from the code has not yet been put in 
the record, has it, Mr. Chairman ? 

Mr. Pritirs. No; I merely made reference to it. This refers 
to subsection (b) of section 9 of the TVA authorizing act. 

Mr. Jonas. It is also described as section 831 (h), title 16, United 
States Code, the first part of which reads: 

(b) All purchases and contracts for supplies or services, except for personal 
services, made by the corporation, shall be made after advertising, in such 
manner and at such times sufficiently in advance of opening bids, as the Board 
shall determine to be adequate to insure notice and opportunity for competi- 
tion. 

I am not reading the entire section. 

As I understand your testimony, Mr. Snyder, you contend that does 
not apply to the acquisition of a building under the conditions in 
volved in this contract ? 

Mr. Snyper. That is correct. 

Mr. Jonas. Would it apply to any other purchases ? 

Mr. Snyper. It would apply to any purchase of materials, supplies, 
equipment, and any construction contracts. The normal procedure 
followed is this: The division wishing materials and equipment pro- 
vides the specifications, and we issue invitations to bid and they are 
publicly opened and read. An analysis of them is made, and the low- 
est bidder is awarded the contract, and the contract is executed by 
the purchasing agent handling it. 

Mr. Jonas. That covers supplies. What about services? 

Mr. Snyper. Services, not personal services, you mean 4 

Mr. Jonas. Yes. 

Mr. Snyper. All such services as construction of buildings. 

Mr. Jonas. Is not the furnishing of leased space in a building a 
service ¢ 

Mr. Snyper. I do not think so. 

Mr. Jonas. What is it? 

Mr. Snyper. I would say it is the acquisition of an interest in real 
estate. 

Mr. Jonas. It is just a lease? 

Mr. Snyper. It is just a lease; yes. 

Mr. Jonas. Is that not a service to the TVA by the lessor? 

Mr. Snyper. It is a service to the TVA, but it is not a service in 
the sense that it is used in section 9 (b) of our act. 

Mr. Jonas. Have you ever had any court action involving this sec- 
tion ¢ 

Mr. Snyper. No; we never have. 

Mr. Jonas. Has any question ever been raised about it? 
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Mr. Snyper. No one has ever questioned it; 
the issue. 

Mr. Jonas. I am raising it in my own mind; I do not know what 
the word “service” means, if it does not include building space in a 
building, maintaining office space. What would be contemplated by 
the word ¢ 

Mr. Snyper. I do not know, Mr. Jonas, but I venture the opinion 
that no organization of the Government, in the General Services Ad 


ministration, or anyone else, acquires a lease through advertising for 


public bids. 

Mr. Jonas. Of course, nothing is to be accomplished by our de 
bating it. I was just raising the question. 

Mr. Snyper. I understand. 

Mr. Corron. I might direct attention to the fact that some time 
ago I was questioning a witness on whether they were binding them 
selves to buying a building, and the answer was that they were not 
buying the building, that it wasa lease. Now, when you question with 
reference to “service” it is not a service, it is acquiring an interest in 
realty. 

Mr. Snyper. I was treating the lease as an interest in realty. 

Mr. Ontver. Plus a right under an option. 

Mr. Corron. You make the lease because you need service, and you 
are not buying a building. It is sort of a privileged, in-between 
category ¢ 

Mr. Snyper. It is rather the right to occupy space. 











AUTHORITY OF 





MR. SNYDER TO CONTRACT FOR TVA 





Mr. AnpDrews. Mr. Snyder, you did negotiate with four different 
parties in connection w ith this new building ? 

Mr. Snyper. That is correct, Mr. Andrew: S. 

Mr. Anprews. Did you ever advertise for space ¢ 

Mr. Snyper. We never did. 

Mr. Anprews. It is your opinion that this proposed contract which 
you have with Mr. Pitts is economic ally sound to the taxpayers and 
that the TVA gets a good bargain ¢ 

Mr. Synper. I think it is an excellent transaction, and far better 
than we anticipated we would be able to develop. 

Mr. Anprews. When were these figures made final on the contract 
price of $3,720,000 ? 

Mr. Snyper. They were made fin: ali in January 1953. 

Mr. Anprews. About 60 d: Lys ago? 

Mr. SNYDER. Yes. 

Mr. Anprews. In your opinion, did the Board of Directors have the 
authority to ms ies this lease ? 

Mr. Snyper. Without any question. 

Mr. Anprews. Did the Board of Directors delegate you as the 
agent to work with this trade to see what kind of a deal you could 
get 2 

Mr. Snyper. That is correct. 

Mr. Anprews. You dealt through Mr. Oliver to the Board of 
Directors ? 

Mr. Snyper. Yes. 








: no one has ever raised 
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Mr. Anprews. When was the contract signed, before or after you 
reported to the Board of Directors? 

Mr. Snyper. It was after | reported to the Board of Directors, and 
| would like to explain—— 

Mr. Anprews. I wish you would. 

Mr. Yares. You reported to the Board of Directors through Mr. 
Oliver ? 

Mr. Snyper. I reported the final agreement directly to the Board 
ind to Mr. Oliver at the meeting: as a matter of fact it was a formal] 
meeting. There was a complete discussion of the details of this trans- 
action, It received their approval, as Mr. Oliver indicated, provided 
we could get 4-percent financing. 

Mr. Yates. You said you never advertised for office space. How 
do you obtain office space ¢ 

Mr. Snyper. We investigate the space that is available; ordinarily 
we contact the various real-estate concerns, find out what the rental 
costs are, and if we feel that they are not reasonable, we endeavor to 
negotiate to secure a better basis. 

Mr. Puitirps. There are two questions I did not have time to ask 
before. 

First, how many members are there of the Board of Directors, Mr. 
Oliver ? 

Mr. Ortver. Three. 

Mr. Puitiires. Well, you have contended that this had the approval 
of the Board of Directors. 

Mr. Outver. That is correct. 

Mr. Prous. Yet Mr. Clapp, according to the record, has been in 
the hospital all of that time. What happened? This evidently could 
( nly have been approved by two, 

Mr. Oniver. The question asked me before was whether this is a 
unanimous decision of the Board. The formal Board action on March 
19 was taken by a quorum of the Board, cme Curtis and Dr. Paty. It 
so happens that I had previously seen Mr. Chee in the hospital and 
discussed the matter. It is the unanimous conclusion of the Board. 

Mr. Puiuiirs. Mr. Oliver, in your discussion of this matter of the 
rental and of the Authority delegation, you have told Mr. Andrews 
that vou have never advertised for office space. Did you ever construct 
a building of any kind for the TVA? 

Mr. Ouiver. You mean 

Mr. Puitires. Through your agency. 

Mr. Snyper. Have we had any building construction ? 

Mr. Prinuires. Yes; through a division ¢ 

Mr. Snyper. Yes. 

Mr. Puitires. Have you ever constructed any buildings without 
advertising them ? 

Mr. Snyper. No. 

Mr. Puitures. In other words, there is a distinction made between 
this normal construction operation and what you have designated as 
a lease, and if there was nothing but a construction job, it would have 
been illegal to do it the way you are doing this? 

Mr. Snyper. That is my impression. 
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STEPS TAKEN IN ADVERTISING THE LAND FOR SALE 


Mr. Pruimures. You have involved here 30 acres of land; as I under 
stand, if and when the bids are open, the contractor can get it for 
$26,000, that would be the price, but if it goes between $26,000 and 
$60,000 you will reimburse him the difference on what he has bid up t« 
$60,000. Is that correct ? 

Mr. Snyper. That is correct. 

Mr. Puiurrs. Is the land being advertised ? 

Mr. SnyDer. It is being advertised. 

Mr. Puriiirs. Where and how? 

Mr. Snyper. It is being advertised in the papers in the usual, formal 
way used for advertising of land for sale. 

Mr. Puituirs. The committee, I think, very often feels that we had 
better inquire a little more fully when we hear statements like that. 
Do you mean in the usual way the TVA advertises the land for sale? 

Mr. Snyper. Yes. 

Mr. Purtirres. What is meant by that? 

Mr. Snyper. We have engaged 

Mr. Puitiies. Do you mean you advertise in Muscle Shoals, in Chat- 
tanooga, Montgomery, or where? 

Mr. Snyper. I mean we advertise in Muscle Shoals. 

Mr. Puuirs. What is the population of Muscle Shoals? 

Mr. Snyper. The entire population—— 

Mr. Puiuirs. I was asking about Muscle Shoals. You refer to the 
entire area. 

Mr. Snyper. Perhaps I can get that figure. 

Mr. Puiiuirs. You mean you advertise in the paper ¢ 

Mr. Snyper. Yes. 

Mr. Puiurs. I would say this was very definitely part of your 
responsibility, and you mean to say that you advertise in papers, and 
you do not know what the circulation of the paper is, and you do 
not know whether it was in a paper or just a notice posted in the post 
office ¢ 

Mr. Snyper. May I say that this is not actually handled by me. 

Mr. Puittiirs. You have no policy on it? 

Mr. Snyper. Yes, we have a set policy on it. We have to meet the 
legal advertising requirements. 

Mr. Patties. But you do not know what the policy is? 

Mr. Snyper. Yes, I do, Mr. Phillips, if you will permit me to 
explain. 

Mr. Putuurrs. I would like to have you do so. 

Mr. Snyper. There are certain legal requirements for advertising in 
each State. describing how sales will be advertised in the State. 

Mr. Pumures. In California it refers to newspapers with a circula- 
tion indicated. 

Mr. Snyper. We have to meet the formal, legal requirements, and 
we advertise in accordance with such requirements. 

Mr. Outver. May I say, Mr. Chairman, that Mr. Snyder has been 
on vacation since before that advertisement was carried in the news- 
papers in the Muscle Shoals area. 

Mr. Pututies. This is under Mr. Snyder’s jurisdiction; he is head 
of the Division of Property and Supplies. 

Mr. Anprews. Maybe Mr. Jones could answer the question. 
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Mr. Jonrs. Your question was as to the size of the territory ? 

Mr. Puiturs. My question is this: This property is supposed to be 
idvertised in the papers in Muscle Shoals. Can you tell us what the 

irculation of that paper is? 

Mr. Jones. Muscle Shoals formerly was a shoal before the dam was 
onstructed, and that referred to the entire area: Florence, Sheffield, 
ind Tuscumbia. Within a short time after Muscle Shoals Dam was 
uilt, the Wilson Dam was built, Muscle Shoals was set up. 

As I recall, it now has a population of between 2.200 and 3,000; 
but when we use the term “Muscle Shoals,” we mean the area, this 
entire area. 

But there are 3 newspapers published in that area; 1 is at Florence, 
ind the same paper goes across the river to She field, the Journal; 
ind the Florence Times. I would say that it has a circulation of 
around 18,000. 

At Florence there is a weekly paper with the largest circulation, as 
I understand, of any county newspaper published in the State of 
Alabama. I think it has a circulation, as I recall, of around 6,000. 

There is another paper called the Colbert County Reporter, pub- 
lished out at Tuscumbia, which has a circulation, I have been told, 
of around 200. 

Mr. Puitires. Will you put a statement in the record giving the 
population ¢ 

Mr. Jones. I will be glad to furnish that information. 

Mr. Puimures. Mr. Snyder, will you supply for the record a state- 
ment showing where the paper is published, and the circulation of 
the paper, and a copy of the advertisement ? 

Mr. Snyper. Yes. 

(The information requested follows :) 

Following is a copy of the legal notice in the Tri-Cities Daily published at 
Sheffield, Colbert County, Ala., which has a daily circulation of approximately 
8,000 : 

“The Tennessee Valley Authority will sell at public auction to the highest 
bidder for cash certain land situated in Colbert County, Ala., designated in its 
records as tract X2NPT- 2, containing 30.5 acres, more or less, and shown on its 
land-sale map 1MS483K530 R1. Sale will be held at the Sheffield, Ala., city 
hall at 10 a. m. on April 8, 1953. For further information, see or write John 
W. Newman, Land Branch, Post Office Building, Sheffield, Ala.” 

The notice appeared in issues of March 19 and 26, 1953, and is due to appear 
on April 2, 1953. In addition to the newspaper notice TVA has posted 5 copies 
of a detailed notice of sale containing the land description and all the terms of 
sale at the courthouse at Tuscombia, Ala., and 4 other prominent places in the 
county, including the area where the land lies. 

Mr. Puiturres. We are not concerned so much about the circulation 
of the rural papers, but I think the committee is concerned with the 
fact that here is something which involves an expenditure of a great 
deal of money and Mr. Snyder is the head of the Division responsib le 
for making the contract and should know what the policy is. 

Mr. Jonas. There is one more question I want to ask: Why are you 
selling 30 acres for this office building? 

Mr. Snyper. One reason is that we wanted to make it a complete 
unit, so that we would not have a building isolated, with TVA own- 
ing the land surrounding it. 

Mr. Pures. I have just one more question: How long have you 
been the Manager and the Director of this Division ? 
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Mr. Snyper. I have been Director of this Division since 1944, 

Mr. Puinuies. And for those § or 9 years you have built a good many 
buildings and leased a good many buildings for office space for the 
TVA? 

Mr. Snyper. Yes; I would say that we have leased a great many 
buildings. 

Mr. Pumps. You have observed very often, no doubt, that in a 
huilding lease, such as the one in Knoxville, with 86,000 square feet, 
and yet when you put up a building at Muscle Shoals it becomes im- 
portant that the same people have 120,000 square feet of space. You 
also are aware of the fact that it will be necessary to provide housing 
for the people who will move there, who will have to sell their homes, 
and roads will have to be provided for the people: public buildings will 
be necessary ; it will be necessary to provide sewer and water and other 
supplies to take care of the increased population of Muscle Shoals, so 
that we are not only building an office building; that is only the initial 
cost, but there will be a Federal contribution required at Muscle 
Shoals, and that the TVA will be coming in and asking for money for 
these supplement circumventions at Muscle Shoals. 

Mr. Snyper. In my opinion, Mr. Phillips, the Muscle Shoals area 
can absorb the people who will move there, and they can provide the 
facilities without placing any further burden on the Federal Govern 
ment. 

Mr. Puiiurrs. When you say “placing,” I think we have to be very 
careful about the testimony of the TVA. When you say “without 
placing any burden on the Federal Government,” you mean either 
from appropriated funds or from corporate funds? 

Mr. Snyper. That is correct. 

Mr. Puiiurrs. You include both. 

Mr. Snyper. Yes. 

Mr. Puiutrs. Can we put down here today a statement that there 
will be no further requests of any kind for any of the area in which 
this will be located ? 

Mr. Snyper. There will be, Mr. Phillips, something for bringing 
the utilities that we have available to the site, and something for cost 
of moving furniture to Muscle Shoals, as well as for the transportation 
of personnel, but not for the matters to which you refer. 

Mr. Outver. May I add one further comment; that the problem of 
supplying housing for people is going to affect Knoxville as well. 
I learned about 2 days ago that in connection with the AEC expansion 
there will be required at Oak Ridge, some 18 miles from Knoxville, 
about a thousand houses. They are to be constructed, as I understand 
it, by private contractors at Oak Ridge under an arrangement not 
requiring appropriated funds. 

But we have been told by the AEC that on the basis of their past ex- 
perience, some of the people will wish to live in the Knoxville area 
and that Knoxville will be expected to supply between 150 and 500 
houses. More housing will be required in many communities as the 
region grows. I think they will be able to meet the demands. The 
same situation exists at C hattanooga and other areas. 

Mr. Puiiiirs. Thank you very much, gentlemen. 
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CONSTRUCTION OF Orrick BuILpDING ror THE TENNESSEE VALLEY 
Avutruoriry at Muscie SHoaus, ALA. 


WITNESS 
WALLACE S. PITTS, SR., OF MONTGOMERY, ALA. 


Mr. Prius. Mr. Pitts, the committee is very glad to have you. 
You are here at the suggestion, which we think was an excellent sug- 
gestion, of Mr. Andrews, who comes from your home State. 

Of course, this committee meets, Mr. Pitts, to decide how much 
money to spend. We do not administer agencies, but sometimes agen- 
cies seem to think it unnecessary to tell us what they are going to do, 
and then we have to get them up here to tell us about it. 

We have been advised that on the 10th of March the contract had 
been signed by Mr. Snyder, who is also here, to build a building, the 
estimated cost of which runs into various and undetermined figures, 
with a clause which some legal members of this committee seem to 
think is highly favorable to yourself, and to move offices from Knox- 
ville down to Muscle Shoals. 

Mr. Andrews said he had a very interesting talk with you yesterday 
afternoon; he thought you should re peat some of those things to us 
that you told him, and we would be very glad to hear you. 


BACKGROUND OF NEGOTIATIONS WITH TVA 


Mr. Pirrs. In about 1949 Mr. Jones, of the Tennessee Valley Au- 
thority, came to my office in Montgomery and said that they wanted 
to move the general offices to the Muscle Shoals area, as provided for 
in the original act of Congress and that they would have to get several 
people to bid and asked me if I would be interested in bidding on this 
proposal to furnish the space. 

That’s the kind of work I have been doing all my life. I converted, 
several years ago, a building in Montgomery for the Department of 
Agriculture. It has approximately 75,000 square feet of floor space. 
I owned that building, a multiple-story building. So when Mr. Jones 
mentioned the proposition to me, I was interested in it. 

In a trade of that kind there are certain steps that you have to 
take. The first is to get your lease and to get your location, and then 
to get your plans and specifications. And, after you have done that, 
you have got to go to a contractor. You have got to get a topflight 
contractor, because you can’t deal with a jackleg or you won’t know 
where you stand. You have to get the cost of this building. After 
you get the cost, after you know how much money you are going to 
need, you have got to arrange for your construction loan and you 
have got to arrange for your permanent loan. When you have com- 
pleted all of these things, you sign all the papers and button it up, 
and that’s what I have been attempting to do. 

On this thing it was a competitive bidding. I knew that other 
people were bidding on it, and I was trying to bid in accordance with 
the experience I had in working out these details. 

So, the first thing that I had to do was to get the price from the 
contractors, and with that I made the Tennesseee Valley Authority a 
proposal. The acceptance was for $3,720,000. That was a lock-and- 





key job; that included ever ything 7, included the real estate, included 
the plans and specifications, included the building, included all other 
estimates and items of expense, such as the improvement of 30 acres 
of land, parking space, roadways, walks, things like that that are not 
customary in a building of this type. 

Mr. Pitttiirs. You are to put in the roads, parkways? 

Mr. Pirrs. Everything. 

Mr. Pus. Utilities? 

Mr. Pirrs. Everything, yes. 

Mr. Puiuirs. That was the fixed price, lock-and-key price only 
if you could get the land for less than $60,000 ? 

Mr. Pirrs. No, sir; it was $26,000. 

Mr. Puturrs. You bid $26,000, but if anybody overbid you the 
TVA would make up the difference up to $60, 000? 

Mr. Prrrs. That’s right, but my calculations and options and 
everything were based on the $26,000. 

Mr. Pures. You know nobody else who was trying to get it? 

Mr. Prrrs. I am sure there was nobody else who would get it. In 
fact, I think the people in Florence would see that nobody else bid on it. 

After we did that, then the proposal I made the Tennessee Valley 
Authority was for the $3,720,000. That was everything. That was 
the cost of the building and all. The contract on the “building was 
$3.359.270. The cost of the real estate was $26,000, which made a 
total for land and building of $3,385,270. 

The obligation of TVA does not start until I have done everything 
I said I was going to do, the building completed in accordance with 
the plan and specification, with resident engineer on the job to see that 
it is done. 

That leaves me a gross margin of $334,730. That is the difference 
between the bid price and w hat the land and building cost. Out of 
that I have got a lot of expenses to pay, and I am aw fully afraid what 
I have done is bought it retail and am trying to sell it wholesale. 

The expenses that are coming out of the $334,730, they are higher 
than a cat’s back, they are scaring me to death, because I don’t know. 
The preliminary expenses, that’s my time and travel and personal 
expenses. I have been working on it since 1949. 

Mr. Anprews. You mean 1950 there; do you not? 

Mr. Pirrs. 1949 is when we started. I think the original thing was 
resolved in letter form in 1950. 

On the construction loan, a national bank could make this loan as a 
straight loan; but if it is over a year, it has got to be a mortgage loan. 
So I have got, on my interim loan, the construction loan, the mort- 
gage expense with the national bank, which is the First National Bank 
of Montgomery, Ala. I have got to pay the interest on that construc- 
tion loan in the amount of $3,500,000 at a minimum of 5 percent, and 
one of the big New York banks will only charge me three-quarters 
of 1 percent, which is another $25,000, as a st: indby fee for a period 
of 18 months. I get no rent from TVA until the building is com- 
pleted. 

I do not pay the interest on $3,500,000 for 18 months. I am insist- 
ing that I only pay the interest for the time that I use the money. 

Mr. Pumuuirs. As you take it out? 

Mr. Pirrs. Yes; as I take it out. I did not want to convey the im- 
pression it was a full 5 percent on $3,500,000. 
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I have to pay the legal expenses for the permanent loan. That is 
che New York Life loan. They have got one of the biggest and best 
law firms in the country. They cannot tell me what those legal ex- 
penses are going to be. They tell me they have got to go into it and 
see what the work involves. But that’s the least of it. My biggest 
worry is whether the contract with TVA will meet with the approval 
of the New York Life Insurance Co. 

I had some unforeseen expenses in obtaining this loan. The Pru- 
dential Insurance Co. had given me a letter in 1950 that their loan 
committee had approved this at 4 percent interest. I couldn’t go more 
than 4; my contract was at 4, and it necessitated four trips to New 
York since January to consummate it at 4 percent. 

Mr. Pups. January of this year? 

Mr. Prrrs. Yes. 

Mr. Putuurrs. And you still have the loan of 4 percent ? 

Mr. Prrrs. I have the loan of 4 percent. 


STATUS OF NEGOTIATIONS WITH TVA 


Mr. Puuituirs. I think one of the problems of this committee is that 
you seem to have nothing but a letter from the insurance company 
on which the TVA bases its commitment to you. 

Mr. Pirrs. Yes. Well, at this stage in negotiations everything is 
in letter form. I will explain it this way: First, you have got to get 
your lease. That’s the evidence of your ability to repay the loans. 

Mr. Prius. Have you dealt with New York Life before’ 

Mr. Prrrs. I am sure I have the original letter in my file in which 
they have given me the commitment. 

Mr. Prius. We have seen that, if it is the same one, but what we 
want to know is, Have you dealt with New York Life before? Do 
they know you? 

Mr. Pirrs. No, sir; I have never dealt with New York Life on a 
loan before. I have dealt with other large insurance companies 
Jefferson Standard, in Greensboro, N. C.; Mr. W. L. Moody’s company 
in Galveston, Tex.; the Prudential Insurance Co. 

But the commitment from New York Life is a year-definite com- 
mitment. There are five contingencies in that. The first is the ap- 
proval of the plans and specifications, approval of title, approval of 
all contracts, Sorat al of other things, and, also, I agree to pay these 
legal expenses whether this thing blows up or not. That is also in the 
New York contract. Then I have got title insurance that I have got 
to provide. That’s not much of an item. It is $6,000. 

I have got the printing of the bonds, the lease, and the contract. 
New York Life insists on all of that. I have got the recording fees 
on a $3,500,000 construction loan, as well as a permanent loan, and 
there are not only recording fees but there are stamp taxes and other 
taxes that will go on there that will probably amount to many thou- 
sands of dollars. 

Then the New York Life would not issue this loan to me because 
they said it was an 83-percent loan and that they had to do it the way 
the New York Insurance Commission set forth and it had to be a bond 
issue, and they could not make a bond issue to an individual, so I’d 
have to have a corporation to issue these bonds. 
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Mr. Puinuirs. If that is an 83-percent loan, then your loan from the 
local bank can’t be very large. 

Mr. Prrrs. It is $500,000. 

Mr. Puitures. That is really just for initial expenses ? 

Mr. Pirrs. No, sir; I will get the $3,500,000. 

Mr. Putturs. Do you expect to reimburse the $500,000 loan out of 
the insurance loan ¢ 

Mr. Prirts. No, sit 

Mr. Puiures. You mean, the insurance company has agreed to take 
the second paper / 

Mr. Prrrs. No, the insurance company has first lien on everything 
for 20 years in the amount of $3,000,000. 

Mr. Puiutrs. You mean, then, the local bank has agreed to lift its 
paper and let the insurance loan come under it ¢ 

Mr. Prrts. I have what is called a term loan. It is all set forth in 
the New York Life Insurance Co. contract. The entire method of pay- 
ment see, Tf hese ficures were prepared by the New York Life Insurance 
Co., and the rent from TVA goes to the trustee, and the trustee makes 
the disbursements. He pays the New York Life $218,648 annually for 

a period of 20 years until the building is paid for and then on the 
$500,000 loan. That is on a basis of 10 years. 

Mr. Puitirs. Thank you. Proceed. 

Mr. Prrrs. I think the last thing I said was the recording fees and 
taxes on the two mortgage loans of $3,500,000 each. 

Legal and other expenses incurred in forming the corporation to 
issue bonds. New York Life is insisting that a corporation be formed. 
The trustee that will handle this bond issue has got a trustee’s fee that 
he will have to be paid. That is an initial fee. Then the trustee gets 
an annual fee for the next 20 years, or the life of the bond issue. 

Then the New York Life says that they cannot be in a position of 
having bonds of $3,000,000 in a corporation which is defunct, and it is 

very positive in that, and they say that I have got to have an office and 
a place of business for this corporation. 

Then I will have the income tax from this corporation and all other 
expenses of the corporation for a period of 20 years. Then that all 
comes out of the $334,730 over a period of 20 years. I can’t get any 
more out of TVA. 

Mr. Puitxies. From the trouble that your sad story indicates, Mr. 
Pitts, I would think you would be glad to have us cancel the contract. 
Would vou? 

Mr. Pirrs. If I had known as much about it at the beginning as I 
do now, you wouldn’t, I am afraid, have me here, but it is one of these 
things where you have gone too far, and there has been a lot of money 
spent on this in the way of preparing the plans and specifications and 
the other things. The way we originally set this up we estimated 
that these expenses would be $114,000. That was before we went 
to New York. 

Mr. Puitires. How much do you figure they are going.to be now? 

Mr. Pirrs. The engineer and construction will be about $70,000. 
My preliminary expenses have already been spent. That’s water over 
the dam. On the construction-loan mortgage I have got to pay the 
attorneys for making that. I don’t know what those attorney’s fees 


will be. I mentioned the interest on the loan, the legal expenses on the 
loan. 
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Mr. Jonas. That will be a very modest sum, you can be sure. 

Mr. Pirrs. At the present time I have no way of knowing what 
these fees will be. The expense of securing this 4 percent loan was 
$15,000. The title insurance is $6,000. New York Life estimated the 
cost of printing the bonds, lease and contract at about $5,000. I'd say 
recording fees and taxes on the two $3,500,000 loans—vou have got the 
documentary tax and all—would probably be around $6,000 or $8,000. 

Mr. Corron. I do not understand that. There is no Federal docu- 
mentary stamp on a mortgage. 

Mr. Pirrs. There is a tax. 

Mr. Corron. A State tax? 

Mr. Pirrts. Yes. 

Mr. Corron. Excuse me. 

Mr. Pnriwurs. We are interested in this, but what interests the 
committee more is the authority Mr. Snyder had to sign a contract 
iy you. You seemed to be very confide nt when you signed yourself 

) for that expense that Mr. Snyder had the authority to sign for 
the TVA. Some of the members of this committee are not quite so 
sure, 

Mr. Prrts. The only thing that I can tell you is how I stand in this. 
It is all set out in the New York Life’s schedule of repayments; the 
whole thing. 

The trustee’s annual fee will be $900 per year, and an annual fee 
will have to be paid for the 20-year life of the bond issue. I think I 
mentioned the initial trustee fee will be $2,300. I have got to pay 
office rent, income tax, franchise tax on the corporation for 20 years, 
And as I say, all of those expenses come out of the $334,730, and 
there is any left, that is my margin and profit. 

Mr. Anprews. Did you not tell me, Mr. Pitts you expected to make 
about $10,000 a year for 20 years. 

Mr. Prrrs. The way the New York Life set it up, this table indicates 
where every nickel of it went. It went to the trustee. T will never 
see a rent check. I didn’t want to see a rent check. The rent of 
$218,648 is a level payment for 20 years to New York Life. The 
$140,000 that I originally estimated was my margin, the New York 
Life said, “Wait a minute: we want that frozen over a period of 20 
vears.” So they pay the $140,000 over a period of 20 years, which 
is $10,252.56 per year. That is the money that this corporation has 
got to operate on, income tax, office rent, franchise tax, and other items 
of expenses of the corporation. 

Then you get down to the item of $580.000. That $80.000 was a fee 
that I was getting out of this, plus the $500,000 for the term loan to 
make up the $38,500,000 that I was borrowing, and that is $70,657 
for a period of 10 years and that time the term loan will be paid. 
Then the only outstanding indebtedness will be the unpaid balance 
of the New York Life Insurance Co. loan and the option that TVA has 
is that the first month they can buy this building for $3,720,000. One 
year from then their option has been reduced by the exact amount 
that the indebtedness of the entire transacion has been curtailed. If 
we had spent $100,000 on principal payments at the end of the first 
year, then TVA’s option is reduced to $100,000, 

This method of financing has been done by many of the larger com 
panies. I think a lot of the mercantile stores say that they do not 
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want to tie up ~ ir money in brick and mortar that doesn’t tur: 
over once in 50 years, they would rather have it liquid, and they have 
these lease-purchase contracts. And it is customary in the real-estate 
business to have this kind of a contract. 

Then at the end of that time the property reverts to TVA, and at 
that time the depreciation they would have would be practically nil. 
They would have the building. 

(Discussion off the record.) 

I believe TVA is saving from half a million to three-quarters of a 
million dollars in accepting this over any other proposal, over any 
other individual we could get. 

Mr. Pumurps. Thank you very much, Mr. Pitts. You seem to have 
some problems, of your own, and we also have some problems. We have 
the problem that the Government has several times turned down au- 
thorizations for this type of contract, that the proposal to build this 
building has been refused by the Budget Bureau in the past, and we 
are not entirely certain that Mr. Snyder had authority to contract with 
you. When we get over those hurdles, then we have to discover 
whether it is financially desirable to move from Knoxville down to 
Muscle Shoals, whether we are letting ourselves in, which Mr. Jones 
has assured us we are not, for many additional expenses of a com- 
munity nature. 

You know how it is in your house, when your wife wants a new 
carpet you end up by getting entirely new furnishings and new fur- 
niture as well. We fear that when we get that nice building we will 
have to build houses and roads down in the Muscle Shoals area. 

Mr. Prrrs. That is the only way that 1 can come out, is to build 
houses, community centers and hotels and things like that later. That 
s what I want to do after that. You have got to get the TV A there 
before those things would be practical around the Muscle Shoals area. 

Gentlemen, the only thing I am trying to do is to give you informa- 
tion. You know about how I entered into this thing, that there is no 
unconscionable profit. I didn’t slip up on anybody’s blind side. You 
have a copy of the contract with TVA as to price. The New York 
Life has got that. Everybody knows everything about this. I want 
everybody to know, there is nothing to ask me at the end, I don’t have 
to remember what I said at previous meetings. But it is all in the 
TVA contract, and the building they are getting is a lock-and-key 
building complete, and everything is according to the plans and 
specifications. 

Mr. Jonas. I have only one question, and I ask this so the record 
will be clear. The Jones that came to you first was not Congressman 
Jones, it was aman who worked for TVA ? 

Mr. Prrrs. Richard M. Jones. 

Mr. Jonas. Congressman Jones and you did not see each other in 
regard to this matter? 

Mr. Prrrs. We had never seen each other. He is about 300 miles 
from me, but the Chamber of Commerce of Florence told TVA about 
me. 

Mr. Oxrtver. R. N. Jones is the head of our office, and Mr. Snyder. 

Mr. Anprews. Mr. Pitts, I think you told me yesterday that May 

1 of this year was the deadline for the beginning of construction as 

‘ar as the Johnson Construction Co. is concerned. 
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Mr. Pirrs. That is correct. The building has got to be substantially 
completed, the office space, by August 15, 1954, and to get it com- 
pleted we have got to start work about May 1 of this year, which is 
0) days from today. 

Mr. Anprews. You have a firm price from Johnson Construction 
Co. ¢ 

Mr. Pirrs. From Johnson, that’s right, and the plans and specifica 
tions are being drawn now, and everything will be ready to proceed. 
[ am trying to close the lease, the No. 1 step, now. . I don’t have my 
lease, then all the other steps are inconsequenti: il, because it doesn't 
amount to anything. 

Mr. Anprews. That is all. 

Mr. Puiiures. Thank you very much, Mr. Pitts. 

Mr. Prrrs. What did you say a moment ago? You said that you had 
sold or leased a building to the Federal Government, where 

Mr. Pitts. In Montgomery, Ala. 

Mr. Puiturrs. What building was that? 

Mr. Pirrs. The building was formerly known as the Gay-Teague 
Hotel. 

Mr. Anprews. A 10-story building? 

Mr. Pirrs. A 10-story building, has approximately 75,000 square 
feet of floor space, and I leased that building from the Gay-Teague 
Realty Corp. and spent approximately $250,000 rehabilitating the 
building for the use of the Government and then leased practically 
the entire building to the Department of Agriculture. 

Mr. Anprews. Over what period of time? 

Mr. Prrrs. Well, they have been in the building for approximately 
12 years. 

Mr. Anprews. When did you sell it to them? 

Mr. Pirrs. I didn’t sell it to them, I sold it to an insurance company 
last year. 

Mr. Anprews. Did you not build the Admiral Sims Hotel in Mobile ? 

Mr. Prrrs. Yes. I am a member of the corporation that owns all 
of the Admiral Sims ownership stock. 

Mr. Anprews. What is the size of that hotel ? 

Mr. Prrrs. That is 254 rooms, completely air-conditioned, com- 
pletely modern hotel in every respect. 

Mr. Anprews. When did you build it? 

Mr. Pirrs. That building was built and completed in approximately 
1939. 

Mr. Anprews. What company operates that hotel ? 

Mr. Prrrs. National Hotels. 

Mr. Anprews. Is that Mr. Moody from Galveston? 

Mr. Pitts. Mr. Moody. Mr. Moody is my partner in the corpora- 
tion, with Mr. Wallace Malone. Mr. Moody, Mr. Malone, and myself 
own all of the stock in the hotel. 

Mr. Anprews. And the Moody corporation operates the Washington 
Hotel? 

Mr. Prrrs. They operate it, but Mr. Moody personally owns the 
Washington Hotel. 

Mr. Anprews. I see. Have you had any other experience with big 
buildings ? 
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Mr. Prrrs. Del -+hamp’s Groce ery Co. in Montgomery, I brought them 
to Montgomery. The Southern Bell Telephone Co. has a 20-year 
lease, which is a temporary lease, and I have hentia some buildings 
for them and some of the major oil companies in this kind of trade, 
on long time leases. 

Mr. Pumuirs. Thank you very much. 

Mr. Prrrs. I certainly appreciate the time you gentlemen gave me. 


Mr, Putiuirs. Mr. Oliver and Mr. Snyder, thank you very much, 








Wepnespay, Marcu 18, 1953. 











PAYMENT TO THE Crviiz Servick RerirREMENT AND Disapitiry Funp 
FOR INCREASES IN ANNUITIES 


WITNESSES 


MARCELLUS C. SHEILD, CHAIRMAN, LEGISLATIVE COMMITTEE, 
NATIONAL ASSOCIATION OF RETIRED CIVIL EMPLOYEES 

FRANK J. WILSON, PRESIDENT, NATIONAL ASSOCIATION OF RE- 
TIRED CIVIL EMPLOYEES 

T. J. FITZGERALD, MEMBER OF THE EXECUTIVE COMMITTEE, 

NATIONAL ASSOCIATION OF RETIRED CIVIL EMPLOYEES 


Mr. Puitures. We have with us now Mr. Marcellus C. Sheild, chair- 

man, legislative committee, National Association of Retired Civil 
Employees, accompanied by Mr. Frank J. Wilson and Mr. T. 
litzgerald. 

Mr. Sueitp. Mr. Wilson is president of the National Association of 
Retired Civil Employees, and Mr. Fitzgerald is a member of the 
executive committee. 

Mr. Puisutps. You want to talk to us about this appropriation for 
the continuance of the temporary increase in annuities in the civil- 
service appropriation ? 

Mr. Suemp. Yes, sir; I do. 

Mr. Puiiies. I think we would be very glad to hear about that. 
That has been a matter of interest to this committee, and we are very 
clad to hear you. 

Mr. Suemp. Thank you. Our association is very grateful to you 
for this opportunity to appear in connection with the appropriations 
for financing the retirement of Federal employes. 

These appropriations are (1) payment to the civil-service retire- 
ment fund to cover the increase in annuities of persons already re- 
tired, as provided by Public Law 555 of the last Congress, approved 
July 16, 1952, and (2) the other items proposed for financing the Gov- 
ae liability to the fund. I will deal with these in this order. 

Public Law 555 granted increases in annuities of persons already 
retired commencing October 1, 1952. These increases went to retired 

employees and the survivors of annuitant employees and deceased 
employees (widows and dependent children). The augmentation was 
allowed on a sliding seale of $36 for each full 6-month period of elapsed 
between the date of commencement of the annuity and October 1, 1952, 
with the stipulation that in no case should the increase exceed $324 
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or 25 percent of the annuity, whichever was the lesser. The act also 
provided that no amount of increase should be given in any case which 
raised the annuity, with the increase, to more than $2,160, 

Under this act, a retired employee or survivor, in order to get the 
maximum of $324, would have to be retired on or before April 1, 1948, 
ind been receiving an annuity of not less than $1,296 nor more than 
$1,836. If the date of retirement was after April 1, 1948, the amount 
of the increase is less, depending on the date of retirement and the 
umount of the annuity then being received. 

The increases under Publie Law 555 affected approximately 90 per 
cent of those on the rolls. The other 10 percent was excluded because 
of the $2,160 limit ation. It is estimated that 157,000 emp lovee an 
nuitants receive increases averaging S195 a year and 38,000 survivors 
receive increases ean S85. 

The average annuity of retired employees, as of June 30, 1952, was 

$1,188 and with the average increase of $195 since, the average annuity 
wok 1 have been temporarily raised by the new law to $1,353. How 
ever, since 10 percent of retirees did not participate, the average cur- 
rently received is something less than $1,583. 

The average annuity of survivors, as of June 30, 1952, was 5451, 
hence it will be noted that with the average increase of $85 under the 
new law, their average is still considerably less than $600, 

The increases under Public Law 555 are temporary for the period 
ending June 30, 1955, and terminate sooner under certain conditions. 
‘J hey will terminate 

(a) If the cost of living goes back to the April 1, 1948, level; (0) 
automatically on June 30, 1954, if Congress fails to ap propriate to the 
retirement fund for the cost of them for the fiscal years 1954 and 1955; 
and (¢) automatically on June 30, 1955, when the act expires. 

We are here to request you to make the necessary appropriation for 


i 
the fiscal vear e nding June: 0, 1954, The budget estimates before the 
subcommittee call for a total of S58.987.000, of which $31.397.000 is 
the cost for 1954 and $27,590,000 is to reimburse the fund for the cost 


for the 10 months of the fiseal year 1955. 

We very much hope you will make the needed ap propriation for the 
fiscal year 1954, as the increase will automatically terminate on that 
date unless you do. We see no reason why, at this time, an appropri- 
ation of $27,590,000 needs to be made for 1953. However, we do not 
oppose it, if the committee thinks that it should be done. Public Law 
555 does not require it, and we think that the balance in the fund is 
such that it is not necessary. 

None of us presently representing the association claims any pro- 
fessional qualifications as an expert on funding a retirement system. 
We believe, however, there are certain commonsense facts that need to 
be considered in connection with these finances. We also think that a 
purely governmental system need not be as fully funded as a private 
system. The Government is permanent and continuing. If it ever 
ceases to be solvent, then eve rything fails. 

The balance in the fund as of June; 30, 1947, was $2.479 billion. On 
June 30, 1952, it reached $5.037 billion. It more than doubled in those 
5 years. In the same period the so-called unfunded liabilities in- 
creased from $3.094 billion to $4.938 billion, or only by 60 percent. 
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The total disbursements from the fund in the fiscal year 1953, for all 
purposes—payment of annuities, refunds, et cetera—totaled only 
$298.6 million. We believe these and other favorable factors con- 
cerning the fund indicate that the finances of the system are not as un 
ound as they have been represented. 

We haiti’ you will provide the amount required by the law for 1954. 
se small increases mean a very great deal to the retirees, some of 
whoin have seen the purchasing power of their annuity dollar shrink 
from 100 cents to the present level of about 52 cents. They are count- 
ig on this small addition to a greater degree than anyone can possibly 

ealize who is not faced with the stern reality of living on a small fixed 

ncome with a constantly dwindling purchasing power and whose needs 
multiply with their advancing years. 

The other matter we would call to your attention arises in connection 
with a proposed change in the manner of appropriating the Govern 
ment’s share to the retirement fund. For the present fiscal year the 
sum of $321,450,000 was appropriated for financing the liability of the 
United States under the retirement law. 

Mr. Puitures. If the committee wants to check this in the preprint, 
turn to page 53 and you will see what Mr. Sheild is now talking about. 

In simple language, a proposal of the civil service budget for this 
year which is coming up next Wednesday is that we do not show in our 
appropriation as we have in the previous years the amount of interest 
but simply leave that to be paid out of the Treasury funds directly by 
the Treasurer of the United States, thus, on the face of it, reducing the 
figures we appropriate by about $192 million, but actually taking the 
control of the amount to be paid as interest out of the hands of the 
Congress. 

Mr. Suermp. It would have that effect. 

Mr. Krurcer. Where does that money come from ? 

Mr. Putturpes. From the taxpayers, but it will be paid out by the 
Treasury, and it would not be controlled by the Congress as in pre- 
ceding years. 

Mr. Krurcer. Wouldn’t that be misleading ? 

Mr. Puiures. I think that is a distinction without a difference. 
The clerk said we would set it up as an indefinite appropriation with- 
out indicating the amount of it, and that is in effect saying “Go to 
the taxpayers and get the money.” It wouldn’t even appear in our 
committee report tabulation. It would appear in the Treasury reports 
that we get every month and it would appear in the budget of the 
United States, but it would not appear in the report of the Appropria- 
tions Committee. I would agree with Mr. Krueger at first blush. 

Proceed, Mr. Sheild. 

Mr. Suerip. For the fiscal year 1954, it is proposed to separate the 
appropriation into two parts and to provide (a) $176,139,000 for 
financing the normal cost of the liability of the United States, and 
(b) an estimated indefinite sum of $192,015,000 to represent inter- 
est—as determined by the Secretary of the Treasury—on the amount 
of the unfunded accrued liability of the United States (as determined 
by the Civil Service ¢ ‘ommission). These two sums total $368,154.000. 

We would respectfully recommend that this sum be appropriated in 
one amount in the language of the 1953 appropriation. We suggest 
this for these reasons. The proposed change in the appropriation 
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for financing undoubtedly represents the views of the former Civil 
Service Commission and the new Commission has not yet been organ 
zed nor had an op portunity to pass upon it. The unfunded accrued 
liabilities on which this interest is to be figured have not been 
determined. 

The more important reason for not adopting this change at the 
present time is the fact that Publie Law 555 sets up a Committee on 
Retirement Policy for Federal Personnel consisting of the Chairman 
(to be named by the President), the Secret: ry of the Treasury, the 
Secretary of Defense, the Chairman of the Board of Governors of the 
Federal Reserve System, the Director of the Bureau of the Budget, 
and the Chairman of the Civil Service Commission. 

This committee is required to make a comparative study of all 
retirement systems for all Federal personnel and report to Congress, 
not later than December 31, 1953. Its report, including findings and 
recommendations, is to include the following: 

(1) The types and amounts of retirement and other related benefits 
provided to Federal personnel, including their role in the compensa- 
tion system as a whole; 

(2) The necessity for special benefit provisions for selected employee 
groups, including overseas personnel and employees in hazardous 
occupations; 

(3) The relationships of these retirement systems to one another, 
to the Federal employees’ compensation system, and to such gener al 
systems as old-age and survivors insurance; and 

(4) The current financial status of the several systems, the most 
desirable methods of cost determination and funding, the division of 
costs between the Government and the members of the systems, and 
the policies that should be followed in meeting the Government’s 
portion of the cost of the various systems. 

It would be unwise at this time to change the method of appropriat 
ing for the Government’s liability, particularly, in view of the fourth 
requirement just quoted. The Policy Committee is obliged to inquire 
into and report, with respect to the civil-service retirement system and 
fund, on the most desirable methods of cost determination and fund 
ing, the division of cost between the Government and the employee, the 
policy to be followed in meeting the Government’s portion of the cost, 
and the current financial status of the fund. 

When the Policy Committee’s report is received, we hope the Con- 
cress will have adequate information for determining wh: at is to con- 
stitute adequate appropriations to meet the Government’s liability. 
We hope the subcommittee will preserve the status quo in the manner 
of making appropriations for the Government contribution until this 
report is received. 

Mr. Putiures. We thank you very much, Mr. Sheild. I think for the 
benefit of the new members of the committee I would suggest that, and 

I think it was in last year’s hearings, we had quite a discussion on sub- 
paragraph 4 on page 5 of Mr. Sheild’s report and the committee has 
not been satisfied with the condition of the fund. I think, however, we 
are inclined to have the same feeling that you expressed on page 4 that 
a Federal fund is not exactly the same as the fund in a private industry 
and a private industry may go out of existence at any time. 
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Mr. Suemp. We hope very much that this study which is being 
made by the Policy Committee is going to clear up a great many things. 


So far as Lam aware the study w: as endorsed by all the employee groups 
at the time this legislation was pending. 


Mr. Putiirs. Mr. Wilson, do you want to say something? 
Mr. Witson. Thank you. I did not want to say anything additional 


except to thank you and the members of the committee for allowing us 
to testify this afternoon. 


Mr. Puinurres. And you, Mr: Fitzgerald ¢ 

Mr. Firzgreratp. That covers everything. 

Mr. Putuuirs. Thank you very much. We are very glad to have 
your expressions now because the Civil Service Commission comes up 
on Monday. 

Mr. Sueivp. The association publishes a magazine six times a year. 
The next issue comes out on the Ist of April and we do not have an- 
other issue until the lst of June. We would like to request that we be 
permitted to use this statement in the next issue of the magazine even 
though this hearing will not be completed by that time. 

Mr. Puittirs. If there is no objection you may be permitted to do so. 

Mr. Suen». Thank you very much, Mr. Chairman. I would like to 
make one statement off the record if I may. 

Mr. Puiuirs. Off the record. 
(Discussion off the record.) 


PAYMENT TO THE CriviL Service RerireMEN'’ AND Disapiuiry Funp 


FOR INCREASES IN ANNUITIES 


WITNESS 





JEROME J. KEATING, VICE PRESIDENT, NATIONAL ASSOCIATION 
OF LETTER CARRIERS 


Mr. Puitirrs. We have Mr. Jerome Keating, vice president of the 
National Association of Letter Carriers. 

Mr. Keating. Mr. Chairman, my name is Jerome J. Keating. 
vice president of the National Association of Letter Carriers, an 
organization represent ing over 105,000 letter carriers located in every 
State of the Union, Hawaii, Puerto Rico, and Alaska. I appreciate 
very much the opportunity of coming before you to testify on the ap- 
propriation request of the Civil Service Commission for the operation 
of the Civil Service Retirement Act. 

Mr. Puitires. That retirement fund is on page 53 of the subcom- 
mittee print. Will you please proceed. 

Mr Kearrne. I wish in the first instance to call the attention of the 
committee to the absolute necessity of m: iking an appropriation for 
the fiscal year 1954, in order to continue the increase in annuities 
granted to the retired civil service employees by the passage of Public 
Law 555 in the 82d Congress. The increase granted was on a tem- 
porary basis for 1 year and the continuation of the increase is depend- 
ent upon action by this committee. 

I note on page 101 of the budget request that the Civil Service Com- 
mission has recommended an appropriation of $58,987,000 for the 
increase to annuitants now on the rolls; $27,590,000 was for the fiscal 
year 1953, and $31,397,000 for the year 1954. 


lam 















1333 


Mr. Puiuirs. There seems to be a question as to whether we should 
appropriate the amount for 1953. What is your opinion‘ 

Mr. Kearine. It isn’t necessary because the bill specifically provides 
that that would come out of the fund. However, if the Congress 
desires to appropriate it, it would add to the strength of the fund. I 
do not hold to the belief that we have to have a fully funded retirement 
plan. I discuss that further on. But I think that is entirely up to 
the committee if they want to grant it. I do not think it is necessary 
to appropriate $27.000.000 for 1953. 

Under the provisions of Public Law 555, the first-year payment 
was to have been taken out of the civil service retivement fund, but 
it is vitally necessary to make an appropriation for the fiscal year 
1954. If this committee and the Congress desires to make the appro 
priation for the fiscal year 1953, we have no ob jection, because it will 
further add to the strength of the civil service retirement fund. We 
do wish, however, to point out to the committee that, under the pro- 
visions of Public Law 555, it is mandatory only to make the appro- 
priation for 1954, and we want to stress the necessity to this committee 
of making that appropriation. 

A very thought-provoking article was written by Charles Steven- 
son in the December issue of the Reader’s Digest, which clearly point 
ed up the many difficulties that old people who are dependent upon 
annuities and pensions are confronted with in these days of extremely 
high prices. The Congress has made an attempt in Public Law 555 
to ameliorate these conditions to a slight extent, but the retired civil- 
service employee still faces a tough fight in his battle to live on his 
annuity. The average annuity of the civil-service retired employee, 
as shown in the report of the Civil Service Commission for the year 
1952, is $1,188 and the average of those who retired prior to 1948 is 
only $1,061. This is a very small sum of money for 1, 2, or more per- 
sons to live on in these days of extremely high prices. 

I wish to discuss briefly one more phase of the budget request of 
the Civil Service Commission. Publie Law 555, passed in the last 
Congress, provided for a special committee to make a study of how 
Government retirement plans should be financed and also to examine 
the operation of these plans in detail. This committee was directed 
to return a report to the Congress by December 31, 1953. I note that 
in their request for an appropriation, the Civil Service Commission 
has adopted a new form of making their request. The Commission 
has divided the appropriation from the Government into two parts. 
One portion of its request is labeled “Normal costs” and amounts to 
$176,139,000; the other is referred to as “Payments to the civil-service 
retirement and disability fund (interest) (indefinite appropriation)” 
in the amount of $192,015,000. 

While the Board of Actuaries has always broken down its request 
for an appropriation into two parts—one labeled “Normal costs” and 
the other labeled “Deficiency costs”—the breakdown in the appropria- 
tion request represents a new departure and we question the wisdom 
of making this change prior to a recommendation being presented to 
Congress ‘by the special study committee. 

The condition of the retirement fund, as shown in the retirement 
report of the Civil Service Commission, is worthy of comment. The 
report shows that the civil-service retirement fund has on hand 
$5,037,013,138 
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Mr. Puitiirs. How much did it have on hand a year ago? 
Mr. Kratrna. I haven’t seen it in a year. 

Mr. Puiuires. In other words, it has gained almost $1,000,000,000 
In a year. 

Mr. Kearine. It has gained considerably. It has gained 
S600,000,000, 

Mr. Puiuirs. It certainly suggests to the committee that while 
these funds should be care fully considered and put on an actuarially 
sound basis it doesn’t mean that we have to do it this year in one lump 
sum, if we do that at all. Your attitude is that we do not have to 
keep this in as good a condition as if it were a private industry which 
might go out of business any day. 

Mr. Keratine. That is right. It also shows that the excess of 
liabilities over assets amounts to $4,938,347.953. I think it would be 
well to briefly analyze the facts upon mati this purported deficit 
is based. 

It is extremely diflicult to estimate exactly what a retirement plan 
will cost. It apparently is equally difficult to determine how a retire- 
ment program, partic ular lyvaF ederal Government program, should be 
financed. In a paper entitled “Pension Plans—The Conc ept of 
Actuarial Soundness,” Dorrance C. Bronson, an actuary with the 
Wyatt Co. in Washington, D. C., defined an actuarially sound plan 


as— 


one where the employer is well informed as to the future cost potential and 
arranges for meeting those costs through a trust or insured fund on a scientific, 
orderly program of funding under which, should the plan terminate at any time, 
the then pensioners would be secure in their pensions and the then active em- 
ployees would find an equity in the fund assets reasonably commensurate with 
their accrued pensions for service from the plan’s inception up to the date of 
termination of plan. 
Mr. Bronson then makes this pertinent comment: 


Note that this definition admits of a long time before all the original past 
service credits reach a funded condition. Note further, that I have tied this 
definition in with a presumption of the plan’s termination * * *, 

Wherever you have a reserve, of course, you must have a debt or 
you have no field for investment. I think with relation to the Govern- 
ment where you have a reserve the only place you can have the debt is 
the Government. In other words, you must maintain a large Govern- 
ment debt to maintain a reserve and after all investments are based 
eventually on the solvency of the Government rather than upon any 
material thing. 

Mr. Putturs. The fund itself is directly related to the financial 
soundness of the Government because no matter what your fund is if 
the value of the dollar has sunk you have proportionately less value 
in the fund. 

Mr. Keatrne. That is right, and the value to the individual is less. 

Mr. Puiuirs. I raised the question, as you will remember, a year 
ago, as to whether or not it was necessary to have any appropriations 
and wliether we simply shouldn’t appropriate every year the amount 
that was necessary to pay the retirement. That is probably carrying it 
too far the other way. 

Mr. Kratine. My opinion is that I think that a bill that was before 


Congress last year had a pretty sound basis for financing a Govern- 
ment fund. 
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The method of financing the civil service retirement fund set forth 

in section 17 (g) of S. 995, a bill considered by the last Congress, 
provided that the— 
Commission shall submit annually, to the Bureau of the Budget, estimates of the 
appropriations necessary to finance the fund. Such estimate for each fiscal year 
shall be that amount by which the estimated balance in the fund need be in 
creased in order that such increased balance be equal at the end of such fiscal year 
to the estimate of the sum of (1) the total deductions and deposits under this Act 
then in the fund for persons not retired, plus (2) the total present value of all 
future payments to persons then receiving annuities under this Act 

If the method of funding provided for in S. 995 were in effect, which 
seems to me to provide a very sound basis for funding a Federal 
tirement plan, the present civil-service retirement fund would be de- 
ficient by merely $103,233,928. The fifth item described in the finan- 
cial statement of the Civil Service Retirement Commission described 
as a “liability for prospective annuity benefits based on service al- 
ready rendered by present and former employees, not yet retired, in 
excess of benefits to be provided by their contributions with interest’ 
is shown in the statement as amounting to $4,835,144,025 

Mr. Puttutrs. That is the deficit ? 

Mr. Keatine. That is the deficit. We challenge the accuracy of 
that because the actuaries of the Civil Service Commission in report 
after report have pointed out that they do not have sufficient data on 
which to properly evaluate what this liability actually amounts to. 

In practically every report made by the Board of Actuaries, start- 
ing back in 1922, the actuaries have complained of the lack of a central 
system of records showing the sex, date of birth, years of service, sal- 
ary and contributions, as well as a record of those drawing retirement 
annuities. The Commission has never maintained a central system of 
the necessary data. On page 9 of their report on S. 995 to the Post 
Office and Civil Service Committee of the Senate, the actuaries pointed 
out that, of all the factors necessary to make their estimates, only one 
is readily obtainable—the balance in the fund. 

Briefly a great many of the estimates made by the Board of Actuar- 
ies are based on assumptions and projections. It can be readily seen 
by the most casual observer that no records exist that provide accurate 
figures on survivors in civil service. I have heard that the experience 
of the New York City police retirement system was used by the actu- 
aries to establish some sort of basis for figuring survivorship benefits. 
In view of the large number of men and women in the Government 
service, this does not appear to be a very good choice. 

Probably the greatest source of error found in the actuarial com- 
putations is due to the difficulty of determining how many employees 
will remain in Government service until they receive an annuity. The 
turnover in Government today is excessive and this creates a great 
source of error in estimating the future retirement costs. 

In addition to the difficulties confronting the actuaries, every actu- 
ary, by the very nature of his occupation, must be conservative. This 
was well expressed by Mr. Russell Reagh, one of the members of the 
oard of Actuaries, when he appeared before a subcommittee of the 
House Post Office and Civil Service Committee on June 9, 1947. Mr. 
Reagh stated: 

I think all actuaries and all accountants are basically conservative, and if 
they come to a particular problem that is difficult of real precise analysis, they 
will just by their nature, I think, throw the doubt on the high side, so they come 
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out with figures that they hope are fairly safe, particularly when an actuary is 
dealing with private retirement systems. 

The employer is apt to be pretty unhappy if the actuary said we underesti 
mated the cost of years ago and we have got to increase that eost. He would 
have been happier if he found that experience decreased the cost. 

However, the figures are not conservative to the extent of insurance-company 
figures. We are trying to get the most reasonable answer in which, Say, it is 
50-50 that the costs are too high or too low. We are quite positive they are not 
exactly right because that is impossible by the very nature of the problem. 

In the paper previously referred to by Actuary Dorrance C. Bron- 
son, he also pointed out that in considering public-employee plans 
there was still one other factor to be taken into consideration, and 
that was that we meet with an entity not present in industrial plans, 
namely, the taxing power. There is still another highly important 
factor that must be considered in dealing wih a retirement plan con- 
cerning the Federal Government, and that is that you are dealing with 
a perpetual entity. In all of the concepts of actuarial soundness, con- 
sideration is given to the necessity of having sufficient reserves so as 
to liquidate all obligations in the event that the industrial organi- 
zation should cease operations and to assure retirement pensions to the 
employees who might be left high and dry through failure to provide 
a funded reserve. 

In the case of the Federal employees, if the Federal Government 
ceased operating and the retirement system was abolished, the reserves 
would be of no value. Actually, the reserves in the civil-service-retire- 
ment fund are the faith and the solvency of the United States Govern- 
ment. Reserves do not exist in a physical sense or in the same sense 
as they do in a privately funded plan. In our opinion, the civil- 
service-retirement fund is in excellent condition. 

We are often prone to cling to slogans and shibboleths as demon- 
strated established facts. Sometimes I think we would do well to 
analyze some of our preconceived conclusions. I do not believe that 
it is wise to insist upon completely funded retirement systems in the 
Federal Government. To establish such funds for social security, 
military retirements, railroad retirement, civil-service retirement, and 
other Government retirement plans would require enormous reserves. 
The Government can only invest in its own operations—in other words, 
in the Federal debt. 

On this point and with specific reference to private plans, Mr. Dor- 
rance C. Bronson, the actuary previously quoted, makes this thought- 
provoking observation: 

Can the country stand actuarial soundness? If all employees have pensions 
under individual plans of their employers and, as apparently advocated in this 
paper, the plans are all actuarially sound by the accumulation of the proper 
reserve assets, how can this vast accumulation be accommodated investment- 
wise? The potential coverage has not fully developed as yet and the reserve 
funds are relatively low down on the ladder toward maturity; but exhibit I 
at the end of this paper indicates that in nongovernmental plans the reserve 
assets are over $15 billion and the annual contributions are approaching $21% 
billion. Ignoring social security—which ought to be pay-as-you-go anyway, 
without much reserve fund—if all employers of 50 or more employees were to 
set up actuarially sound plans, it might entail reserve assets of over $200 
billion. While this—barring further inflation—is an outside potential, it does 
bring the investment problem to the fore. Excluding social security reserve 
funds, the assets of pension plans by the end of 1952 must exceed $30 billion of 
which, maybe, half is for public-employee plans and railroad retirement. 

These assets must be growing by nearly $4% billion per year. How much 
of this goes into public debt and how much into private debt and equities? I 
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do not know, perhaps about 50-50. With total private debt going up around $30 
billion a year, there may still be reasonably adequate latitude for the investment 
f pension money. But how long this will hold os if more and more 
f the potential I mention above comes into the actuarial soundness area 
is a question for the economists. Will our swelling praia tivity—capital plant 
keep up with our swelling savings or will we be unable to afford actuarial 
soundness on a national scale? 

On behalf of the National Association of Letter Carriers and the 
Government Employees Council of the American Federation of Labor, 
I ap preciate and wish to thank you for the opportunity to appear 
before this committee and present these observations. I think they are 
most import: int. In closing, however, I wish to urge once more that 
this committee take the necessary steps to see that the increase pro- 
vided for retired civil service employees under Public Law 555 be 
continued during 1954. It is necessary that the money be appropriated 
for this specific purpose. I can assure you that the need is most 
irgent. 

The Civil Service Commission actuaries complain that the central 
system has never been maintained. The only thing they have an 
absolute figure on is the balance in the fund. That figure is based 
on as much as the projections. It is my opinion that it probably is 
high. I think if it was analyzed it would be found that it is too high. 
But we do not think it is necessary for the Government fund to take 
care of that particular category of debt. We believe that if they take 
care of the other that this fund is solvent. 

Mr. Pures. Thank you very much, Mr. Keating. This com- 
mittee has always been glad to hear from you and has always been 
glad to have your advice. 

Mr. Keatine. Don’t forget the men who are on retirement. 


Wepnespay, Marcu 18, 1953. 
F’eperAL TRADE COMMISSION 
FUR LABELING ACT 
WITNESS 


HON. JOSEPH P. O’HARA, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF MINNESOTA 


Mr. Puiiuirs. Now we have Representative Joseph P. O'Hara, a 
Member of Congress from Minnesota, a long-time friend of ours indi- 
vidually, and of this committee. He is a member of the Committee 
on Interstate and Foreign Commerce. 

I think you want to talk to us about appropriations for the Fur 
Labeling Act. Am I right? 

Mr. O’Hara. Yes, sir. 

Mr. Puituires. We will be glad to hear you. 

Mr. O’Hara. Mr. Chairman, the Interstate and Foreign Commerce 
Committee, of which I am a member, is the legislative committee which 
legislates generally for the Federal Trade Commission. 

: any years ago that committee passed what was known as the Wool 
Products Labeling Act, which became law and has been administered 
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by the Federal Trade Commission. After some 5 years of a labor « 
love, I sacveeded, as the author of a bill known as the Fur Labeli: 
Act, in having that bill passed. It became effective in 1952. 

As you know, Mr. Chairman, the purpose of that law was to prevent 
not only flamboyant, misleading, and fraudulent advertising but to 
provide penalties against those who did mislead the public and failed 
to label a garment what it was. In other words, if it was rabbit, it 
was to be called rabbit and not Baltic lion or something else that was 
misleading. 

I have been in touch with the industry and with the Federal Trade 
Commission, and there has been uniform and wide acclaim of this 
bill since it was passed. Although there was some diversity of opin- 
ion in the industry when the bill was in the course of being legislated 
into law, subsequent to its passage it has been very widely and favor- 
ably accepted by the industry. 

Mr. Prius. Can you identify the specific appropriation for us? 

Mr. O'Hara. It it with reference to the Bureau of Anti-Deceptive 
Practices in the Federal Trade Commission. 

Mr. Puiturrs. You are asking for $335,030 ? 

Mr. O’Hara. I think that is for some other departments which are 
not perhaps involved in wool and fur labeling. If I may state it, I 
have some information here which is factual. 

There were two hearings on this bill, and each time the Commission 
testified as to the anticipated cost of administering it, they stated it 
would take $70,000 to $75,000 a year to administer it properly. And 
the reason they set those figures so low was they said it would very 
properly work in so that they could do both the wool labeling work 
and the fur labeling work in the same department and with the same 
he Ip. 

Based upon exper ience in the present fiscal year, the Federal Trade 
Commission for administering the Wool Products Labeling Act has 
requested of the Bureau of the Budget for 1954 the sum of $115,345 for 
the hiring of 25 additional employees and $30,195 for additional travel 
expense. These figures were reduced by the Bureau of the Budget, 
and they were only allowed to request of Congress 11 additional posi- 
tions with personal services of $48,500 and additional travel in the 
sum of $12,100, making a total request of $60,600. I am recently 
informed that the Dodge committee, which is reviewing the budget 
for the President, will likely cut the $60,600 to $40,600, and I believe 
it is obvious that the latter sum would be wholly inadequate to meet 
the needs for administering this new legislation in anything like the 
manner I am sure was intended by the Congress. 

The Federal Trade Commission, which had no funds at all for 
administering the Fur Labeling Act in 1953, discloses that the divi- 
sion charged with the enforcement of it is greatly understaffed and 
overworked in attempting to carry out the essential duties which 
this legislation entails. 

Now, the situation is that this legislation having gone into effect 
in August of 1952, it has been highly important that its enforcement 
he prompt, and I am begging this committee to give the Federal Trade 
Commission enough funds so as to enforce the Fur Labeling Act and 
to check on these people and prosecute both the advertisers, who 
come within their jurisdiction, and those who are actually failing 
properly to label their garments and are deceiving the public. And 
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I do think this department of the Federal Trade Commission which 
is chs irged with the enforcement of the Anti-Dece -ptive Practices Act 
should have sufficient money to do a reasonably good job. It is my 
understanding that what they have been permitted under the | udget 
originally was to ask for $60,600, 

Mr. Purures. Do you know how many employees that meant ? 

Mr. O’Hara. That was for 11 additional employees. 

Mr. Puttuirs. How many were there before the additional number 
Were the entire 11 additional to go to fur labeling? 

Mr. O'Hara. No, sir. My understanding is they were going to 
administer both acts jointly. 

Mr. PHInuirs. Mr. Cotton calls my attention to the fact that they 
have just one division and the employees were used jointly to do the 
WoO! k. 

Mr. O'Hara. That is correct, The wool labeling people have been 
doing their best to enforce this act. 

I am not going to take up a lot of your time here, but I should like 
to have the privilege and permission of the committee to extend my 
remarks. I apologize to the committee for not having them in written 
form, but I have not had an opportunity to do so. 

Mr. Puitirs. You may have that permission, of course, and I 
think you have no reason to apologize. I think it was a very clear 
statement. The committee has already heard evidence on this from 
the Commission itself and has had it broken down. 

Thank you very much. 

Mr. O'Hara. Thank you. 

Mr. Jonas. Does the industry do any policing itself? 

Mr. O'Hara. The »V have no power to police, of course. The only 
power they have is to call the attention of the Federal Trade Com- 
mission to the fact that so-and-so is cheating. 

Mr. Jonas. But they have the opportunity to discover the cheating? 

Mr. O’Hara. Oh, yes. And I think you are going to find they want 
to turn in these people who are cheating; that is, the decent ones do. 
But the main thing is to police those who are doing the misrepresent- 
ing of their products and deceiving the public. 

Mr. Puiurs. Thank you, Mr. O’Hara. 

Mr. O’Hara. Thank you. 

(The extension of remarks follow :) 

The Bureau of Antideceptive Practices is responsible for the investigation and 
trial of all matters involving false and misleading advertising and other unfair 
and deceptive acts and practices in commerce under the provisions of the Federal 
Trade Commission Act. The Bureau also administers the Wool and Fur Label- 
ing Acts and the rules and regulations promulgated by the Commission pursuant 
to those acts. 

In view of the high and still-rising living costs, most consumers are today faced 
with the necessity of making every penny count. It is, therefore, increasingly 
important that they be accurately informed as to the quality of the merchandise 
they purchase. In administering the Wool Labeling Act, it has been found that 
synthetic fibers have been developed that so closely resemble fine woolen fibers 
that only an expert can tell that the article made therefrom is not, in fact, high- 
grade wool. Constant vigilance and checking of the labeling of these products 
on a nationwide basis is required to protect the public. 

In another field the recently enacted Fur Products Labeling Act requires that 
fur wearing apparel be labeled to disclose the true name of the animal producing 
the fur in the garment, the country of origin of any imported fur therein, the 
identity of one or more persons responsible for the accuracy of the required infor 
mation, and, when such is the fact, that the fur is artificially colored or bleached, 
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and that the garment contains or is composed of used fur, paws, tails, bellies, 
or waste fur 

The act requires the invoicing of furs and fur products to show the information 
with respect to the fur or fur products required to appear on the fur-product label 
It also provides that any advertisement of a fur or fur product siiall disclose 
such required information. 

Furs when sold to the purchasing consumer in the form of wearing appare! 
often have had their natural appearance materially altered by processing and 
dyeing. Such alteration of appearance is for the purpose of giving the fur the 
semblance of being of a higher grade or quality or of simulating the fur of a 
different animal whose pelt is more costly. For example, furs from many of the 
more plentiful animals, such as rabbits and muskrats, lend themselves readily 
to dye ing and processing to imitate more ¢ ypensive furs. Rabbit fur alone has 
in the past been sold under more than 50 purported animal names ranging from 
Minkony to Baltic lion. The prospective purchaser of a fur coat has been con 
fronted with a'tlvertisements featuring Alaska sable (in reality skunk), Aus 
tralian chinchilla (common opossum), Hudson seal (muskrat), and other 
glamorous and equally deceptive names too numerous to mention. 

rhe simulated and altered appearance of furs accomplished through processing 
and dyeing renders it difficult and generally impossible for the consumer to 
know what he or she is buying, unless the facts are fully disclosed. Many fur 
garments are made of small pieces or scraps of fur sewed together and sometimes 
dyed and striped with color in a way which tends to disguise the fact that the 
garment is not made of full pelts. The use of secondhand, used, or damaged pelts 
in manufacturing or repairing fur garments, which obviously tends to decrease 
the value and durability of the garment, frequently is not readily apparent, at 
the time of purchase unless adequate disclosure of the fact is made. 

Unless active enforcement of the provisions of the Fur Act is carried out the 
actual intent and purposes of the statute will be defeated. Active enforcement 
means policing of industry compliance with the requirements of the legislation 
and at the same time advising and counseling those subject to its provisions in 
order that we may have their cooperation in voluntarily carrying out their re 
sponsibilities. 

The fur industry itself has recognized the need for remedial action and repre 
sentatives of all segments of the industry, either individually or through their 
trade organizations, have urged that the act be vigorously enforced for their own 
protection as well as for the protection of the consuming public. For example, 
one of the larger distributors of fur products wrote the Bureau emphasizing the 
need for nationwide enforcement activity, stating : 

“Now as I have written before, I know that you have not enough funds, nor 
personnel to do a 100 percent enforcement job, but I certainly hope that you will 
make every effort to make a very wide national showing oi enforcement for 
the first couple of months at least, as if you do not the act will be ignored by a 
great segment of the fur trade and particularly by the fur trimmed cloth coat 
trade, where, partly through ignorance on the part of cloth coat people, the mis- 
representation of fur names has been widespread.” 

The Fur Products Labeling Act became effective August 9, 1952. Prior to this 
date, months of time had to be expended in order to prepare a fur name guide 
and to prepare the necessary rules and regulations for the administration of the 
act. Despite this fact, no funds have yet been made available to the Commis- 
sion for this work, and the very considerable funds which have had to be 
expended, even prior to August 9, 1952, as well as throughout the present fiscal 
year, have been taken from the all too small funds provided for the administra- 
tion of the Wool Products Labeling Act. As a matter of fact, this is the first 
instance in which the Commission has been authorized to request {funds from 
Congress for the administration of this new legislation. 

The Division of Wool and Fur Labeling, in order to most effectively and 
economically administer these acts, has established offices in key cities where 
its representatives are of great assistance to the industry and to the public and 
have enabled the Division more quickly and effectively to correct labeling 
violations at their source than otherwise could have been done. 

Despite these economies, it is obvious that the 20 investigators and attorneys 
now available for the enforcement of both the Wool and Fur Labeling Acts are 
grossly inadequate to cover the whole United States and to provide adequate 
protection to the purchasing public. 

Clothing, being an essential item of consumer use, ranks high among the com- 
modities normally receiving attention by the Bureau. That Congress holds this 
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commodity in similar high regard is shown by the enactment of the Wool Products 
Labeling Act and Fur Products Labeling Act, the administration of which is a 
responsibility of the Bureau. In order that the Bureau may properly enforce 
the Wool and Fur Acts, and undertake such other unfair and deceptive practice 
proceedings under section 5 of the Federal Trade Commission Act as may in 
volve clothing and present a high degree of public interest, it is felt that this 
subject should be given the status of a special project for the fiscal year 1954. 


DIVISION OF WOOL AND FUR LABELING 


Description of work performed 

This Division administers the Wool Products Labeling Act of 1939 and the Fur 
Products Labeling Act (Public Law 210, 82d Cong.), together with rules and 
regulations promulgated by the Commission thereunder. The purpose of these 
acts is to protect consumers, manufacturers, anu distributors from misbranded 
wool and fur products and from false invoicing and advertising of fur products 
and furs 

Kach of the statutes constitutes an important advance in consumer legislation 
and in view of their similarity in purpose and requirements the duties of the 
Division involved in their respective enforcement have been integrated in an 
effort to minimize the cost of administration 

In short, the Wool Products Labeling Act embraces—truth in fabrics—legisla 
tion providing for mandatory fiber content disclosure of all products containing 
or purporting to contain woolen fibers which are subject to its provisions, as 
for example, woolen and part woolen, yarns, fabrics, women’s and girls’ wearing 
apparel, blankets, and men’s and children’s clothing are a part of the essential 
consumer products which are subject to this act and thus must be labeled to 
disclose their fiber content and the name of the manufacturer or concern re 
sponsible for such content disclosure. The Wool Act not only requires in 
formative content labeling but also prohibits the use of false or deceptive labels, 
thus covering the broad field of misbranding of wool products. Under the act 
and regulations detailed requirements are specified. The manufacturer in 
addition to labeling is required to maintain records of fiber content 

The Fur Products Labeling Act was approved by the President on August %, 
1951 and according to its terms became effective 1 year thereafter on August 4), 
1952. This statute provides in substance that purchasers of furs and fur prod 
ucts shall be informed of the true name of the animal that produced the fur as sei 
forth in the Fur products Name Guide; that the fur or fur product is composed 
of used fur, when such is the fact; that the fur or fur product is bleached or 
dyed, when such is the fact; that the fur product is composed in whole or in sub 
stantial part of paws, tails, bellies or waste fur, when such is the fact; the name 
or registered identification of the manufacturer or distributor of the fur produc 
and the name of the country of origin of any imported fur used in a fur product. 
This act covers the labeling of fur products and the advertising and invoicing 
of furs and fur products 

Under the Fur Act manufacturers and dealers in fur products and furs are 
required to maintain detailed records. These must show with respect to each fur 
or fur product manufactured or handled all of the information upon which the 
required disclosures are based. However, unlike the Wool Act the Fur Act 
permits substitution of labels by subsequent distributors and any such distributor 
who substitutes laels is required to keep such records as will show the informa 
tions set forth on the label be removed, together with information as to the source 
from which the product was received. 

Violation of the labeling requirements of either act is subject to Commission 
cease-and-desist orders, and the remedies of injunction and seizure, where nec 
essary are authorized upon application of the Commission, In the ease of willful 
violations, criminal prosecutions are to be initiated by the Attorney General upon 
reference of the facts by the Commission. 

Under both acts, continuing guaranties by those marketing woo] and fur prod- 
ucts may be recorded with the Commission to be held open for public inspection ; 
proceedings for declaration of exemption of products having inconsequential or 
insignificant content and value are provided for; procedure for assignment of 
registered identification numbers are also provided by the regulations under both 
acts: special controls for imports are imposed and are administered by the Cus 
toms Bureau and the Commission in mutual cooperation: administrative com- 
pliance work, including field inspections with respect to examinations and cor- 
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rection of deficient practices of specific concerns is provided for under section 
6 (a) of the Wool Act and section 8 (a) of the Fur Act. 

The broad scope of these acts reflects the corresponding size of the admin- 
istrative job necessary. Geographically, both acts extend throughout the 48 
States, the District of Columbia, and the Territories generally. 

There are approximately 70 industries engaged in the manufacture of products 
su’ ject to the Wool Act In 1951 418,271,000 linear yards of woven piece goods 
were manufactured, the majority of which was converted into millions of products 
falling within the scope of the act. In addition vas uantities of spun and 
knitted wool produe ere manufactured. Mill consumy raw woo! in the 
United States in ol unted to three-quarters of i}hi un na scoured 
basis Billion f dollars at ent annually in tl nited States for woolen 
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rments and products covere \ is informative labeli 
Subje to the Fur. are aj mately 7,500 manufact . f fur products 
which are distributed through s« 75,000 distributors ‘he American public 
spends over half a billion dollars a year for fur wearing apparel and the producing, 
processing, manuf: i and stributing industries wl trades concerned 
is stantia nd i ria : ent of \merican 
recent of the larger manufacture! fur wearing apparel are 
York City. However, distribution is on a nationwide basis and 
most towns where fur products are distributed are found 

who manufacture on order for individual customers, 
defines a fur product as any article of wearing apparel made 
in whole or in part of fur or used fur. Therefore, in addition to wearing apparel 
made principally or wholly of fur, the requirements of the act with respect to 
labeling, invoicing, and advertising apply also to fur-trimmed garments. Fur 
trimming, which includes fur collars, fur enuffs, and other fur trim, is manufac- 
tured by concerns who specialize in this product, not generally by the concerns 
who manufacture fur garments. Fur-trimmed coats and other fur-trimmed gar- 
ments are distributed not by fur garment distributors but through other channels 
such as textile coat distributors. Thus the scope of the field to be covered in 
enforcement of the Fur Products Labeling Act is broadened to include not only 
manufacturers, jo)bers, retailers, and other distributors of fur garments as such, 
but also an additional set of manufacturer and wholesale and retail distributors 
handling fur-trimmed garments 

The scope of the Fur Products Tabeling Act as heretofore mentioned is much 
broader than its name implies. In addition to requiring the labeling of fur 
products the statute also requires that furs and fur products be invoiced to 
show all of the information required on the label. Moreover, any advertising 
of furs or fur products must comply with the requirements of the statute and 
give all of the information required to be put on the label 

It is thus seen that the policing of advertisements and examination of invoices 
is within itself a tramendous task in addition to checking the labeling of fur 
products, and the records to be maintained by manufacturers and dealers in fur 
products and furs. 

In view of the sustained use of wool for world military needs, the shortage of 
such fibers for consumer goods has naturally continued. This situation has 
greatly increased the value of and demand for wool and resulted in the wide- 
spread use of substitute fibers. 

The need for active enforcement of the Wool Products Labeling Act has be- 
come greatly intensified in the last few years due to shortages of raw wool 
together with the high market prices of such fiber and the pressure to maintain 
accustomed price ranges of ready-to-wear garments. Such activity in the textile 
field naturally results in deteriorations in quality and unscrupulous profiteering 
in woolen textiles and products made therefrom against which the Commission 
through the Wool Products Labeling Act is striving to give the consuming public 
effectual protection. 

To illustrate the above is the case of a woolen mill whose activities were in- 
vestigated by the Wool and Fur Labeling Division. This mill had formerly 
manufactured a fabric with a content of 55 percent rayon and 45 percent wool. 
It was found by a test of the fabric made subsequent to the emergency period that 
the content was approximately 20 to 25 percent wool, the balance being rayon. 
This mill was consequently doing business by reason of its misbranding on a 
cost basis which its competitors could not meet, and the ultimate consumer was 
being defrauded. This is an example of practices which are indulged in by certain 
types of manufacturers and which are increasing during the present influx of 
synthetic fibers. 
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Another example is the case of a ladies’ coat manufacturer recently investi- 
ated. A competitor complaint advised that this manufacturer was labeling one 
f its best selling items as 100 percent cashmere when in fact the fabric was 
omprised of 30 percent wool, 55 percent rabbit hair and 15 percent silk, thereby 
taking advantage of the great popularity this year for cashmere fabrics, and 
\dding greatly to the salability as well as the selling price of the garments. In- 
estigation at the manufacturer’s factory showed this to be true and it also 
disclosed that the piece goods manufacturer was also in violation of the act 
is he had been labeling the fabric 100 percent wool. Both firms were immediately 
put on notice to correct their labeling practices and appropriate formal action 
s now pending against both parties. 

Numerous other cases have come to the attention of the Division where garment 
manufacturers have misbranded their products by upgrading the fiber content. 
Manufacturers using reprocessed wool fabrics and wool and rayon fabrics have 
labeled their products as 100 percent wool thus defrauding the consumer and 
placing the honest manufacturer at an unfair competitive disadvantage. Cease- 
ind-desist orders have been issued in several of these cases. 


Workload statistics for fiscal year 1952 


Field inspections and industry counseling: 
Establishments covered : 
Retailers 
Wholesalers. 
Manufacturers J , 
Number of wool products inspected (by use of sampling meth- 
ods ) , mana 20, 823, 
(ral and written requests for interpretations and opinions concerning 
Wool and Fur Acts and regulations thereunder pine piace 1, 
Informal administrative matters involving Wool Act and regulations 
compliance: 
Matters pending July 1, 1951_- ath — — 667 
New matters started ; a aiouay ’ ‘ 5, 869 
Matters disposed of during the fiscal year is ‘ , 696 
Matters pending June 30, 1952 — 840 
Registered identification numbers: 
Numbers issued during the fiscal year er 599 
Numbers canceled during the fiscal year wate ia 285 
Continuing guaranties: Received during the year a 1,479 


In addition to the above, extensive hearings were held on the Fur Products 
Name Guide and the rules and regulations under the Fur Products Labeling Act, 
both of which were issued in fiscal 1952 
Work program and justification for requested increases 

To carry out the duties heretofore outlined, funds over and above past appro- 
priations for administration of the Wool Products Labeling Act alone are impera- 
tive to maintain the minimum of necessary inspection and policing work in the 
administration of both the Wool and Fur Acts. While the Wool and Fur Acts 
became effective August 9, 1952, no funds for administration and enforcement of 
this Act have as yet been appropriated. Its administration during the present 
fiscal year is being carried on with funds heretofore used exclusively for adminis- 
tration of the Wool Act. 

In order to carry out the increased burden of the Division in administering the 

‘ur Act 11 additional employees are requested: 1 attorney, GS—13, 1 attorney, 
12, 2 attorneys, GS-9, 1 investigator, GS-9, 2 attorneys, GS—7, 1 investigator, 
-7,1 stenographer, GS-5, 1 clerk-stenographer, GS-4, and 1 clerk-stenographer, 

An additional $12,100 is requested for travel. 

Ten of the present staff of investigators are assigned to divisional field offices. 
Out of the requested increase of positions it is planned to further decentralize our 
field staff by assigning two more representatives of the Division to strategic 
centers of manufacture and distribution within the United States, in order to 
give better public service and reduce travel expenditures. 

The magnitude of the potential field for inspection work in administering the 
Wool Products Labeling Act (70 industries, 25,000 manufacturers, 260,000 dis- 
tributors), and the thousands of manufacturers and dealers in furs and fur 
products subject to the requirements of the Fur Act within the continental United 
States alone, is quite apparent and in view of the very small staff of field in- 
vestigators available for inspection or industry counseling work in this large field, 
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such work must necessarily be carried out on a token or spot-check basis wit 
stress placed upon highly concentrated areas of production and consumer dis 
tribution, taking into consideration seasonal operations of manufacturers and 
distributors. The Fur Act is much broader in scope than the Wool Act in that 
in addition to labeling, the requirements of the legislation extend as well 
invoicing and advertising of furs and fur products. While the integration of 
duties in the administration of the Wool and Fur Acts has been carried out 
the fullest degree possible and great savings will undoubtedly result therefrom 
the additional positions and travel funds requested are most necessary to sup 
plement the normal personnel and travel funds of the Division to the end that the 
publie will receive the benefits of the legislation intended by Congress. 

When new legislation of this type goes into effect it is particularly importa: 
that the industry involved be fully informed as to the requirements of the legisla 
tion and that all possible assistance be afforded to enable industry to assuny 
the responsibilities imposed by the legislation. At the present time the Division 
is confronted with the problem of attempting to educate and assist the fur in 
dustry in compliance with the Fur Act and at the same time continue its en 
forcement and compliance policing under the Wool Act without necessary increas: 
in personnel 

Obviously the Division has been unable, without additional help, to accomplis! 
as much as could be desired in educational ground work in the fur industry 
Every available means should continue to be employed to assist the industry i: 
voluntarily attaining compliance with the act In addition, however, it is par 
ticularly important that the industry be made aware that the Commission in 
tends to police compliance with the statute and take effective corrective measures 
where necessary. 

Based upon the comparative numbers of concerns subject to the requirements 
of each act (wool approximately 285,000, fur approximately 185,000) and over 
10 years’ experience in the enforcement and administration of the Wool Act, it 
is estimated that the workload of administering the Fur Act during 1954 wil 
approximate at least 65 percent of the average workload under the Wool Act for 
the past 3 fiscal years. While the additional positions requested equal onl) 
one-half the number deemed necessary to carry out this anticipated workload on 
the same basis and seale under which the Wool Act has been enforced and 
administered in the past, it is felt that the 11 positions and requested increase in 
travel funds will greatly relieve the present overworked status of the Division 
and afford more efficient service to industry and the public than is now possible 
without seriously injuring the high standards of compliance now existing in 
the woolen industry. 


Mepicau Center, Disrricr or CoLuMBIA 


WITNESS 
CHARLES S. DEWEY, PRESIDENT, WASHINGTON HOSPITAL CENTER 


Mr. Puitires. We will hear from Mr. Charles Dewey. 

Mr. Dewey. I would like to say to the distinguished chairman and 
distinguished minority member and their colleagues that I did not 
want to be accused of being lacking in ammunition. We can shoot 
on any front, but I am going to take the liberty of addressing you very 
briefly. 

Mr. Puitsiis. This is the Honorable Charles S. Dewey, who is be- 
fore the committee with his supporting cast to talk about the medical 
center of the District of Columbia for which we have an item in the 
1954 budget. 

Mr. Tuomas. He has worn out 2 pairs of shoes and 8 suits of clothes 
on this project. I don’t know of a man who has worked more untir- 
ingly for the public service than Mr. Dewey has. 

Mr. Dewry. Thank you. I am going to be quite brief because I 
know how informed the committee is on this matter. 

I have made a short draft of the history of the Washington Hos- 
pital Center. I will leave several copies here. 
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This is really a bipartisan effort because it was originally started 
in the 79th Congress by Senator Tydings and it was he who, under 
the act known as Public Law 648, had the authorization passed pro- 
viding for an allotment of $35 million for the hospital construction 
here in the District, including the hospital center which was to be 
composed of Garfield, Emergency, and Episcopal Hospitals, and origi- 
nally was to have been about 1,200 beds. That origi nal authorization 
under Public Law 648 was impleme nted, and the 79th Congress, if 
you will recall, had a Democratic majority and the 80th Congress had 
a Republican majority. They implemented the act at the first session 
by appropriating $1,700,000. Then in a second sessign they appro- 
priated an additional $500,000, and contract authorization of $19,500,- 
000. That amount was to be good until June 30, 1952, and the $2,200,- 
000 was to be good until expended. 

In June of 1952 our committee came before the proper committees 
of the House and Senate and had an extension of the bill to June 
30, 1955. I may say, gentlemen, that this original act empowered the 
Federal Works Administrator to acquire improved or unimproved 
land in the District of Columbia for the hospital center and he was 
empowered, as I said, to acquire such lands as were deemed by the Ad- 
ministrator to be in the public interest. In carrying out the purposes 
of the act, the Administrator was to provide a hospital center of such 

size and design as he should deem feasible and economical of operation, 

For the purposes of carrying out the act, $35 million was authorized 
to be appropriated during the period ending June 30, 1953, since ex 
tended to June 30, 195d, 

Now, in regard to all these items, we have qualified with the Federal 
Works Administrator and are carrying out our portions of the act, 
and he in his turn has carried out his portions of the act to such 
point that on the 3d day of July, 1952, we entered into an agreement 
with the Federal Works Administrator, signed as you will notice, and 
this is a photostatic copy of the agreement, signed by the United 
States of America, General Services Commissioner of Public Build- 
ings, General Dispensary at Emergency Hospital, Garfield Memorial 
Hospit: al, E ced Kye, Kar, Nose and Throat Hospital, and the 
Washington Hospital Center. 

The next stage in this program was the finding of the land. That 
land has been found at the Old Soldiers’ Home. It is about 64 acres 
and has been conveyed by the trustees of the Old Soldiers’ Home to the 
General Services Administration. 

Mr. Puiturrs. There was some delay because of the original thought 
of using the ground where the Naval Observatory is. 

Mr. Dewey. That was the original plan, Mr. Chairman, and I was 
going to bring up that incident of delay which we pray will not hap- 
pen a second time because the whole thing practically fell apart due 
to that postponement. 

But at the present moment land had been conveyed. The plans 
have been drawn and approved by the board of directors of the Wash- 
ington Hospital Center, and a firm agreement has been entered into be- 
tween the three hospitals and the Government. 

We have in this appropriation year 1954 a total of $3 million to 
continue the work under the contract authorization of $19,500,000, 
which was authorized at the second session of the 80th Congress. 
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Gentlemen, I don’t want to wave the flag, but I could say to you 
this; that we had one postponement that the chairman mentioned 
when the site of the Washington Naval Observatory had been chosen 
ind did not become available owing to the fact that the Navy Depart- 
ment could not vacate it, and as a result, all the plans and preparations 
which had been made, and they had gone quite far, had fallen apart. 
There were changes in the administration of the 3 hospitals, and 
I can assure you that when you bring 3 hospitals together with 
their complicated point of view and the loyalties of the doctors and 
nurses of each one, it was a difficult thing. When this disappointment 
occurred, many of them drew away. The president of one of them 
went abroad, another one died, and in another one other changes oc- 
curred. The Board, and I speak for the Board of the Washington 
Hospital Center, and I feel that I shall be supported, are fully in 
agreement with the desire of balancing of the budget. I have ap- 
peared before the Bureau of the Budget, Mr. McNamara, and Mr. 
Ridgeway and Mr. Joseph Dodge, Administrator. I have told him 
we will do anything but postpone. A postponement at this time, 
doing nothing, stopping all construction, all further work would com- 
pletely stop all possibilities, so far as I can see, of ever having this 
hospital center. 

I have with me Dr. Worth Daniels, who is chairman of the medical 
executive committee, and the two administrators of the hospital. 
These gentlemen have worked with 45 doctors on 15 committees, plus 
a number of other physicians who have helped from the side for pro- 
viding a set of plans which I think will provide a hospital that will 
be second to none in the country. 

But we cannot have all that work go. 

So I said to the Director of the Budget that we would be very glad 
to help along with his work of balancing the budget by taking a 
severe cut. I said the minimum we could cut to would be $1 million 
instead of $3 million. We would accept that. I believe the Board— 
and I am having a meeting of the Board later on—but I called up the 
various presidents and members and we would like to have that $1 
million appropriated and put in the bill under the same verbiage as 
the other items were. In other words, in this act of Public Law 491 of 
the 80th Congress, the section to which I am referring is the second 
section which stated that it was to include the construction of a hos- 
pital and center in the District of Columbia, and that there was to be 
$500,000 to remain available until expended. 

Mr. Puitires. That is the same as in the printed book on page 
100? 

Mr. Dewey. Yes. 

Mr. Puiurrs. I don’t think you have put on the record your per- 
sonal relationship to this. As I understand it, you are president and 
the chairman of the joint committee. 

Mr. Dewey. For the record, I was president of Garfield Memorial 
Hospital until a month ago when I resigned because of working on the 
two jobs, the hospital and the Washington Hospital Center, in which 
I am active at the present time. I did not feel that I could ride two 
horses. I resigned from Garfield but I am the president of the Wash- 
ington Hospital Center. 

Mr. Pumurrs. Who are the gentlemen with you? 
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Mr. Dewey. Dr. Worth Daniel, Mr. Preston, secretary, and Mr, 
Preston has brought with him the approved plan which we would 
like to exhibit to show you that we have a plan. We have Mr. Smiley 
of Booth, Allen, and Hamilton, who have been retained to work on the 
administrative ends of the hospital. We have Admiral Brown, ad- 
ministrator of Emergency Hospital, and Mr. Leo Snell, administra- 
tor of Garfield Hospital. 

Mr. Puinirrs. Thank you very much, Mr. Dewey. We have heard 
from the Bureau of the Budget and they, I think, as you said, are 
going to ask for $1 million. 

Mr. Dewey. Thank you very much for your courtesy in receiv- 
ing me. 

(The following submission was received by the committee in re- 
sponse to a request for a breakdown as to how the original $3 million 
estimate was to be expended :) 


GENERAL ‘SERVICES ADMINISTRATION 
LSTIMATES OF APPROPRIATIONS, 1954——HOSPITAL CENTER IN THE DISTRICT OF COLUMBIA 


Estimate of the nature of work which would have been paid for by the $8 mil- 
lion included in the original budget estimate for 1954. (Based on assumptions 
as to soil conditions, structural details, contractor’s schedule of work, etc.) 


Payment from:| Payment from 
Nature of work prior appro- $3 million 
priation jbudget estimate 
Preliminary studies of various sites, negotiations with hospitals, « 
prior to July 1, 1953 $115, 000 0 
Design, supervision of construction, and other force account costs for 
entire project 855, 000 0 
Purchase of site 500, 000 0 
Construction work on all 3 buildings 
Excavation ai . 300, 000 0 
Spread footings (no piling : 350, 000 0 
Foundation walls through ground floor slab 80, 000 $770, 000 
Foundation walls to first floor slab 0 | 500, 000 
First floor slab 0 300, 000 
Construction work on main building only: Concrete frame and floor 
slabs above first floor (84 percent) - 0 1, 430, 000 


Total a . 3, 000, 000 


REVISED BUDGET ESTIMATE FOR HOSPITAL CENTER IN THE DISTRICT O 
COLUMBIA 


(The following letter was received by the committee subsequent to 
the hearings :) 


GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., April 9, 1953. 
Hon. JoHN PHILLIPS, 
Chairman, Independent Offices Subcommittee, 
House Committee on Appropriations, 
House of Representatives, Washington 25, D. C. 

Dear Mr. Puitires: Since the revised budget estimates for 1954 were dis- 
cussed with the committee on March 16 and 17, 1953, an analysis of expenditure 
requirements with respect to the construction of the hospital center in the District 
of Columbia has disclosed that the balance of prior appropriations will be ample 
to meet all expenses for this project through June 30, 1954. 

This matter has been discussed with the Bureau of the Budget and it has been 
mutually agreed that, under the circumstances, the proper course is to request 
withdrawal of the revised budget estimate for 1954 of $1 million under the head 
of “Hospital Facilities in the District of Columbia (Liquidation of Contract 
Authorization), General Services Administration.” 

I want to make it clear that the withdrawal of the estimate will not of itself 
cause a delay in the progress of the project and that it is our intent to proceed 
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with the design and construction as rapidly as circumstances permit. Expendi- 
tures which could have been made from the $1 million for 1954 will, of course, 
be covered in a budget estimate to be submitted for 1955. 

It is suggested that out of consideration for the local interest in the project, 
the committee might care to make specific mention of these facts in reporting 
the appropriation bill for 1954 

Sincerely yours, 
RUSSELL FORBES, 
Acting Administrator. 


Fripay, Marcn 27, 1953. 
INDIAN CLAtims COMMISSION 


WITNESS 


HON. ED EDMONDSON, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF OKLAHOMA 


Mr. Putires. We have with us this morning one of the newer 
Members of Congress, who, we have observed, has taken a great deal 
of interest in matters of this kind. You wish to discuss an item 
appearing in the appropriation bill? 

Mr. Epmonpson. Yes, Mr. Phillips. I appreciate the opportunity 
of saying a few words on behalf of the appropriation for the Indian 
Claims Commission, a matter of pretty far-reaching concern to my 
district. 

Mr. Puritires. How many Indian tribes are there in your district? 

Mr. Epmonpson. In the second district—I am ashamed to say, Mr. 
Chairman, that I cannot tell you exactly how many tribes there are. 
To my certain knowledge there are 13. 

Mr. Putters. But they are the larger tribes. 

Mr. EpmMonpson. Yes; there are over 20,000 Indians in my district. 

Mr. Pumas. You have the larger tribes in Oklahoma. We have 
the small family tribes in our area. 

Mr. Epmonpson. Yes. We have, for example, the Five Civilized 
Tribes in my district, which are pretty well organized. 

Of the 852 claims that were filed with the Indian Claims Commis- 
sion before the expiration time for filing claims, 264 were filed by 
Indians in Oklahoma. I think something more than 40 different tribes 
were represented in the groups that filed claims with the Commission. 

The history of the Indian Claims Commission, insofar as its opera- 
tion is concerned, has been a very modest one, a very economical one. 
I think they started out in the first year by getting an appropriation 
of around $150,000 for the first year of their operation, and they 
turned over $60,000 of that to the Treasury because they did not need 
the money that year. They have a record since that time of returning 
a portion of their appropriation to the Government when they do not 
require it. 

But in the past year the situation has changed. Today, with an 
enormous backlog of work, and with only an 11-man staff to handle 
more than 850 claims they have on file, they are in urgent need of 
additional personnel and they have requested an additional $48,600 
for this current fiscal year, and the primary purpose of that request 
is for 4 additional examiners to assist in going through the tremendous 
mass of submitted evidence and documents. 
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Mr. Prius. When you say examiners, you mean men legally 
trained ¢ 

Mr. Epmonpson. I believe they have to be legally trained. They 
are referred to in the justification both as investigators and as exam- 
iners, but I think their function is not so much to go out into the field 
as it is to go through the mass of evidence and to review the claims. 
I think it is very important that they get this money in order to get 
the personnel for this reason—that the claims filed involve hundreds 
of millions of dollars. 

Last year the claims processed involved some 550 million against 
the Government. I think it is to the credit of the Commission that 
having exercised diligence and care in the handling of those claims— 
and I notice in the statistics of disposal they disposed of some 46 claims 
last year—that awards were made on &, totaling $7,399,000, and that 
38 claims of $548,000, plus interest, were dismissed after a careful 
review of all the evidence. 

I think it is imperative, if they are to handle this tremendous mass 
of claims which they have within the time the Congress has aliotted 
them to do the job, that they have enough personnel to do it. It would 
seem good business to spend S48,000 to get competent personnel when 
you are considering claims aggregating in billions of dollars, and that 
is actually what is before them. 

So I just wanted to put in a plug for the Claims Commission, Mr. 
Chairman, and I yield back 1 minute of my time. 

Mr. Puuniivs. We appreciate your being here and your interest in 
the Indian Claims Commission, and we will be glad to have you at any 
time. 

Mr. EpmMonpson. Thank you very much, Mr. Chairman. 


Fripay, Marci 27, 1953. 
Pusiic Houstne 


WITNESS 


HON. CHARLES B. DEANE, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF NORTH CAROLINA 


Mr. Puitiirs. We are pleased to have with us this morning our col- 
league, Hon. Charles B. Deane, of the 8th Congressional District, 
North Carolina, and a member of the Committee on Banking and 
Currency. We should be glad to hear any statement you desire to 
iuake on any subject. We understand your principal interest is in the 
appropriation for public housing for the fiscal year 1954. 

Mr. Deanr. Thank you, Mr. Chairman, and gentlemen of the com- 
mittee. I thoroughly apreciate this opportunity of my first appear- 
ance, I believe, before your important Subcommittee on Appropria 
tions. Ido not want to burden you with a lengthy statement, because 
I know you are pressed for time. 

In reaching your judgments in which the House membership may 
not always agree, I know that you have at heart the same concern 
shared by all of us that during these critical days we must spend wisely ; 
consistent with efficient operation, and must not spend beyond the 
means of the Nation’s ability to pay. 
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I have supported the program of public housing, to which this state- 
uient is directed, and I have tried very hard in it to be completely ob- 
jective. For several years I have served as a member of the House 
Committee on Banking and Currency. Iam acquainted with our long 
hearings and the legislative history of the Housing Act of 1949, and I 
feel that a great segment of the American people appreciate the nation- 
al policy expressed in the passage of this act, which policy I include in 
my statement. A great segment of our people feel that few laws have 
been passed which so well express the hopes and aspirations of the 
Congress for the people of this country, and especially the low-income 
group. 

I ask you to review the thinking of the Congress in establishing the 
national housing policy, which declares: 

The Congress hereby declares that the general welfare and security of the 
Nation and the health and living standards of its people require housing protec- 
tion and related comunity development sufficient to remedy the serious housing 
shortage, the elimination of substandard and other inadequate housing through 
the clearance of slums and blighted areas, and the realization of a decent home 
in a suitable living environment for every American family. 

And may I add, Mr. Chairman, that my statement represents a good 
many hours of extensive research and study, and I should like to direct 
your attention for a moment to the Federal participation in housing 
programs. 

Near the close of the second session of the 82d Congress I assembled 
an overall statement reviewing the Federal Government’s participa- 
tion in housing programs: FHA-insured loans, veterans’ housing, 
Federal National Mortgage Association, and public housing. In that 
statement I pointed out that it was not intended to be : argumentative, 
but to give the actual facts on the participation of the Federal Gov- 
ernment in the greatest housing program ever undertaken by any 
nation. 

My statement today is not intended to array one group against 
another. I am acquainted with the opposition and the feeling of not 
only some Members of Congress but also the private interests. We 
must be fair to all concerned. It is right to say, I feel, that the Federal 
Government, through the Federal Housing Administration and Vet- 

erans’ Administration and Fannie Mae has been of direct assistance 
to the private construction industry in the amount of nearly $39 
billion. 

The volume of construction generated has been substantially more. 
I have supported all of these programs. Even this session, through 
our committee the Congress has provided an additional $500 million 
for title I construction. 

This statement is not intended as an argument for public housing. 
I submit it with the hope it will be of help to you in the position you 
may take on this item in the budget. Your committee action in the 
past indicates your desire to keep the various programs in balance 


CONGRESSIONAL SUPPORT 


Time prevents any review of the Housing Act of 1949. The sub- 
sté intial support by 8 different committees of the Congress, including 

3 by the 80th Congress, each without exception, concluded that a 
low -rent public-housing program was necessary. 


1351 


Our own House Banking and Currency Committee and the House 
itself came to the conclusion that the pub lic-housing program was 
essential to meet the needs of the very low-income families. 

As I have said, Mr. Chairman, I have not come here to argue for 
public housing. We have it with us, and it is up to us to see that 
the program is administered properly to carry out the intent of 
the Congress. 


IMPACT OF HOUSING UNITS TO BE CONSTRUCTED 


The size of the program has been a matter of concern. You recall 
that an agreement was reached on a 6-year program of 135,000 units 
per year, or a total of 810,000 units. The President was given 
authority to decrease this to 50,000 units, or expand it to 200,000 units, 
based on current economic conditions, and that was based upon a 
construction volume of between 1,250,000 to 1,500,000 units per year 
in order to meet current needs and catch on deficiencies. 

The agreement on 135,000 units per year for public housing repre- 
sented about 10 percent of the total residential construction. This 
percentage figure was felt to be fair and reasonable at that time. 

The reduction to 50,000 units in 1952, to 35,000 units in 1953, now 
represents only an estimated 3.5 percent of the total. 


FAMILIES OF LOW-INCOME SUBSTANDARD HOUSING 


In discussing who are the families of low income, you gentlemen 
are aware of these facts and figures, which were rather challenging to 


me, and I think of this, Mr. Chairman, families, both white and 
colored, and their continuing need. 

Who are the people of low-income living in substandard housing 
who cannot afford to pay enough to rent or purchase a standard private 
dwelling, either new or old ¢ 

In 1951, one-sixth of all urban families, or about 4,300,000 families 
had income of less than $2,200 a year according to the figures of the 
United States Census Bureau. 

In 1951 it cost a family of 4, with 2 children, $4,454 to maintain 
itself in Washington, D. C., at a minimum adequate standard of living. 
Washington was the most expensive of the large cities. In New Or- 
leans, the lowest, the cost for the same family was $3,812, based on 
surveys of the Bureau of Labor Statistics. 

Obviously the cost in smaller places is somewhat less, but not sub- 
stantially, as the differential has been closing year by year. 

During the decade 1940 to 1950 there was substantial improvement 
in the housing conditions of the average nonfarm family. 

In 1950 there were 30.6 million who occupied nonfarm dwellings 
with a flush toilet inside the structure; 21.6 million in 1940, a gain of 
almost 42 percent. However, the number of occupied nonfarm units 
lacking a flush toilet inside the structure was v irtually the same in both 
1940 and in 1950, at 5.7 million. 

The number of units lacking an installed bathtub or shower was 
almost the same in 1940 and 1950—7.4 million in 1940 and 7.2 million 
in 1950—although the proportion of occupied nonfarm units with tub 
or shower increased from 74 to 81 percent. 








The proportion of overcrowded nonfarm units, as measured by the 
commonly accepted aan persons per room, declined from <a percent in 
1940 to 5.5 percent in 1950, And yet the absolute number of families 
in overcrowded dwellings showed a slight increase to about 2 million 
in 1950. 

Conditions among nonfarm Negro families were far worse than 
among whites. While 5.5 percent of all families lived in overcrowded 
dwellings, 18.2 percent of this proportion were nonfarm Negro fam- 
ilies; 27 percent of the dwellings occupied by Negro families were 
dilapidated a s against 7 percent for all families: 24 percent of the 
homes of anes families were not dilapidated, but lack running water 
or a private indoor flush toilet or bath, compared with 10 percent of 
white and nonwhite families combined. 


ors 
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MEDIAN INCOME 


In the debate of your bill when it comes to the floor the subject of 
median income like ly will arise. I am reminded of the letter that I 
wrote under date of January 29, 1953, to our esteemed and former 
colleague, Albert Cole, who is now our Housing Administrator. In 
this connection I would like to say that Mr. Cole and I served to 
gether on the House Banking and Currency Committee for several 
vears and traveled into several sections of the c ountry last year study- 
ing housing problems. While we have differed on votes, T am satis- 
fied that he will administer the public-housing program accepti ably. 

Mr. Cole made a speech in late 1952 or early 1953 and Pathfinder 
magazine under date of January 21, 1955, quoted Mr. Cole as saying: 

In 1951, the median income of 14,077 families living in public housing was 
83.536 per year. The Government subsidizes a population of middle-income peo- 


Q- 


ple equal to a city of 35,000. 


I wrote Mr. Cole a letter calling attention to the fact that there was 
an error in the statement as to the number 14,077, that actually it was 
14,117 families, which did have a median income of $3,536, to which 
he had referred, which were families who had prev iously been eligible 
for public housing who, because of their income during the first half 
of 1951, were found to be ineligible for continued occupancy. | point- 
ed out to him that on July 31, 1952, only about 6 percent of the fami 
lies in public housing were ineligible for continued occupancy. I 
pointed out the fact, from figures taken from the record, which are 
obtainable to this committee, that on a continuing basis, the average 
income was $1,890. 

I further pointed out to Mr. Cole that while these ineligible fami- 
lies are removed, they are not subsidized by the Government. <A 
family in public housing with an income indicated by Mr. Cole of 
$3,536 must pay at least 20 percent of its annual income, or nearly 
p60 per month. 

There are many angles to this subject which occur to me, but I hesi 
tate to take further time of the committee. I flagged a few significant 
points that I feel might be considered on the question of whether this 
low-income group are eligible. First, only 12.5 percent of the units 
built in the United States under the original program authorized in 
1937 were placed upon completely vacant land. 

= nearly half of the units, 46.8 percent, were built upon ex- 
tremely dense slum sites. 
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The rem: uning 10.7 percent of the umts were constru ted on less 
densly built-up sites on which was located a substantial number of 
dwellings. 

Fourth, nearly 47 percent of the new units being presently planned 
under the 1949 authorization for public housing are to be located on 
slum sites. 

Here are some of the characteristics of families in low-rent public- 
housing projects: 

Sixty percent of the — are occupied by white families. Nearly 
40 percent were occupied by Negro families, and families of other 
races, 

About one-half, 48.5 percent, of the families admitted to low-rent 
housing as of the Ist of January 1952, had veterans’ preference. Of 
these families, near ly 11 percent were families of disabled or deceased 
veterans or servicemen. 

Children are welcomed in public housing. There are 2.6 percent 
minors per family. This is nearly twice the average of 1.1 percent 
minors for all urban families according to the 1950 census. 

Emphasis is more recently placed on old people, particularly old- 
age couples, who have great trouble obtaining adequate housing on 
their reduced incomes. Nearly 6 percent of the families admitted 
in 1952 had family heads who were 65 years and more. This was as 
high as 11 percent in the New England areas. Just over 27 percent 
of the families were on relief or recipients of social-security benefits. 

I want to give owe or two illustrations, if I may, which seem to me 

») give some idea of the continued need for public housing. 


There are many public-housing projects scattered throughout the 
United States that prove, in my opinion, the soundness of this type 
of housing. 


WACO, TEX. 


It is not necessary to go to Waco, Tex., to locate substandard slum 
dwellings. They are found within easy walking distance of my own 
residence, located in Rockingham, N. C., and of our Nation’s Capital. 
I refer to Waco in view of a communication which I received from a 
commercial photographer, F. B. Hubbard, of Waco, Tex., under date 
of March 15, 1953. 

From Mr. Hubbard’s letter I learned that when a public-housing 
project came up in Waco in 1949, the usual opposition developed, and 
he was employed to make photographs of dwellings of the area where 
this project was to be erected, and in the area where the low-income 
and underprivileged groups were forced to live. Mr. Hubbard goes 
on to say that when the conditions were made public, and despite the 
opposition of the real-estate groups and the owners of these slum 
type housing, an election was held and the housing project. carried by 

large majority. He submitted to me these photographs of sub- 
standard dwellings involved in Waco. These type dwellings, wher- 
ever they exist, are not American. Our task should be to gradually 
and as promptly as possible eliminate them. 


RALEIGH, N. C. 


I have taken Raleigh, N. C., as another example. Prior to 1941, a 
slum area in the city of Raleigh, N. C., was as equally discouraging as 
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the scenes indicate from Waco. Two public-housing projects were 
erected, 1 for white and 1 for colored. I am advised that within a 
course of 3 days from the date these projec ts were ready for occupancy, 
leases were signed to take up all vacancies. 

I have inspected this project in Raleigh. It is, I feel, representative 
of projects throughout the country, and I want to discuss with you 
briefly what took place in this Raleigh, N. C., project, using Raleigh as 
an illustration to briefly discuss a controversial feature of public hous- 
ing, namely, payments in lieu of taxes. 

At the time these projects were built in Raleigh, N. C., the annual 
tax levy on the two sites was $2,233, and one of the sites had delinquent 
taxes and assessments amounting to $1,131. The delinquent taxes were 
paid up at the time of acquisition and since then the Raleigh authority 
has made a total payment in lieu of taxes to the city of $73,624.57, or 
an average of $6,693 a vear. 

Mr. Puiures. Mr. Deane, do you know if they have had a formula 
which they have followed, or has that been a result of negotiation be- 
tween the city and the housing authority ¢ 

Mr. Deane. I imagine it was the latter, Mr. Chairman. 

Mr. Anprews. You are speaking of the Raleigh project: Can you 
give us the unit cost ? 

Mr. Deane. Before you came in, Mr. Andrews, I referred to a study 
that I made of the FHA’s participation in the housing project, and 
I have this particular figure which I can give to you. 

Mr. Puuties. This is in reply to Mr. Andrew Se question about the 
cost. 

Mr. Deane. Yes. This is reported under date of July 5, 1952, at 
which time I discussed the range in prices and referred to the fact that 
statements had been made on the floor that the costs of these units 
range about $18,000 per unit. This statement shows that the people 
would build the house at a cost of $12,000. I had used one project as an 
illustration, the per unit cost of construction, and in this particular 
project the cost was estimated at $10,200, with an additional amount 
of $500 per unit set up for contingencies, such as approac hes, so that 
the « rapital cost will run at about $10,500. 

Mr. Anprews. Thank you. 

Mr. Deane. Thank you, Mr. Andrews. 

It is clear to me that although the cities agree to forego the right to 
levy full taxes on the properties, the difference between full taxes and 
the payments in lieu of taxes made by local housing authorities does 
not represent a tax loss or out-of-pocket expense to the city. The 
localities do substantially assist in the achievement of low rentals for 
these projects through granting tax exemption, and that is what the 
Congress intended, but this does not represent a cash loss or e xpense. 
The law provides that local authorities may make payments in lieu 
of their taxes to their cities in an amount equal to 10 percent of shelter 
rents collected. This formula was written into the law by the Con- 
gress as being fair and equitable on the basis of an exhaustive study 
by the United States Conference of Mayors, the Association of Mu- 
nicipal Finance Officers, and the Association of Tax Assessors. 
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I have made a study of public housing in six cities in North Caro- 
lina; namely, Charlotte, Wilmington, Raleigh, High Point, Kinston, 
and New Bern, and the record reveals that more than one-third of the 
families moving from public housing because of ineligibility on ac 
count of income bought their own homes. In Raleigh alone, over the 
5-year period ending June 30, 1952, nearly 43 percent of the 173 fami 
lies who had become ineligible for continued occupancy in the project 
left and bought their own home. 

I have taken some time in bringing these statistics before you, and 
I appreciate vour patience, but the point [ am making is an important 
one. We still have a very sizable housing problem in this country 
involving our low-income group of all races. Despite years of pros 
perity and high incomes, and even the fact that the average family 
is better housed, we have made little progress in reducing the bad 
housing conditions with which the Congress was confronted when it 
enacted the Housing Act of 1949. This is why I believe that, within 
the limits of our abilities, the Congress must move forward in achiev 
ing the goal set forth in the Housing Act. 

There have been many misstatements and I feel a lack of under- 
standing of the operations of the low-rent public-housing program. 

For example, last year when the House was considering your appro 
priation bill which would provide 35,000 units, one of the informed 
Members of the House voted for the amendment to provide 5,000 
units because he thought 35,000 units meant 35,000 projects. The 
office of the Commissioner of Public Housing indicates to me that the 
35,000 units projects for this fiscal year represents 347 projects scat- 
tered through 237 localities. 

There are other factors in this subject I would like to mention, but 
I will not trespass on your time further. Iam grateful for this oppor 
tunity to place before your Committee on Appropriations an honest 
and objective appr aisal of a subject in which there are honest dif 
ferences of opinion. I _ ‘that you continue to stand for a great 
segment of the American people who in many places do not have a 
spokesman. 

Mr. Priciies. Thank you very much, Mr. Deane. The character 
of your service in the Congress is known to all of us, in that you do 
not speak just for your own area in discussing suc h matters, but you 
represent and present the matter from the national standpoint, and 
we thank you for your views. 

Mr. Deane. Thank you. 


Turspay, Marcu 24, 1953. 


Stum CLEARANCE AND UrBAN REDEVELOPMENT 
WITNESS 
BUFORD T. HENDERSON, WINSTON-SALEM, N. C. 


Mr. Putirs. The committee has been called together today at 
the request of Mr. Jonas to hear Mr. Buford Henderson, of Winston 
Salem, N.C. 
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[ believe you want to talk to us about the Housing and Home 
Finance Age} Nncy, espec li ae 

Mr. Henprrson. Yes. 

Mr. Prniurrs. We will be very glad to hear you. 

Mr. Henperson. Mr. Chairman, I have given to each member of 
the committee a copy of my statement, and a copy of the Saturday 
Evening Post of January 51, and particularly call your attention 
to the part beginning on page 24. 

My name is Buford T. Henderson, attorney at law, Winston-Salem, 
N. C. My office is located at 303 First National Bank Building, 
Winston-Salem. I represent a group of property owners in Winston- 
Salem. 

[ appreciate the courtesy of being permitted to appear before this 
committee in this presentation in which I oppose further appropria- 
tion or expenditures of Federal funds for redevedopment within the 
city of Winston-Salem for the following reasons: 

First, existing ordinances and statutes are adequate to bring all 
substandard dwellings up to standard, if enforced. 

Second, redevelopment by the Federal Government is opposed by 
members of the governing body of the city of Winston-Salem and by 
representatives from Forsyth County in the General Assembly of 
North Carolina. 

Third, public opinion within the city of Winston-Salem is not 
favorable to urban redevelopment | ry the Federal Government. 

May I say, Mr. Chairman, that we have been to the Agency. I had 
an interview with Mr. Cole the same day he was sworn into office, and 
had a very satisfactory conversation with him. I have also talked 
with the career men in the Agency—and when I say “career men” 
1 mean those who have been there for a long time—and shee tried to 
sell me on slum clearance. 

Well, I was already sold on slum clearance. It is not a question 
of being opposed to slum clearance, as I just pointed out in my pre- 
pared statement. 

Mr. Prairies. May I ask if you have a project which is under way 

Winston-Salem ? 

Mr. Henperson. We did; yes, a project which is in this status: We 
have capital grants involving $802,000; and we have allocated $24,740, 
and out of the allocation $19,125 has been expended on plans and 
surveys on an area covering 102 acres in the heart of the city. 

Mr. Puiuires. Would not the governing body have to make a con- 
tract for this before starting it? 

Mr. Henvrrson. They were told this—and I was present at the 
meeting—they were told, both by counsel for the Redevelopment 
Commission and by the city attorney that the city had to file an appli- 
cation, and they qualified for approval, and request for funds, as 
shown on page 2 of my presentation. 

Mr. Puitiirs. Suppose you just complete your main statement, and 
that will probably cover a good many of the inquiries. 

Mr. Hennerson. Yes. ‘Title I of the Housing Act of 1949, admin- 
istered by the Division of Slum Clearance and Urban Development 
of the Housing and Home Finance Agency, is primarily designed to 
rid urban areas of slums. 
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Unfortunately it cannot be denied that slums do exist in many 
American cities. However, it cannot be successfully argued that all 
areas containing substandard dwellings are slum areas. 

Mr. Pricures. How large a city is Winston-Salem ? 

Mr. Henperson. Winston-Salem—we have tried to bring it to 
100,000, but it is only about 98,000. 

While it is denied by the Board of Realtors of the ¢ ‘ity of Winston 
Salem that there actually exists in the city any slum areas, it is ad- 
mitted that there are some dwelling units in need of substantial repair 
or demolition. 

The Board of Realtors is doing something about this fact. A re 
habilitation committee is functioning closely with law-enforcement 
officials in the city with the ultimate aim to bring every dwelling unit 
in the city of Winston-Salem up to minimum standards. This com- 
mittee feels that it is the duty of property owners to do this, rather 
than request funds from the Federal Government to do so. 

I might say that we recently elected the committee known as the 
rehabilitation committee, composed of a number of members of the 
board of realtors in the city of Winston-Salem. This movement 
started a few years ago, and I think most of the credit for the na- 
tional scope of rehabilitation movement, without the aid of the Fed- 
eral Government, is due to the National Association of Real Estate 
Boards, and the National Association of Home Builders, which co- 
operates with the National Association of Real Estate Boards. 

In addition to working with enforcement agencies of the city, this 
committee seeks out property owners who do not comply with the law 
and advises them that if they do not comply with the law they will 
suffer the consequences and probably be prosecuted in the criminal 
courts for their neglect. 

In North Carolina, by authority of General Statutes 160-182 
through 160-191, power is conferred upon municipalities to exercise 
the police powers to repair, close, or demolish dwellings unfit for 
human habitation due to dilapidation, defects increasing the hazards 
of fire, accidents or other calamities, lack of ventilation, light or sani- 
tary facilities, or due to other conditions rendering such dwellings 
unsafe or insanitary, or dangerous or detrimental to the health, safety 
or morals of the inhabitants or residents of the municipality. Pur- 
suant to this statutory authority, the city of Winston-Salem has, 
through its governing board, adopted appropriate resolutions and 
ordinances which are being used in the city in an effective manner to 
relieve the city of such dwelling units. 

Mr. Puiurres. Is that what might be termed an enabling act, which 
permits the municipality to enact ordinances, or is that actual author- 
ity to act to repair and demolish ? 

Mr. Henperson. It enables the city to pass an ordinance to repair 
and demolish. 

Mr. Putures. It is an enabling act. 

Mr. Henperson. Yes. And the city has done that; it has adopted 
the appropriate resolutions and ordinances, and they are now in e Hee t. 

As I stated, redevelopment by the Federal Government is opposed 
by members of the Board of Aldermen of the City of Winston-Salem, 
as appears from a report of the public-works committee of the board 








of aldermen, dated January 9, 1953. I have attached a copy of that 
report to my statement. 

When the board of aldermen gave approval to the filing of an ap- 
plication with the Housing and Home Finance Administration under 
title I of the Housing Act of 1949 for additional funds for surveys 
and plans, it qualified its approval, as follows: 

Sec. 2. That it is fully cognizant of the foregoing obligations and respon- 
sibilities that are imposed under contracts for financial assistance pursuant 
to title I, and it is the sense of this body that such obligations and responsibilities 
can and will be fulfilled, Provided the city of Winston-Salem assumes no obliga- 
tions or liability. 

Irom the above italics in section 2, there is clear intent declared by 
the city of Winston-Salem that it will assume no obligation or li: ibility. 
It is my understanding that title I of the Housing Act of 1949 spe- 
cifically provides that in the resale of rehabilitated property the Fed- 
eral Gove nment will pay two thirds of any loss and the loeal com 
munity must pay the other one third. Thus, by the proviso in section 

» the c ity of Winston-Salem has automatic: ally ruled out any partici- 
pation in the Federal redevelopment program. This is additional 
evidence that the city does not wish to participate in any manner 
whatsoever in a Federal redevelopment plan which would place 
obligation or liability upon the city. 

Under North Carolina law at present only “blighted areas” can 
qualify for redevelopment, under the en: abling act of the legislature. 
A bill is soon to be introduced by members of the legislative de legation 
from Mecklenburg County to amend this act to provide that areas 
having 75 pe reent blight may qualify. 

Forsyth County has 1 senator and 3 representatives in the present 
session of the general assembly. They represent Forsyth County and 
the city of Winston-Salem. All four of these gentlemen refused last 
week to become coauthors of the Mecklenb urge bill or to have anything 
to do with it because there is so much opposition to redevelopment by 
the Federal Government in Winston-Salem. 

Property owners generally in Winston-Salem, and especially those 
owning property in the area now under study by the urban redevelop- 
ment commission, oppose redevelopment by the Federal Government. 

this fact was evidenced bs three recent stormy protest meetings of 
ditinens before the board of aldermen. The majority of the propo- 
nents of redevelopment in “Winston Salem are tenants who own no 
property and pay no real-estate taxes. They desire another public 
Soaite project, and indeed another public housing project is antici- 
pated to house some of the 3,000 families who will be moved out of 
the area to be developed in the project. Thus, one Federal expendi- 
ture calls for another. 

Now, those 3.000 families have got to be housed somewhere. In 
1950 there was completed within a mile of this territory 355 unit 
housing projects, financed by FHA funds. 

Mr. Primus. FHA insures, and PHA puts up the money. 

Mr. Henperson. Anyway, of those 355 units, they tried to fill them 
with Negro tenants, but in 1951 they had only filled 215 of those units. 

Mr. Putiures. What was the reason given ? 

Mr. Henperson. No other than they did not want to move there. 

Mr. Puiwurrs. It was not the rent? 
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Mr. HENDERSON. No: the rents were comparable to other like 
dwellings. The property Was sold to a man named McLean, the 
owner of a large trucking company, and he is going to use it for living 
quarters for his employees. 

Mr. Pinitiirs. How much money did the Government put into that ¢ 

Mr. Henperson. I am not in position to say, but I can tell you what 
the county of Forsythe and the State of North Carolina did: they built 
ase hool costing $1. 2 million, and se built 64 classrooms, to take care 
of the Negro poplation in these units, and they have had schoolrooms 
vacant for 2 years. Figuring on the cost per room, the eight vacant 
schoolrooms cost in the neighborhood of $150,000, the rooms that are 
vacant today. 

Mr. Prituips. You are Living the total cost, not the cost per room 4 

Mr. Henperson. Tam taking into consideration the cost of building 
the 64. 

The thinking people of America are fed up with Washington at 
tempting to dominate local communities. We have wa in our ow] 
ability to solve our own problems without interference by the Federal 
Government. The prese nt administration was elected on that prem 
ise. It has called upon cities, towns, counties, States, and other 
governmental units to refrain from requesting unneeded a from 
the Federal Government. We want to do our patriotic duty by call 
Ing to youl attention this instance of Unnecessary and uncalled for 
spending. We want to assist our great President and you gentleme 
to balance the national budget. Then we hope to look forward to a 
reduction in taxes 


We don't pretend to know the merits of urban redevelopment in 


other localities. While we think it wrong in principle, there may 
be some excuse for the Federal Government to spend money in large 
cities to clear slum areas. Certainly there exists no excuse for such 
expenditure in the small city of Winston-Salem. 

Therefore, we respectfully request that no further ap propriation 
of Federal funds be made for the urban redevelopment project pro 
posed for Winston-Salem and that all funds in the capital grant 
reservation of $802,200 for this project, whether allocated or not, be 
withdrawn from the reservation and returned to the Treasury of the 
United States, 

Here are the facts: There has already been disbursed from the al 
location of $24,740 for the purpose of making surveys the sum of 
$19,125 in this project. Another $50,000 is requested to complete 
surveys In the area. 

I call your attention to the fact that in Winston-Salem we are in 
terested in the public works program. I have attached this little 
memorandum headed “Report of Public Works Committee.” ‘The 
public works committee is composed of three members of the board 
of aldermen of the city of Winston-Salem. The public works com 
mittee, when the redevelopment commission requested, opposed the 
program. But I would like you gentlemen to read that statement 
over very carefully. 

I have a telegram from Victor Shaw, mayor of Charlotte, N. C., 
whom Mr. Jonas knows very well, telling something about the work 
of the rehabilitation committee there. 


30608—52—pt. 3 55 
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He advises that— 


Since the beginning of our slum-clearance program in August 1948, without 
Federal aid, 9,182 substandard houses have been brought up to standard through 
enforcement of our local slum-clearance ordinance, and 938 substandard houses, 
unfit for human habitation, have been demolished. Approximately all houses 
in the city of Charlotte now have inside running water, kitchen sinks, inside 
toilets, electric-lighting facilities Installation of bathing facilities Was not 
enforced untl June 1951, since which time tubs and showers have been installed 
at the rate of more than 100 per month. The program is still in effect here and 
progressing in a manner satisfactory to all concerned; renovations have been 
profitable to the landlord. 

Mr. Puiturps. That is the telegram referred to in this article in the 
Saturday Evening Post of January 31, 1953, which you handed to 
each member of the committee ? 

Mr. Henperson. Yes. And the telegram refers to the city of 
Charlotte. 

I have a letter from one of my clients, which T will not read in its 
entirety, but I call attention to the fact that he owns 9 dwelling 
houses in the city of Winston-Salem, 7 of which are located in this 
area. He purchased them some 10 years ago, and they are not for 
sale. He op pos es rede ‘velopme nt of the area He pays approxim« ately 
S400 a year in taxes to the city of W inston-Salem and to Forsyth 
County. He is now in the process of doing re painting and painting, 
although the city is not requiring it in that area. The amount of that 
will be between $4.000 and $ $5,000. 

He states: 

Urban development might be needed in some sections of the country, but in 
my opinion it is an impractical way of clearing slums in a city. There is abso- 
lutely no need for redevelopment in the city of Winston-Salem. There are 
sufficient laws to canse people to repair their homes and the general public is 
opposed to urban rede velopment in this city. The proponents of urban redevel- 
opment in Winston-Salem consists mostly of those people who pay no taxes. 

And as I pointed out a moment ago, the redevelopment is opposed 
by members of the board of aldermen. We had three stormy sessions 
about this matter before the board of aldermen. There are three 
gentlemen who opposed. They are divided into 50-50 at the present 
time, with the mayor favorable to redevelopment by the Federal 
(,overnment. 

We were told in one of the sessions by counsel for the redevelop- 
ment commission that we have had $25,000 from the Federal Gov- 
ernment for plans and specifications; we are only asking for $50,000. 
We do not know whether they are developing this area or not. If we 
do not develop it, the city of Winston-Salem will not owe anything. 

Members of the board of aldermen differed with him. The city 
attorney was present. 

There have been days when the attitude of folks seemed to be that 
the Federal Government was dishing out all kinds of money, a 
why not get it? 

Mr. Putts. You have something in the contract to that effect. 

Mr. Henperson. The contract was limited by section 2. 

Mr. Puiiuirs. Suppose you read that again. 

Mr. Henperson. Section 2 provides: 

That it is fully cognizant of the foregoing obligations and responsibilities that 
are imposed under contracts for financial assistance pursuant to title I and it is 
the sense of this body that such obligations and responsibilities can and will be 
fulfilled, provided the city of Winston-Salem assumes no obligations or liability. 
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Mr. Puiuuies. I want to congratulate the board of aldermen of the 
city of Winston-Salem. The city council of the city of Los Angeles 
was not so fortunate. 

Mr. Henperson. There is no doubt in my mind that the board of 
aldermen has assumed no obligation for the city of Winston-Salem. 

Mr. Pumsirs. The Federal Government is trying to assert that if 
should pay back the $25,000 ? 

ss Henperson. No. The Redevelopment Commission is saying to 

, let us give you $50,000 to spend on this area, and if we ‘do not 
deve lop the area you will not owe anything. 

Now, of course, $50,000 is a small amount—the amount spent is a 
small amount, “eure we thing our little city of Winston-Salem probably 
is as much able to assume its obligation as any other community over 
the country. 

We think our little city probably would be an example all over 
the country. 

Mr. Puituirs. I think so, very definitely. 

Mr. Henperson. I do not want to take any more of your time. In 
conclusion I might say this: We want our faith—I do not like to use 
the word “restored”—in Washington. We do have faith in Wash- 
ington. We will say it like that. We want to help our great President 
and you gentlemen to balance the budget first. Then we want you to 
reduce our taxes. 

Mr. Puiuirs. Certainly, Mr. Henderson, one way to help balance 
the budget would be to stop spending money in areas where the people 
do not want it spent. I cannot think of any easier prohibition than to 
put something like that in our bill this year. 

I was going to suggest to the subcommittee that we should at least 
put a prohibition in our bill against the expenditure of any more 
money in any area where the people have indicated that they are not 
in favor of the project until the matter has been explored. Now you 
are protected. 

Mr. Henperson. Yes. 

Mr. Putters. Los Angeles is not protected. 

Mr. Henprerson. That is my understanding. 

Mr. Prumures. Los Angeles finds a provision in the bill where they 
cannot get out. They have said by their city council that they do not 
want it and they want to cancel the contract. They have gone to the 
polls and have voted that they want to cancel the contract, and still the 
work rolls merrily along, where they are not only spending money on 
the original project but apparently starting little parts of projects 
incident to the whole, so that each one of these will be considered to 
have started a certain amount of work, so that the entire amount of 
money will be obligated. You see what I mean? 

Mr. Henperson. Yes. 

Mr. Puuuirs. That is a technical legal point. So Los Angeles 
finds itself in the position of finding in the bill that if they tender 
the full amount of money they may then cancel their contract. They 
do not know what the full amount it. They have never been permitted 
to see the books. Have you ever been permitted to see your books? 

Mr. Henprrson. No, sir. They say we have spent $25,000. 

Mr. Puriiiirs. But you have not seen the books ? 

Mr. Henperson. That is right. 
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Mr. Priurres. Neither has Los Angeles. There is no evidence from 
the work out there that they have spent $10 million or $12 million, 
which they are charged with, but they are not permitted to check this 
with an accountant. 

Now, if they come forward and tender $12 million, they can cancel 
the contract, but what city of the United States today has $12 million 
lving in its treasury waiting to be given back to the Federal Govern- 
ment ¢ 

The House put “negoti: iting” in the bill, but the Senate put in the 
word “tender” in place of “negotiating.” 

While they are negotiating with the Government and saying: 

“All right; we will pay that much money. We recognize that as 
the correct amount.” 

And while they are raising that money, in the meantime, the Federal 
Government has continued to spend every day and every week more 
money, so that that is no longer the amount which they have con- 
tended. Therefore, they have “comple tely blocked Los Angeles as of 
now, unless this committee does —! about it, which T hope it 
will, because they have completely blocked them from any possibility 
of getting out from under a most undesirable and most undesired 
contract. 

You are very fortunate. Mr. Henderson, in having been thoughtful 
enough to write into your contract that there was no obligation on the 
part of the city of Winston-Salem. 

Mr. Hennerson. Yes; I think we are. 

You mentioned this, Mr. Chairman: If the people do not want the 
project they should be allowed to get rid of it. In our city, 4 of an 
8-man board want it and 4 do not. The present mayor would untie 
the vote favorably. I do not know how you are going to take care 
of this for the rest of us who do not have voting power. 

Mr. Puiiures. There is a simple process known in the United States 
as an election. Have you thought of that? 

Mr. Henperson. We have one down there very shortly. 

Mr. Puttuirs. Galveston apparently had the same situation. Hous- 
ton apparently has the same situation that Los Angeles presently has. 
Several others I have in mind have very much the same situation. 
They got into a deal by which they thought there was an easy way to 
clean up the city. Then they afterwards ‘thought of what they should 
have done first, which was to find out what they were getting into and 
what it would cost them. Now they want to get out. 

Why in the world the Federal Government tries to keep them in 
is beyond me, because we do not have so much money that we want to 
give it away. 

Mr. Henperson. Yes. 

Mr. Pumas. And there are cities in the United States where there 
is, probably, a need, where it certainly is much more desirable. 

Mr. Henperson. It appears to me that when a city wants to get out 
they ought to let them out. 

Mr. Puiiurrs. They ought to be able to do it. 

Mr. Henperson. We ought to mention this in the presentation: We 
have 4 senators and 3 representatives in our general assembly now. 
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Our present enabling act provides that an area cannot git for ur- 
ban redevelopment unless it is a blighted area, and that means 100 
percent, A bill is bei Ing introduced this week to decrease the blighte d 
area to 75 percent. The delegation from Mecklenburg County in Mr. 
Jonas’ district is presenting that pre They asked our boys to become 
coauthors of the bill, Mr. Jonas, but they would not do it because of 
public sentiment in our city against urban redevelopment. 

Mr. Putuies. Let me ask you something off the record. 

Mr. Henperson. Yes. 

(Discussion off the record.) 

Mr. Corron. I have been very much impressed with Mr. Hender 
son’s presentation. I think we are indebted to him for giving us this 
rather refreshing point of view and we are indebted to our colle: ague, 
Mr. Jonas, for suggesting that Mr. Henderson come in here, as I think 
he did, and for preparing the way for him so well. 

Mr. Puiuurrs. We are indebted to both of them. 

Mr. Corron. I am not saying this in opposition to your presentation, 
because I am very much with you. 

Mr. Henperson. Yes. 

Mr. Corron. But I take it that the fly in the ointment is the fact 
that up to this point, if you want to be extremely technical, your city 
is in favor of Federal development, owing to the fact that half of your 
board plus the mayor makes a majority of one. Tec hnically you can- 
not say that definitely the city is desirous of rejecting it. “Am I cor- 
rect in that statement ¢ 

Mr. Henperson. You are correct. That is what we are afraid of. 
Otherwise we are not worried. 

However, irrespective of that the board did see fit to qualify their 
approval of the contract. 

Mr. Corron. I gathered that. What I wanted to ask you is this: I 
take it there is no provision for any popular referendum on this mat- 
ter. Will there be a new board and a new mayor in the fairly near 
future; that is, at least an election which will either keep them or put 
in new ones? 

Mr. Henpverson. The primary is the 21st of April. Our mayor has 
strong opposition in the person of a man who has been four times the 
mayor of Winston-Salem, George W. Cohan. He was first WPA ad- 
ministrator for North Carolina, but he is opposed to urban redevelop- 
ment. 

Mr. Cotron. That is one of the issues in the campaign ? 

Mr. Henperson. That is one of the issues in the campaign very 
definitely. All of the members of the board have opposition except 
two, but in their particular candidacies the urban redevelopment thing 
is not an issue. However, it is in the mayor’s race. 

Mr. Corron. Thank you, Mr. Chairman. 

Mr. Krurerr. I applaud the gentleman for keeping Winston-Salem 
committed to a step in the right direction. 

Mr. Henpverson. Thank you, sir. I have been honored before. 

Mr. Pures. Have you concluded, Mr. Henderson ? 

Mr. Henprerson. Yes; I have. 





1364 
Pourcnase oF TYPEWRITERS BY STATE GOVERNMENTS 


WITNESS 


JOHN P. JAWORSKI, PURCHASING OFFICER OF THE STATE OF 
RHODE ISLAND, REPRESENTING THE NATIONAL ASSOCIATION 
OF STATE PURCHASING OFFICIALS 


Mr. Puinures. Are you Mr. Franklyn A. Adams, the State pur- 
chasing agent of Rhode Island ¢ 

Mr. Jaworski. No, sir; 1 am representing Mr. Adams. 

Mr. Putters. You had better state your name for the record then, 
please, but before you do that I understand that you represent the 
State purchasing agent of Rhode Island. 

Mr. Jaworsk1. Yes, sir. 

Mr. Puituirs. And you want to talk to this committee about the 
provision in the General Services Administration dealing with the 
most-favored-customer provision, which has to do with the purchase 
of typewriters. I believe that all members of the subcommittee have 
heard from the purchasing agents of their respective States. 

Mr. Krouecer. | had a telegram from the purchasing agent of my 
state at noon. 

Mr. Jaworski. Mr. Chairman and gentlemen of the subcommittee, 
my name is John P. Jaworski and I am purchasing officer of the State 
of Rhode Island. It is my honor to present the statement of Franklyn 
A. Adams, purchasing agent of the State of Rhode Island, on behalf 
of the National Association of State Purchasing Officials. Briefly, 
our association, organized in 1947, has a membership of representa 
tives from the 45 States; its secretariat is the Council of State Gov- 
ernments; and it has for its objectives, the promotion of cooperation 
for more efficient exercise of State purchasing and for greater effi 
ciency in administration. 

At its annuai meeting in 1952, our association had on its agenda an 
open discussion of the purchase of typewriting machines and the effect 
the Independent Offices Appropriation Act of 1953, and other years, 
has on procurement by the State governments. Representation from 
30 States at this national meeting gave full opportunity for a wide- 
range territorial exchange of experiences. As a result, it was con- 
sidered advisable that an expression of their ideas be presented to this 
committee. This opportunity today is appreciated, and our associa 
tion offers full thanks to all who contributed to make it possible. 

There is one request, and only one, which the National Association 
of State Purchasing Officials is presenting to the committee for con- 
sideration. This request is the inclusion of the State governments 
in the exempt category in the Independent Offices Appropri: ution Act 
of 1954 (the status now given to the Red Cross and educational users) 
as it applies to the General Services Administration in its purchase of 
typewriters for each fiscal year. 

Mr. Putiurrs. If the committee will turn to page 123 of the book, 
they will see what Mr. Jaworski is talking about. 

Mr. Jaworski. There is a figure in the paragraph in parentheses 
which calls for an exemption, which is 90 percent of the most favored 
customer. It is typewriters in this particular case. It starts with the 
wording relating to other than the Federal Government, the National 
Red Cross, and education users. 





Mr. Putiirs. In other words, the Federal Government is to pay 
vO percent of the lowest cash price, plus the excise tax. That is 90 
percent of the lowest cash price the manufacturer gives : anybody except 
the Government, the American Red Cross, and educational users. 

Mr. Jaworski. That is right. In other words, 90 percent of what 
they consider their most favored customers, which could be the States 
or any other user, and I explained that in this statement of the most 
favored customer in connection with that. 

Mr. Krurcer. You want the State government included in this 
group of Government and Red Cross groups ¢ 

Mr. Jaworskr. Yes. 

Mr. Corron. The typewriter companies say they cannot give you 

favorable price because if they do they will have to give the Federal 
Government 10 percent less. 

Mr. Jaworskt. That is right. 

Mr. Corron. In other words, we are making the State pay more. 

Mr. Jaworski. That is right. It automatically sets a price for us 
and a minimum. We cannot conceivably go below that without the 
typewriter company losing money by decreasing the price proposed 
to the Federal Government. 

Mr. Primus. Proceed, Mr. Jaworski. 

Mr. Jaworski. The effect of including the State governments in the 
exempt category evidently implies a variety of meanings, as has been 
borne out in replies from correspondence to Congressmen on this sub 
ject. First of all, this exemption of the States will not set a maxi 
mum price any of the 48 States will pay for typewriters, as the Appro 
priations Act now does for the Federal Government. 

Second, it will not enable the States to secure as low a price as the 
Federal Government, since even their combined volume is approxi 
mately one-quarter the amount of Federal require ments. Third, 3 
will not change the effect or intent of the language inthis act. It will. 
however, serve to exclude the pr ices of ty pwriters to the State govern 
ments from consideration when determining the most favored cus- 
tomer’s lowest. net cash price and in this way encourage typewriting 
companies to bid to the States acrording to the volume and competi 
tion that prevails. 

It is our feeling that without this exemption this appropriation act 
does set a minimum price the State governments may expect to pay in 
the purchase of all typewriting machines. This realization is not in 
any sense a new one but actually has been experienced for years past. 
For example, in 1950 our association compiled for price comparison a 
number of ccoaseuahdinentenmaamanel in common usage in all States and 
at the same time competitive enough to promote constructive con- 
cern over purchasing methods, specifications, ete., if price variations 
among States were too apparent. This list of commodities was ci 
cularized to all States the prices received were tabulated by the sec 
retariat, the Council of State Governments. and distributed to all 
members. By properly evaluating the results in terms of volume 
purchased, transportation charge variations, the qualities involved, 
and other pertinent factors, the information proved helpful in point 
ing up situations which sometimes only a fresh outlook can bring to 
light. 
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One of the items selected for price comparison in 1950 was the 11- 
inch standard typewriting machine. The consistency of the same price 
throughout the entire tabulation of the States, regardless of the 
quantity purchased, could not be overlooked. A more commonly used 
item for competition could not have been chosen and the results reflect 
but one thing—influences other than those normally expected in open 
markets could not be overcome by normal purchasing procedures. 

At our association meeting in 1952, it was my pleasure to serve on the 
committee on comparative price survey which has as its primary func- 
tion the selection of commodities considered common to most States 
or the rejection of formerly used items not suitable for constructive 
comparison. Among other items, the typewriting machine was ex- 
cluded from this survey listing since it was generally acknowledged 
that prices could not be improved upon by the States without first 
seeking to correct the medium which influenced it. 

It is a decision of convincing cash-out-of-the-pocket weight for 
typewriting companies to allow discounts on sales to the State govern- 
ments incommensurate with the volume purchased. If as little as 
$1 per machine is allowed the States below the now-established price, 
it would mean a reduction in price to the Federal Government of 
approximately $160,000 since each of the 4 major companies has a 
yearly contract for approximately 40,000 machines. With multiples 
of this figure as the most important factor in purchaser-vendor nego- 
tiation, the obstacle for securing the best bargain for the State is 
practically insurmountable. 

Just how would the inclusion of the State governments in the 

‘ategory exempt from being considered in the most-favored-customer 
a ice grouping tend to aid the States? 

Based on current selling methods of major typewriting companies, 
the answer is fairly simple. All companies use one discount for their 
most-favored customers, that is, $20 discount off price list. It is on 
this net figure that the Federal Government will pay a maximum of 
90 percent. To qualify for this $20 discount, a buyer simply contracts 
to purchase a minimum of 5 machines in 1 single purchase, or a mini- 
mum of 10 machines in 1 year. No matter what the volume any State 
desires to contract for during the year, the price is the same for that 
State as it is with any purchaser buying the minimum number of 
machines. However, by placing the State governments in the exempt 
category, prices quoted to them will not be used in determining the 
net prices paid by the most-favored customers from which Federal 
contract prices of a maximum of 90 percent is computed. In this way, 
each State has the opportunity to purchase typewriters on a competi- 
tive basis with its own volume a factor for procurement as in normal 
purchasing operations. 

In assembling facts for presentation to this committee, the best avail- 
able information ascertainable as to why the adoption of the existing 
provisions of the 90 percent maximum price the Federal Government 
will pay for typewriters apparently stemmed from a paradoxical situ- 
ation whereby very low prices were paid for machines by smaller 
volume purchasers when compared with those paid by the Federal 
Government despite its tremendous volume. If this reason is basically 
correct, a similar situation now exists with the State governments 
whose aggregate purchases of typewriting machines is next to the 
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Federal Government in volume, yet a buyer of a considerably smaller 
number of machines can, and does, buy at the same figure as the small- 
est or largest State. 

The National Association of State Purchasing Officials sincerely 
hopes serious consideration will be given to the State governments in 
placing them in the exempt category, along with the Red Cross and 
educational users, in the Independent Offices Appropriation Act of 
1954—a consideration which will aid in the fulfillment of our associa- 
tion’s sole purpose for organization, to exercise greater efficiency in 
its public trust in the expenditure of public funds. 

Thank you very much for the attention the committee has given me. 

Mr. Puinuies. Thank you very much, Mr. Jaworski. 
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